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DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


WEDNESDAY, MAY 14, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The committee met at 10 a. m., pursuant to adjournment, Hon. 


Brent Spence (chairman of the committee) presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Deane, Dollinger, Bolling, Fugate, Talle, Cole, Hull, Nichol- 
son, and Widnall. 

The CuarrMan. The committee will be in order. 

The clerk will call the first witness, 

The Cierk. The first witness is Mr. George Paul, representing 
the National Creameries Association. 

The CuatrmMan. You may proceed, Mr. Paul. 


STATEMENT OF GEORGE PAUL, AND O. M. REED, WASHINGTON 
REPRESENTATIVE, NATIONAL CREAMERIES ASSOCIATION 


Mr. Pau. Mr. Chairman and gentlemen of the committee, my 
name is George Paul, of Brooklyn, Iowa. I am a dairy farmer, and 
president of the State Brand Creameries, a large cooperative butter 
and dairy product manufacturing association located at Mason City, 
Iowa. Iam also a member of the legislative committee of the National 
_Creameries Association, which has its headquarters at St. Paul, Minn., 
and its Washington offices in the Wyatt Building at 777 Fourteenth 
Street NW. 

The National Creameries Association represents, and is directly 
supported by, over 300,000 dairy farmers located in the States of 
Iowa, Minnesota, Wisconsin, North and South Dakota, Nebraska, 
Montana, and Kansas. These farmers deliver milk and butterfat to 
952 member dairy plants, of which about 85 percent are producer 
owned and controlled cooperative associations—the remainder local, 
proprietary concerns. 

Since our members are largely manufacturers of butter and nonfat 
dry milk solids, and have such a preponderance of cooperative plant 
membership, we feel that we can speak with knowledge and authority 
concerning the position of both the producer and the processor with 
respect to H. R. 6546. 

The National Creameries Association is opposed to the continuation 
of the price-fixing powers conferred upon the President by title IV of 
the Defense Production Act. In this respect, we support the position 
of the Dairy Industry Committee. 

We favor the continuation of section 104 of title I of the act, which 
confers upon the Secretary of Agriculture the power to control the 
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imports of dairy products, among others, under certain conditions 
specified in such section. In respect to our desire that section 104 
be continued, we also represent the desires of the Dairy Industry 
Committee. 

With regard to section 104, which the House bill would eliminate 
from the extended Defense Production Act, we feel that the Congress 
is faced with a policy determination as to what it desires from the dairy 
farmer and the dairy processing industry in this unsettled period in 
world affairs. Briefly, the Congress must choose between the policies 
as to whether (1) we in this country have a strong, highly productive 
dairy producing and marketing industry to meet the needs of our 
rapidly growing population, or (2) it is not necessary to have such a 
strong dairy industry and it is good public policy to permit the serious 
weakening of this industry through permitting the competition of 
cheap dairy products from foreign lands—dairy products which are 
produced with cheap labor, and which are placed upon a favorable 
competitive price basis with our own industry through the manipula- 
tion of their currencies and through other means. 

[It is our purpose to indicate to you our reasons for our belief that 
sound public policy requires the continuation of section 104. 

We believe that we should maintain milk and butterfat production 
at increasingly high levels, in order to meet the needs of our growing 
population, and that the Congress should follow policies in its legisla- 
tion that will encourage such production. 

We urge the Congress not to place hampering restrictions in the 
way of the dairy farmer and processor in utilizing to the fullest possible 
extent the labor, material, and equipment available for the production 
of milk and its products. 

Accordingly, we oppose continuation of the power conferred upon 
the President to impose price ceilings on milk and its products, because 
we believe that such controls hamper production and marketing. We 
oppose termination of the power conferred upon the Secretary of 
Agriculture under title I, section 104 of the act, to impose controls on 
the importation of dairy products, because we believe that lifting these 
controls and permitting the importation of large volumes of butter and 
other dairy products will drastically reduce the incomes of our produc- 
ers. This in turn will cause them to reduce production, interfere 
with orderly marketing and result in unnecessary expenditures under 
the price support program. 

Our reasons for the preceding statements follow: 

Milk production on farms is Be holding its own. Milk produe- 
tion is barely being maintained under present conditions, and would be 
seriously hampered by freezing or lowering of price levels. 

Milk cow numbers are at the lowest point since 1930. As of Jan- 
uary 1 this year, there were 23,407,000 cows and heifers 2 years old 
and over kept for milk on farms—a reduction of one percent from the 
preceding January and markedly lower than the peak numbers 
recorded in 1945 of 27,770,000 head. There does not appear to be 
any improvement in sight for this condition. (Chart 1 shows trends 
in cow numbers, and chart 2 the high rate of elimination of cows and 
heifers from dairy herds the last few years.) 

On the other hand, the number of cattle on farms as of January 1 
this year, reached an all time record of over 88,000,000 head. This 
large number, in the face of diminishing numbers of dairy cows, is 
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accounted for entirely by the fact that beef cattle numbers are very 
high. (For details as to numbers, see tables 1 and 2, appendix.) 

Milk production has been fairly well maintained during the last 
few vears at figures not much below the wartime peak, but this has 
been accomplished by a steady increase in production per cow as a 
result of better husbandry practices. In 1950, production per cow 
was 5,314 pounds as compared to 4,589 in 1939. There is a limit, 
however, to the extent to which increased production per cow can be 
made to offset declining numbers. 

Prices for mill and butterfat received by farmers in this country are 
low relative to the prices of beef cattle—the major competitor of dairy 
cattle for the use of farm labor and capital. (See chart 3, and table 3, 
appendix.) As a matter of fact, prices of beef cattle have been much 
higher relative to parity than milk and butterfat prices for the last 
several years. This price relationship alone explains why the dairy 
herd continues to decrease--while the beef-cattle herd continues to 
increase. 

[ should like to digress for a moment to give you a concrete example. 

In my own personal experience, about 4 months ago, I sold a large 
Holstein cow. She weighed 1,785 pounds, she brought $458. 

If I had tried to sell this animal for a dairy animal, the most that 
I could have gotten for this cow would have been in the neighborhood 
of $300 to $325. 

So you can see that even our dairy cattle, a lot of them, have been 
sent to slaughter simply because it is more profitable to send them to 
slaughter than it is to keep them for dairy production. The labor 
situation has had quite a bit to do also with sending these dairy cows 
to slaughter. 

During the war when we had full-scale price control on the one hand, 
and the drive for very high dairy production on the other, prices for 
milk and butterfat were not only permitted to reach levels considerably 
above parity under the price ceilings, but in addition, the Government 
paid out subsidies to the individual farmers to increase their returns 
even more. We are most assuredly not asking for subsidies—on the 
contrary we opposed them during the last war and oppose them now. 
We do ask, however, that Government recognition of the need of, and 
its request for, continued heavy milk production on the farms of this 
country, should also recognize that this need cannot be met with 
dairy prices unfavorable to prices for competing agricultural com- 
modities. 

In the butter industry, we have lost a great portion of our prewar 
business. Per capita supplies of other dairy commodities have been 
kept ample by shifting milk from butter to other uses. We in the 
butter business are not crying wolf—it has already happened to us, 
and we do not want the trend accentuated. 

World price levels are considerably below price levels in this coun- 
try. Prior to the last war, there were a number of fairly important 
butter-importing countries, of which England was the most important. 
Since the war, with the vast changes that have taken place in the 
government structure in Europe, this pattern has changed somewhat, 
but England is still by far the most important importer. 

Major exporting countries are New Zealand, Australia, Denmark, 
and the Netherlands. 
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Prices for butter in this country, and as a result the prices of milk 
and butterfat to dairy farmers, are considerably higher than the 
prices prevailing in the foreign countries just mentioned. The most 
recent figures which we have been able to compile indicate that 
butter could be laid down in this country, all costs and duties paid, 
for about 60 cents per pound. 

Calculated as follows: 


Cents 

Butter prices, f. o. b. Copenhagen, as of Jan. 3, 1950 (per pound)... __-.- 48. 90 
Ocean freight (per pound) -.______-.-.-__-- sa en pe So bes beset et ae ie cls tt 
ams ne TINS ar Sh ee ad ge wnt el . 50 
Remeeens SeGeees GRR TEGO yaa Ste eee is Sees, eee 7. 00 
Trucking (American ports) ----------------- Rhee aes. eo ei . 35 
oe a A ae ae A oo ee ea 47 
EATLNe hs 2 ee es eee ee Co ee cae a knw 60. 10 


These prices refer to high quality butter, and are based upon the 
so-called free butter originating in Australia, New Zealand, and 
Denmark. 

[ would like to explain just what I mean by free butter. England 
has negotiated purchase contracts, on a government-to-government 
basis, with New Zealand, Australia, and Denmark. Such contracts 
name the purchase price, and presumably the volume covered. How- 
ever, some of the exportable butter of these countries is left free of 
the contract, and the exporting countries are permitted to sell it 
wherever they desire. It is estimated that about 15 percent of the 
exportable surplus is free butter. 

The price of the contract butter is quite low, both in relation to 
our own prices, and the prices for which the free butter recently has 
been selling in countries other than England. At present, these con- 
tract prices range from 36.3 cents per pound for Australian butter to 
39.3 cents per pound for Danish butter. If this butter were available 
to our importers at the same prices, it could be laid down in the 
United States at about 46-48 cents per pound. 

The vast manufacturing milk and butterfat producing states 
represent the sole remaining reservoir of large milk supplies upon 
which fluid-milk markets can draw for their expanding needs. Destroy 
this reservoir and you destroy our future fluid milk supplies. Cows 
which have in effect been exported to Denmark, or Australia, or 
New Zealand will furnish us little help in this problem. 

Section 104 does not prohibit imports—it merely sets up reasonable 
standards for import control. Section 104 does not prohibit imports 
of dairy products. It merely provides that imports may be regulated 
by the Secretary of Agriculture if he finds that imports would have 
the effect of— 

(a) Impairing our domestic sources of supply; 

(6) Disrupting our storing and marketing system during the season. 
of flush production; 

(c) Resulting in unnecessary expenditures under the price-support 
program. 

Under the standards listed above, the Secretary of Agriculture has 
issued an order, FDO 3, which places an embargo on imports of butter 
and nonfat dry milk solids, and limits imports of cheese to the average 
of the period 1948-50. In issuing the order, the Secretary of Agri- 
culture found that any imports of butter and nonfat dry milk solids, 
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and imports of cheese in excess of the established quota, would have 
the effects set forth above. We see no reason in the facts now current 
that would necessitate a different finding by the Secretary. This is 
an official finding, and can be modified at any time by the Secretary 
and at his discretion—thereby imparting a great deal of flexibility 
into the administration of the import-control order. 

Unlimited imports would lead to the destruction of the price support 
program. There’can be no doubt that permitting large scale imports 
during the conduct of the price support program would operate to 
the extreme disadvantage of that program—causing unnecessary. 
expenditures, and losses in disposition of the commodities purchased 
It is nonsense to place a floor under prices of milk and butterfat 
through the purchase of butter, cheese, and nonfat dry milk solids, 
and then turn around and permit imports to keep prices driven down 
to price support levels. 

The result of such an operation would be that the price support 
program of the United States Department of Agriculture would in 
effect operate as a price support program for all the exportable sur- 
pluses of the world. I doubt that the Congress is yet ready to 
underwrite the price levels for dairy products throughout the world. 

While price support purchases this last year were relatively small, 
in 1949 and 1950 they were quite large. During the 8-year period 
January 1949, through December 1951, over 242 million pounds of 
butter were purchased. About 142 million pounds of this was resold 
to the trade in this country, and the remainder was sold, through 
school lunch, or was donated to domestic and foreign welfare organi- 
zations, or sold for nominal prices to foreign governments—prices 
that in some instances were as low as 15 cents per pound. 

Cheese purchases during the period were about 135 million pounds, 
of which about 73 million was donated to domestic and foreign welfare 
agencies, or through negotiated sales to foreign purchasers—at prices 
representing a fraction of its cost. 

About 731 million pounds of nonfat dry milk solids were acquired 
under the price support program, of which about 336 million pounds 
were disposed of through negotiated export sales, and 150 million 
pounds were donated to domestic and foreign relief agencies. (Ap- 
proximately 103 million pounds were sent abroad for feed at very low 
prices. ) 

In view of this record of the costs of the price-support program, it 
is obvious that permitting large scale imports would merely result in 
unnecessary expenditures under the price-support program and there- 
fore be in violatior of the standard set forth in section 104. 

Other laws do not offer sufficient protection. Those who argue 
that there are other laws which offer adequate protection to the 
American dairy farmer are in error for the following reasons: 

(a) Section 22 of the Agricultural Adjustment Act authorizes 
control of imports if the Secretary of Agriculture believes imports will 
interfere with price support programs instituted under the Agricultural 
Adjustment Act. It is our belief that the procedures involved in 
invoking section 22 are so complex and time consuming that the 
damage would be done before it were possible to establish control over 
imports under this section. 

(6) Section 7 of the Trade Agreements Act authorizes import con- 
eas when serious injury is threatened by increased imports resulting 
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from concessions granted in a trade agreement. However, the Tariff 
Commission under the procedure is allowed a year to make an investi- 
gation of the matter, and even then, the Pr ‘esident has the right to 
decide not to control imports, but is required to report his reasons for 
his failure to act to the Congress. 

(c) Section 101 of the Defense Production Act is not adequate. 
Under a similar provision of the Second War Powers Act, butter im- 
ports had been prohibited until the act expired July 31, 1951. At the 
time of the expiration of the act, however, the Department of Agricul- 
ture had decided that it could no longer control butter imports under 
such a provision. 

Under trade agreements, it is provided that, when imports are con- 
trolled, domestic production must be controlled in the same ratio as 
the control of imports. There is no authority to control the produc- 
tion of milk and butterfat, so this provision is worthless. Even if 
there were authority for production control of milk and butterfat, 
dairy farmers would not stand for it. They refused a production 
control program offered them by the United States Department of 
Agriculture during the depths of the depression in 1934. There is 
even less reason to believe that they would approve production control 
now. 

Other arguments for the repeal of section 104 are unimpressive. | 
hope you will indulge me while | make a few brief comments as to the 
validity of other arguments advanced by proponents of repeal of sec- 
tion 104, as follows: 

a) The dairy farmer gains because this country exports more than 
it imports. This argument must be taken with a whole shaker full 
of salt. Prior to the war, exports were negligible. During the war 
and since the inception of the Marshall plan they have been large. 
In 1951 our dairy exports amounted to about $117 million whereas 
our imports in 1950 amounted to a little over $34 million. (See 
tables 5 and 6, appendix.) 

The large increase in exports postwar was due to two major factors, 
these being: 

1) The European dairy industry had been severely damaged, and 

2) Our exports were financed very largely by grants of either the 
commodity or dollars. 

Since the inception of the Marshall plan a large portion of our 
agricultural exports have been financed by this country by outright 
grants of commodities and dollars. From April 3, 1948, through 
November 30, 1951, procurement authorizations for purchases with 
Marshall plan dollars amounted to about $3,360 million for food, 
feed, and fertilizer, about $1,433 million for cotton, and about $451 
million for tobacco. Procurement authorizations for bread grains 
alone were about $1,663 million. (For details see tables 8 and 9, 
appendix. ) 

For dairy products, purchase authorizations were $108 million from 
United States supplies, plus $10 million to be purchased in Canada. 

Procurement authorizations for food and other agricultural com- 
modities during the period April 3, 1948, through November 30, 1951, 
were about 8 524! 5,000,000. Procurement authorizations for supplies 
to be secured in the United States amounted to $4,128,000,000 during 
the same period. 

Our total agricultural exports during the 3-year period July 1948 
through June 1951 were about $10,228,000,000, Although not pre- 
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cisely comparable because of the slight differences in time periods 
involved, it is obvious that a very large portion of our exports is trade 
that we in this country have financed ourselves. 

We realize that some farm commodities have large export markets. 
However, we do not think it desirable to wreck the dairy industry, 
larger than any other except meat animals to gain and hold such 
markets. 

It seems to me that the figures and information I have just given 
should be sufficient to indicate the fallacy of the argument that the 
dairy farmer stands to gain by permitting large scale imports because 
he has such good export markets. It is submitted that an export 
market which depends upon the exporting country furnishing the 
financing to pay for such exports is indeed unsound. Yet these are 
the exports which the proponents of repeal of section 104 hold up as a 
shining example of the benefits our dairymen may expect if unlimited 
imports are permitted. 

| wish to thank the committee for its courtesy in listening to my 
statement. 

Mr. Chairman, | have appended to my statement some charts and 
tables which I would like to have included in the record. 

The CuatrMan. Without objection, that may be done. 

(The information is as follows: ) 


Cran? 1. -NuNBERS OF MILK COWS AND HEIFERS 
2 YEARS OLD AND OVER KEPT FOR MILK ON FARMS 
AND NUMBERS OF MEAT ANIMALS, EXPRESSED AS 
PERCENTAGES OF THE 1935-1939 avERAGE NUMBERS-- 
January 1, 1910-1952, 
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MILK COW NUMBERS ORDINARILY FOLLOW THE 
SAME GENERAL CYCLE AS BEEF CATTLE NUMBERS. 
Now, WITH BEEF PRICFS SO HIGH AS CQONPARED ?0 
MILK PRICES, THE DAIRY HERD IS DECREASING AND 
THE BEEF CATTLE HERD [8 INCREASING. 
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CHART 2. -MNUMBER 0. COWS AND EEIFERS ELININATED 


FROM UNITED STATES DAIRY HERDS DURING THL YEAR, — 
PER 100 coWS AND HEIFERS FIRST OF YIARe 1250-1952. 
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CHart 3, - UNITED STATES AVERAGE FARM PRICES OF BEEF 
CATTLE AND MILK SOLD WHOLESALE FROM FARMS, CXPRESSED 
AS PERCENTAGES OF PARITY PRICES, 1937-1951. 
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BEEF CATTLE PRICES HAVE BEEN RELATIVELY HIGHER THAN 
MILK AND BUTTERFAT PRICES FOR SOME YEARS, THIS DISPARITY 
IS THE REASON DsilIRY FARMENS ARE DISPOSING OF THEIR MILK 
COWS AND TURNING TO BEZF CATTLE, 
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F 1952 


TABLE 1.—-Index numbers of meat animals and milk cattle on farms, United States, 
Jan. 1, 1910-52 


Meat | 


Year | animals | 
1910 92 | 
1911 93 
1912 91 
1913 91 
1914 93 
1915 99 | 
1916 | 104 
1917 ae 107 
1918 eat oan 
1919 il | 
1920 107 | 
1921 105 | 
1922 105 | 
1923 108 
1924 105 
1925 . ag 
1926 95 
1927 “4 
1928 96 
1929 97 
1930 9S | 
1931 100 


[1935-39 A verage = 100) 


Milk 
cattle 





Meat | Milk 


janimals | cattle 


— 
Panes 


me 
— 
to 


100 
104 
108 
104 
100 
99 
98 
99 
101 
104 
107 
lil 
114 
113 
108 
105 
100 
Qe 
98 
QR 
97 


Source: Livestock on Farms, Jan. 1, Bureau of Agricultural Economics, U. 8. Department of Agriculture. 


TaBLE 2.—Changes in milk cow numbers, heifers, number of cows and heifers 
total milk production and production per cow— 


eliminated during the year, and 
United States, 1924-51 








| 
| i 


| Cows and ! 


Heifers, 1 


' 


Cows and heifers elim- 
inated during year 





| Milk pro- 


Milk pro- 











| 

. heifers, 2 | ns Maeda — duction on duction 

Year years old | © ay ars | | Number | , farms | per cow 

and over | Nomber | “per 100 | (pounds) | (pounds) 

| cows i | 
i i Hy 
Thousands | Thousands | Thousands | Millions 

NE An Jee Sa So 5 22, 331 | , 154 | 3,910 | 17.5 89, 240 | 4, 167 
WOM eck ceadecssctesesute 22, 575 | 4,177 | , 342 19.2 90, 690 | 4, 218 
RRR a 22, 410 | 4,111 | 4, 270 | 19.1 93, 325 | 4, 379 
| PR ORE Re < 22, 251 | 4,110 | 4, 130 | 18.6 95,172 | 4, 491 
MR 0 Span sckescudeoeuste 22,231 | 4,197 | 3, 988 | 17.9 95, 843 | 4, 516 
(RL <i | 22, 440 | 4,450 | 3,858 | 1.2 98, 4, 579 
_ | See Ree 3 23, 032 | 4,850 | 4, 062 | 17.6 100, 158 | 4, 508 
Se eeeeB : 23, 820 4, 961 | 3, 885 16.3 103, 029 | 4, 459 
1932 24, 896 5,019 | 3, 979 16.0 103, 810 4, 307 
1933 25, 936 5, 249 | 4, 254 16.4 104, 762 4, 180 
1934 26, 931 5,381 | 6, 243 23.2 101, 621 4, 033 
1935 E “a é 26, 082 4,995 | 5, 881 22.5 101, 205 4, 184 
1936 25, 196 4,772 | 5, 319 21.1 102, 410 4,316 
WSs 5 28 5. SS 24, 649 | 4, 899 | 5, 082 20. 6 101, 908 4, 366 
| Seamer “| 24466 | = 4,808 | 4, 674 19.1 | 105, 807 4, 558 
NR AAS AP igs cake NR: 24, 600 | 5, 122 | 4, 7% 19.5 106, 792 4, 589 
aM aORT Ra Tis Sais 7 24, 940 | 5, 525 | 5, 012 20.1 109, 412 4, 622 
RAR A RE SS ane 25, 453 | 5, 676 | 4,816 18,9 115, 088 4, 738 
Be eee oben 2%, 313 , B80 | 5, 064 19,2 118, 533 4, 736 
1943 3 97,138 | 6, 067 5, 501 20.3 117, 017 4, 598 
1944 meen 27, 704 | 6, 352 | 6, 286 22.7 117, 023 4, 572 
RE SAE ELIE 27, 770 | 6, 307 | 7, 556 27.2 119, 828 4, 786 
Re tek oe ee 26, 521 | 5,758 | 6, 437 24.3 117, 697 4, 886 
1947 : 25, 842 | 5, 524 | 6, 751 22.3 116, 814 5, 007 
eS ee 24,615 | 5, 550 6. 303 25.6 112, 671 5, 042 
1949. _ 23, 862 | 5, 527 5, 336 22.4 116, 103 | 5, 272 
1950 EERE ROSEN ET 23, 853 | 5,394 | 5, 525 23.2 116, 602 | 5,314 
RN ee en ee ee ae 23, 722 | 5, 510 | 5, 825 | 24.6 115, 591 | 326 
1952! : 23, 407 | h, 726 et thane | CAE a ee A At 1 ee 








! Preliminary. 
Source: Compiled from reports of the Bureau of Agricultural Economies, U.S. Department of Agriculture. 
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TABLE 3.— United States average farm prices of beef cattle, milk sold wholesale, and 
butterfat, expressed as percentages of parities, 1937-51 











} | Milk i 
| gree i Milk sold, | Butterfat 
Year Beef cattle | pe wa nar | Butterfat poe se va | exeluding 
Bee payments | Payments 
weit: Mas AAR Tee Gaels AG Mia etisies 2e 
1037... 98 86 89 |- s 
NEC SRE SSRI ea anne aig ce eee caer ah 96 | 81 75 ? 
1939 107 80 71 
1940 111 ! RS 84 
1941 oui 123 95 96 
1942 132 | 98 | at ee 
1943 139 1 dil} 111 108 | 109 
1944 121 | 1120 | 115 104 | 108 
1945... .- . Seeuiia alates ava j 132 | 1114 | 119 95 Qs 
1946... Pewine se Se 139 | 1119) !127 | lil | 114 
1947 a ae s Eee : ea 148 | 101 108 ne ROS 5 ae 
1948 oeGees ‘ ; : 167 | 107 109 
1949. 152 91 BS 
1950 ate ihe ; 133 RR 7 
1951... .. : : Pag ae 146 %6 92 
1952 ees eS ae Ge sae By fia booth S rod Ne pt Sedat adr gy 





1 Includes production payments. 
Source: Burdau of Agricultural Economics, U. 8. Department of Agriculture. 


TABLE 4.—United Kingdom butter contract prices with Australia, New Zealand, 
and Denmark 





pate ere! Bik CIE ES Pe SSE eee Eee | — 
{ Price 
Country Period | (cents per 
| pound) 
ae eit AES RARE IR TES RRL SE OO, SOE REND 
Australia (choicest grade) --........-... ; .-| July 1951-June 1952... _..-.- Sinan 36.3 
New Zealand (finest) ___- re | August 1951-July 1952___- Si iads mlaleel 36. 5 
Denmark ..--- : wnsee-eee| October 1951-September 1952__......__| 39.3 
{ 
! ' 





Source: Office of Foreign Agricultural Relations, U. S. Department of Agriculture. 


TABLE 5.—Value of exports and imports of all dairy products, 1937-51 








{1,000 dollars} 
Year | Exports | Imports 
EE a Cea ee wes SS ee 
1937... SLL SE ett RGA UES SO a 5, 141 | 1 12, 809 
1938 EAS SS = aR a TANG ae ARTE SRR 6, 084 | 111, 542 
URE epee Pain pinks wile a cewnae Soe cealee sete acute oS ats | 7, 136 | 112,844 
1940___. TRESS ARE SE RRS aie Ba aatiad nis , | 16, 920 | 9, 082 
—..; ic ciupiun akgicnanaa tab Olace: casa ens Se 84, 091 | 8.457 
2008... ont ‘ cn nk Stat a pee Se EE keen sia ahi wal 143, 124 | 11, 340 
1943 _- ; : wae = ead cobb nts Sarcad | 186, 198 | 8, O78 
SONe nck, AP Tee we pee pe ee ul 261, 142 | 6, 838 
1945. ___. ie aL, CURR a IS PRP. BS ait AS IN Fh a 236, 235 | 9, 132 
1946___. Bi oat hae btn ame dgiane < Be Ope ite ence ae aia ae -| 296, 250 | 22, 738 
Es BE ee POT EEE Pee eae Se ae oe 267, 902 | 12, 687 
RES Te a OY en SEO wt ee a ERS 210, 048 | 22, 725 
sth ab RS Bw tee ure th aah ln cade Ge ak ue ite gs a 174, 500 | 22, 465 
1950__- Sree a Re See ae Sia TO ae FS ob ghahaed 86, 679 34, 356 
1951___. Se aio ele oe EERE te AeA, WENT died ceo ameNra | i 116, 623 25, O81 





i Cheese only. 
Source: Reports of the Office of Foreign Agricultural Relations, U. 8. Department of Agriculture. 
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TABLE 6.—United States: Value of imports of specified diary products, 1951 


Product: Import value 
eee IES EE SON UTR EE Spee EE a STIG Nae $4, 618, 000 
IRE ON ne on Gare eh awa 1, 038, 000 
SN Ne pephapandg pt ee Pe es Pa kg a a a EES 7, 574, 000 
a ee a wee ae ee 1, 089, 000 
Rn aS es State coat ee nS oe fee es 3, 266, 000 
Ie RAR SN LR a 1, 748, 000 
eee eer RI Ss SOR es et 1, 519, 000 
UN = ee Oe a rN oe eee 249, 000 
I SNR 20 oS ee eens 1, 305, 000 
Rn CURING ARNIS xo ct ee ans oa eae ee G 2, 239, 000 
So SSR RIS > eR i i. “tN ee alpen geome 78, 000 
ee OS ES Sea SEER eS a ee eae ene ae 147, 000 
Dirtari areata 2 cs SF aes ee St aestetity DG See Me ee Re gical 2, 000 
WURRENNNS RE ne Tis lg pil gece ay er 171, 000 
Is oe mec aee J On AU RS eT 34, 000 

li es eee a te DR Se TIE g's SS RR aR i a apa ee 25, 081, 000 


Source: Compiled from reports of the Office of Foreign Agricultural Relations, U. 8. Department of 
Agriculture. 


Diag per 


TaBLe 7.—Value of exports of specified dairy products, 1951 
Product: Erport value 

Ea eee ey eT NN ere kee $640, 000 
PONenernein era USCOTINUSTRINUNE 3 Soh nine rs og ee So ae 6, 506, 000 
NEWOOIIIN  ron tn rae  tae e etee twee eens 29, 016, 000 
(cheese: sponeened Almerican. . 2 2. ee ee 9, 467, 000 
Renn Marna aI... 8S tata cal on sua woues 1, 053, 000 
RUGS PRISTINE? RTPI, ne ne ee doesn ss 14, 265, 000 
Someees at ee RP Seopa got i el hepa iy Me Sop 543, 000 
Butter___._- sci AROS REN it AE een eet eM 2s. ee 2, 245, 000 
Infante food, formiuta.: 2 =. prt ite che kiss ene oe 554, 000 
Infants food, milk base____._______- FAG! POW Ne Bi eet © Fe! Su 7, 725, 000 
rapa wane Wane ee ee Core ere oe 35, 085, 000 
NOBTAL Gry Min BONG = =o Vo. > EEC ee ae ee 9, 525, 000 

DOME occ ee sta Es ae tes er uigiuts ue 2164624, 000 


Source: Compiled fro:n reports of the Office of Foreign Agricultural Relations, U. 8S. Department of Agri- 
culture. 


TABLE 8.—Procurement authorizations under the ECA program, by countries of 


destination,! by specified commodities and commodity groups, in millions of dollars, 
Apr. 3, 1948, to Nov. 30, 1951 








Bel- | Tot 
+ Tathar.| United 
Item Total Austria orem‘ France ae Greece Italy — — 
burg 
Food, feed, fertilizer 3, 259.8 | 305.3 147.7} 253.1 569. 5 281. 2 224.9 | 317.0 875.5 
Bread grains ___- 1,662.8 | 152.5 54.0 79.6 210.2 157.3 195.3 153.4: 545.9 
Coarse grains__- 7 415.9 50.8 6.1 57.0 162.4 4.2 BOs 47.7 beccagsee 
Fats and oils__- 350.2) 59.9 24.0 65. 7 88.9 5.8 17.3 47.0 | 9.3 
Sugar and products 309. 6 j 16.2; 14.2 12.5 55. 0 44.0 29.7) 134.4 
‘ 130. 6 4.4 10.7 1.1 18.5 15. 5 4.4 | 75.5 
Dairy products____- . 118.5 4 14.0 11.8 2 20.7 1.3 | 69.0 
Cheese ‘ 75.4 4.9 2.5 | 68. 2 
Milk aks 40. 2 4 8.4 11.6 | 1 17.2 1.3 S5u. we 
Other dairy . 2.8 |. si re 4 2 | | 1.0 4 .8 
Feeds and fodder _. |} 59.4 2.4 6.3 2.6 2 4.9 sf | 
Fertilizer 49.9 6.5 7 12.8 6.1 10.7 2.4 7.4 1.5 
Cotton. _- 1, 432. 7 42.9 6.7 366.4 256.9 9.3 334. 1 111.5 265.4 
Tobacco 451.3 10.2 15.9 x.2 70.9 5.1 22. 5 236.3 
Total, food, feed, fer- 
tilizer, cotton, and 
tobacco ___-- 5, 143.8 358. 4 170.3 640.7 897.3 290. 5 564.1 451.0 | 1,377.2 


1 Denmark, Ireland, Norway, Portugal, Sweden, Trieste, Turkey, and Yugoslavia omitted in country 


detail. 


Source: Reports of the Division of Statistics and Reports, Mutual Security Agency, SR. 6. 
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TABLE 9.—Percentages of total procurement authorizations,’ ECA program, accounted 
for by specified commodities and commodity groups, total for food, feed, fertilizer, 
cotton, and tobacco by countries, Apr. 3, 1948, to Nov. 30, 1951 





_Bel- oa Nether.| United 
Item Total Austria we France sates Greece Italy ~ “tee re 
burg dom 
Food, feed, fertilizer : 63.4 85. 2 86.7 39.5 63.5 96,8 39.9 70.3 63. 6 
Bread grains 32.3 42.5 31.7 4 23.4 54.1 34. 6 34.0 39.6 
Coarse grain : 4 8.1 14.2 3.6 8.9 18.1 1.4 5 10.6 |... 
Fats and oils 6.8 16.7 14.1 10.3 9.9 2.0 3.1 10.4 oe 
Sugar and products 6.0 4.5 &.3 2.0 6.1 15.1 6.6 9.8 
Meat *2.5 1.2 6.3 a 2.1 5.3 1.0 5. 5 
Dairy products. _- 2.3 l 8.2 1.8 0 7.1 3 . O 
Cheese 15 2.9 9 ( 
Milk Ss 1 4.9 1.8 5.9 > 
Other dairy __- 1 4 .3 1 
Feeds and fodder 2 oe 1.0 3 | 
Fertilizer 1.0 1.8 2.0 7 3.7 4 1.6 1 
Cotton 27.8 12.0 3.9 57.2 28. 6 3.2 59. 2 24.7 19.3 
Tobacco &.8 2.8 9.4 3.3 7.9 G 5.0 17.1 
Total, food, feed, fer- 
tilizer, cotton, and 
tobacco... c ‘ 100. 0 100. 0 100. 0 100.0 100. 0 100. 0 100.0 100.0 100. 0 


! Denmark, Iceland, Ireland, Norway, Portugal, Sweden, Trieste, Turkey, and Yugoslavia omitted in 
country detail. 


Source: Reports of the Division of Statistics and Reports, Mutual Security Agency, SR 6. 


TABLE 10.—Percentages of total procurement authorizations,| ECA program, by 
commodities and commodity groups, accounted for by procurement authorizations 
granted specified countries, Apr. 3, 1948, through Nov, 30, 1951 





Bel- G Nethe United 

Item Total Austria npameonlh France oe Greece Italy yy oe 

burg ; 

Food, feed, fertilizer. _...... 100 9.4 4.! 7.8 17.5 8.6 6.9 9,7 26.9 
pT, SINR ea eet ee 100 9.2 3.2 4.8 12.6 9.5 11.7 9. 2 32.8 
Comes grain... 2655250... 100 12. 2 1! 13.7 39.0 1.0 ot RS Sees eae 
ES Ea I ae 100 17.1 6.9 18.8 25.4 ¥ 4.9 13.4 2.7 
Sugar and products...._...- 100 5.2 4.6 4.0 17.8 > s eee 9.6 43.4 
ON ls 100 3.4 8.2 S 14.2 2k fh eee 3. 4 57.8 
Dairy products. .......... : 100 3 11.8 10.0 72 i: SY) SRS 1.1 58. 2 
Reef Sy Oa Dee @245 es 8 eee ae OS «(aR Re 90.5 
_ SR eer 100 1.0 20.9 28.9 oa a) ae = } eee 
Other GANG: vnnncesccc 100 |... 25.0 7.1 3.6 35.7 LAND, dete =) 28. 6 
Feeds and fodder. ...._._._- 100 4.6 nae 10.6 7, Cee eas 3 hh ens 
be a es Sear : 100 13.3 1.4 26. 1 12.4 21.8 4.9 15.1 3.1 
en eae 100 3.0 ) 25.6 17.9 6 23.3 7.8 18. 0. 
TOO oi). -ncimaneceaccanes 100 2.3 3.5 4.7 ae 1 5.0 52. 4 

Total, foods, feeds, 
fertilizer, cotton, | 
and tobacco 


nection 100 7.0 3.3 12.5 17.4 5.6 11.0 8.8 26.8 





1 Denmark, Iceland, Ireland, Norway, Portugal, Sweden, Trieste, Turkey, and Yugoslavia excluded in 
country detail. 


Source: Reports of the Division of Statistics and Reports, Mutual Security Agency, SR. 6. 


The CHarrMan. I will recognize Dr. Talle. 

Mr. Tatue. Thank you, Mr. Chairman. 

I am sure I speak for the committee when I say that vou are welcome 
at this hearing, Mr. Paul. We are delighted to have you. You are 
testifying on a very important subject in behalf of a great industry. 

I would like to ask you, Mr. Paul, if the following statements 
represent the truth as vou see it: 











: 
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(1) “Milk and dairy products are universally recognized as essential 
in the human diet.” 

Mr. Pau. Yes, that is quite true. I think about 30 percent of 
out total diet, in this country, is represented by dairy products in 
one form or another. 

Mr. Parman. What percentage did you say? 

Mr. Pau. About 30 percent. 

Mr. Tauue. (2) “The dairy industry plays a vital role in the 
economy of Iowa and the Nation.” 

Mr. Pau. It certainly does—the great Middle West, as well as 
other great dairy producing States like New York, Pennsylvania, and 
some of the New England States. 

Mr. Tatuie. These statements are from a resolution passed in the 
State of North Carolina, and I substituted Iowa for North Carolina. 
So they believe the same thing in North Carolina as we do in Iowa. 

Mr. Paut. That is quite true. The dairy industry is the dairy 
industry whether in North Carolina or Iowa. 

Mr. Tauie. (3) “A program of price controls for dairy foods is the 
poorest way in which the major food industry, with its important 
contributions to the health and morale of the Nation, can be prepared 
for a national emergency in this period of rearmament.”’ 

Mr. Pav. That is quite true, Congressman. If we in effect export 
our dairy cows to these foreign countries and depend upon them for 
our supply of fluid milk, in any time of emergency, we would be in a 
very precarious and serious situation in this country. 

Mr. Tatie. Another statement in this same resolution is: 





The lifting of price controls from dairy foods at this time will not result in 
inflationary price advances, so the arguments for controls based on runaway 
prices are not valid. 

Mr. Pavu. That is quite true, because butter has, from its peak in 
January, declined about 17 percent in price. It reached a high, on 
the New York Exchange, of about 84% cents for 92-score butter. 
The payment just a week ago was 69 cents a pound. 

So you have that free play of supply and demand which is adequately 
taking care of the price situation so far as dairy products in this 
country are concerned. 

Mr. Tatue. Another statement: 

“The price control mechanism is operating to diminish production and to 
weaken the processing and distribution facilities of the industry.” 

Mr. Pau. Yes, that is quite true, Congressman. We have seen 
that decrease in production due to the factors that I just mentioned— 
that dairy cows are being sent to slaughter and production has been 
steadily diminishing, due to the fact that, pricewise, dairy products 
have been at a disadvantage with other parts of our agricultural 
economy. 

Mr. Tauuir. In a situation such as we have faced for a number of 
vears, the dairy farmer culls his herd and keeps his best cows, does 
he not? 

Mr. Pau. That is true. 

Mr. Tatue. So that the vield per cow might increase, as you 
pointed out in your statement? 

Mr. Pav. That is right. 

Mr. Tair. But the total production would decline because fewer 
cows would be milked? 
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Mr. Pau. That 4s true. Production per cow has been going up 
due to better husbandry practices, but due to the decrease in cow 
numbers, total production has been declining. 

Mr. Tauue. | found the same thing to be true in Sweden in 1949— 
exactly the same thing—because of price control. 

Mr. Pau. That is true. 

Mr. Tauie. And the other day I read from the little bulletin 
called Crop and Livestock News, published by the United States 
Department of Agriculture, with the aid of the Department of 
Agriculture for the State of Iowa, and in their April bulletin they 
say as follows: 

Milk production on Iowa farms during Mareh— 
and that is 1952— 


is estimated at 434 million pounds. This is the lowest March production in the 
20 vears of record. 

Mr. Pau. That is quite true. I can give you some figures on that, 
too. As I have pointed out, I am an overseer and director of a large 
cooperative marketing organization in Mason City. We have some 
130 local creameries that market their butter through that organiza- 
tion. QOur reception of creamery butter from these local creameries 
has dropped about 12 percent in the last few months, and I think 
that is fairly indicative of the situation all over Lowa, because we 
cover a large section of Lowa. 

Milk production has decreased and therefore butter production has 
decreased even further this year. 

Mr. Tatite. That bears out the testimony in this bulletin. 

Mr. Pau. That is right. 

Mr. Tatue. And it also bears out what the executive secretary of 
the lowa Creameries Association says, with offices in Ames, Iowa, and 
while I referred to that statement in part the other day, I will refer 
to something else now: 

lowa—and I am sure the Midwest area producers—are losing faith in the dairy 
industry. Unless confidence is restored, the vast reservoir of milk and other 
dairy commodities which Iowa has supplied for our heavy population centers, will 
shrink to a serious low. 

Mr. Pauu. That is true. And it could very well happen that milk 
could go to 30 cents a quart if this trend is accentuated. Also all 
other dairy products, in line with that. 

Mr. Tauue. I am glad you brought that out because I asked a 
representative of the A. D. A. the other day what effect be thought 
the removal of section 104 would have on the price of milk, whether 
milk would rise or fall in price or stay as it was, and he said it would 
not affect the price of milk at all. 

Well now, it is reasonable to conclude exactly what you have said, 
that the price of milk would go up. 

Mr. Pauw. If you take away the supply, and if there are more 
dollars looking for more milk, the only thing that it can possibly do 
is to go up. 

Mr. Coir. You mean more dollars looking for less milk? 

Mr. Pau. That is right, more dollars for less milk. 

Mr. Tauue. It is true, is it not, Mr. Paul, that it takes quite a little 
time to develop a dairy herd? 












& 
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Mr. Pau. It certainly does. It takes about $ years to bring the 
milk cow into production from the time the heifer is born, and to 
double the size of a dairy herd it takes 9 years. If you kept all of your 
so-called cull heifers it would take 9 years to double the size of your 
herd, starting from scratch. 

Mr. Tatue. That is right. 

Mr. Pav. So that if these cows are sent to slaughter and virtually 
taken out of production, and no new heifers are being brought on, it 
could very soon react into a very serious situation. 

Mr. Tatu. And therefore, as the secretary of the Iowa Creameries 
Association has said, if confidence is not restored, there will be no- 
inducement on the part of the dairy farmer, to develop new herds, 
perhaps not even retain the herd he has. 

Mr. Paut. That is true. Failure to reenact section 104 would have 
these obvious results. It would immediately discourage farmers from 
trying in any way, shape, or form, to increase their milk production. 

Mr. Tauir. There are some people who say that section 22 of the 
Agricultural Adjustment Act will take care of the dairy industry and 
that section 104 is not needed for that reason. 

You commented on that in your statement. Would you lke to 
expand on it a bit? 

Mr. Paur. Well, under section 22, the procedure involved would be 
so time consuming that it would be like locking the barn after the horse 
was stolen. 

The market for dairy products is so extremely sensitive that a small 
supply dumped on the market at any one time, when conditions are 
not favorable to the reception of that supply, would depress prices 
instantly and probably quite drastically, and by the time we got around 
to invoking this section 22 or some of these other acts which I have 
mentioned in my statement, why, the damage would be done and 
dairy farmers would have started the dispersal of their herds. 

Mr. Tauue. That is right. One other point: We have trade agree- 
ments with other nations, agreements of various sorts. You men- 
tioned one way in which foreign nations get around those agreements 
so that they do not operate in a bona fide manner. That is currency 
depreciation. Would vou like to explore that a bit? 

Mr. Pau. Do you mean under section 7 of the Trade Agreements: 
Act? 

Mr. Tatite. The method employed by some nations of devaluating 
their own currency in order to increase their exports. 

Mr. Pauw. Well, when a nation devalues its currency, it has the 
effect of lowering the price of the commodities that they have to export. 

Mr. Tate. That is, it doesn’t lower the price in the home country, 
but it lowers the price to us, when a commodity comes in here. 

Mr. Paut. That is right. It lowers the price at which they can 
offer it to the importing country. 

Mr. Tatue. That is right. 

Mr. Pavut. In this case it would be us. 

Mr. Tautite. Which would be unfair competition. 

Mr. Paut. That would certainly be unfair competition. It would 
render our present tariffs on butter and dairy products ineffectual, 
just the same as if they didn’t exist, because that price would be so 
low that they could still bring it in here over the tariff barrier, and 
undersell the producers in this country and cause the Department of 
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Agriculture to put the support program into effect, purchase large 


quantities of domestically produced butter, and sell the foreign 


butter to our people here in this country. 

Now, the taxpayer is the one who would bear the burden of that 
program, because the taxpayer supplies the money by which Com- 
modity Credit Corporation would purchase this domestic butter, and 
the Government would also have to go to the expense of storing it. 

Mr. Tautve. I am happy that you discussed the nature of our 
foreign exports. I do not want to take time to deal with that because 
there are other members on this committee that want some time, so | 
will conclude by asking unanimous consent, Mr. Chairman, that this 
resolution which I received this morning from the North Carolina 
Dairy Products Association, Raleigh, N. C., dated May 5, 1952, be 
inserted in the record. 

Mr. Brown. It may be inserted. 

(The resolution referred to is as follows:) 


RESOLUTION ON Price CONTROLS AS ADOPTED BY THE NORTH CAROLINA Datry 
Propucts AssocraTIon, Inc., Aprit 25, 1952, RaLeicu, N. C. 


Whereas milk and dairy products are universally recognized as essential in the 
human diet; and 

Whereas the dairy industry plays a vital role in the economy of North Carolina 
and the Nation; and 

Whereas a program of price controls for dairy foods is the poorest way in which 
the major food industry, with its important contributions to the health and morale 
of the Nation, can be prepared for a national emergency in this period of rearma- 
ment; and 

Whereas the present supply of dairy foods in North Carolina and the Nation is 
sufficient for current domestic demands so that arguments for price controls based 
on searcity are not valid; and 

Whereas the lifting of price controls from dairy foods at this time will not result 
in inflationary price advances, so the arguments for controls based on runaway 
prices are not valid; and 

Whereas the price-control mechanism is operating to diminish production and 
to weaken the processing and distribution facilities of the industry; and 

Whereas cost absorption as forced on the processor, manufacturer, and dis- 
tributor of dairy foods, both proprietary and farm cooperatives, is injuring dairy 
products business enterprises, particularly small businesses, and a continuation of 
price controls will magnify these problems: Therefore, be it 

Resolved by the North Carolina Dairy Products Association, Inc., by a unanimous 
vote of its board of directors on this 25th day of April 1952, That it go on record as 
officially urging the lifting of price controls on dairy products promptly to restore 
incentives and to permit flexibility within all branches of the industry, so that 
production will be expanded and adequate industry facilities maintained to meet 
the ever increasing nutritive needs of the Nation; and be it further 

Resolved, That the executive vice president be instructed to send a copy of this 
resolution to each Congressman and Senator representing the people of North 
Carolina, 

Mr. Brown. Mr. Patman. 

Mr. Parman. I want to ask you about nonfat dry milk solids. I] 
notice exports last year amounted to $9,525,000. That represents 
about 9 percent of the total exports of dairy products. 

How does that particular figure compare with previous vears? Do 


you have any breakdown of that? 


Mr. Paci. Our Washington representative, who is an economist, 
Mr. Reed, is present. Mr. Reed prepared these tables and perhaps 
he can give you that information. 

Mr. Rerep. What was your question again, sir? 
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Mr. Parman. Your exports on nonfat dry milk solids last year 
amounted to $9 million. 

How much was it, say, 5 years ago? 

Mr. Reep. Well, the problem in differentiating between the ex- 
ports is what were commercial exports and what were Government 
exports. Prior to the war, our exports were small, and they tended 
to be destined for the Latin-American countries in South America 

During the war, we vastly expanded the dry-milk industry in this 
country, in order to have that commodity available for our allies and 
our own forces, and the exports of the commodity, I do not have the 
exact figures, but would be glad to furnish them to you, covering a 
period of years, if you wish. 

Mr. Parman. At any rate, there has been a substantial increase 
every year? 

Mr. Reep. Very substantial, which during the war, and following, 
has been on a government-to-government basis. 

Commercial exports of nonfat dry milk solids are not anywhere 
near comparable to the volume that is exported on a government-to- 
government basis, frequently on a giveaway or at very-reduced-prices 
basis. 

Mr. Parman. Do you find better acceptance by the consumer of the 
product in this country now, than it was before the name was per- 
mitted to be changed? 

Mr. Reep. | could not answer that question with any degree of 
definiteness, Congressman. The facts as to consumption are that the 
sales of nonfat dry milk powder, in consumer style packages, are grow- 
ing very, very rapidly in this country. 

‘Mr. Parman. Well, it would not grow that way if you used the old 
name, would it, denoting an inferior product? 

Mr. Reep. I think it is probably correct to say, and though I do 
not claim to know very much about dry skim milk merchandising, that 
the name was developed by the dry milk industry to get away from 
the allegation of inferiority due to the fact that it does not have the 
fat in it. 

Mr. Parman. I am very much interested. I see Mr. Jones back 
here and | hope he testifies. I want to ask some questions of him. 
He is one of the gentlemen who persuaded me to introduce the bill, 
and we really stirred up a hornets’ nest because they did not want to 
change anything down at the Pure Food and Drug Administration. 
They claimed it would be ruinous, misleading, double-crossing, and 
everything else. We finally convinced the committees in the House 
and Senate to pass a law permitting a change in this name, and I 
think that it is working out a lot better, from what I hear. 

Mr. PauLt. Some of the commercial concerns are putting these 
so-called nonfat dry milk solids out under their own commercial trade 
names, which may have taken a little of the onus off of it. 

Mr. Parman. I know, but they have to call it some name that is 
permitted under law, and that name is certainly not ‘skimmed milk.”’ 

Do you recall some of the different names that were used for that 
commodity? 

Mr. Pat. I believe Borden puts out a product called Starlac. 

Mr. Parman. Yes, but somewhere on that package they have to 
use the permitted name, do they not? 
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Mr. Pau. That is right. They have to put on the package what 
is inside of it. 

Mr. Parman. Yes, and they do not have to use the obnoxious name 
that they were required to use before the passage of the law? 

Mr. Pau. That is correct. 

Mr. Parman. But generally, you think it is working out fine? 

Mr. Pauv. Yes, indeed, the demand for that type of product has 
grown by leaps and bounds in the last year, and bids fair to continue. 

Mr. Parman. It occurs to me that people who want to reduce their 
weight would find it to be a mighty fine product. 

Mr. Paut. It is. Not only that, it is one of the cheapest sources 
of proteins available in this country. 

Mr. Parman. I went to a little trouble here a while back to ascertain 
the cost, as compared to whole milk, and I was surprised to find how 
much cheaper it was, and also to find that the dry milk has in it all 
the proteins and everything except the fats and the sugar, that whole 
milk has. 

Mr. Pau. That is correct. 

Mr. Parman. And of course, in any reducing diet, they would cer- 
tainly want to use something that did not have fats and sugar in it. 
In fact, | am not in the milk business and have no interest in it except 
that I like to see the dairy industry prosper, and I use it myself all 
the time. I think it is a fine product. 

Thank you, Mr. Chairman. 

The Cuatrman. What has been the decrease in dairy herds in the 
United States? 

Mr. Paux. Some 4 million head of cows in the last few years. 

The CHaiRMAN. Over what period has that decrease oceurred? 

Mr. Paut. Milk cow numbers, as of January 1 this year, were 
23,040,000 cows and heifers kept for milk on farms—a reduction of 
1 percent from the preceding January, and markedly lower than the 
peak numbers recorded in 1945, of 27,770,000 head. 

There is roughly a decrease of 4,300,000 over the period from 1930 
to 1945, and the greater part of that has occurred in the last 3 to 4 
years. 

The CuHatrMaANn. Was that decrease taking place before this embargo 
was placed on the importation of fats and oils? 

Mr. Pauw. I beg your pardon, sir? 

The CHarrMan. I say was that decrease occurring, and continuing, 
long before the embargo on fats and oils, as provided in section 104, 
was imposed? 

Mr. Paut. Well, it was under way, but it was quite largely due 
to the fact that the production of beef cattle was more profitable than 
the production of dairy products, and the farmer, just lke every other 
businessman, shifts to the more profitable fields whenever he sees 
that in one particular line of his endeavor he is at a disadvantage as 
against some other. He has a tendency to shift back and forth, which- 
ever is the most profitable. 

The CHairMan. That was largely the reason for the decrease. 
Well now, with reference to the price of milk, would that have any 
material effect upon the decrease of dairy herds? 

Mr. Pau. Well, it certainly would, because if you have less cow 
numbers and less production, it is going to decrease the supply of your 
milk and therefore the price is certainly apt to increase. 
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The CuarrMan. Well, you have a parity price on your products, 
have you not? I mean you have a support. price? 

Mr. Pau. Yes. 

The Cuarrman. To what extent has the importation of fats and 
oils affected the price of domestic products? I have got a great many 
dairymen in my district, and I do not want to destroy the prosperity 
of their industry. I would like to know the facts. What effect does 
that have upon the domestic price of milk? 

Mr. Paut. If I understood your question correctly, it has not had 
any effect, because there has been a virtual embargo for the last few 
years. 

The CuatrmMan. What effect has the embargo had upon the stabiliz- 
ing of the price of the domestic production? In other words, what 
effect has the embargo had on your industry? 

Mr. Pauw. It has helped us maintain our prices. 

The CHairnman. What are the exporting countries of milk and 
butterfat? 

Mr. Paut. Denmark, Australia, aud the Netherlands are perhaps 
the main exporting countries-New Zealand, Sweden. 

The CuatrMan. What percentage of the domestic consumption 
have they exported to this country? 

Mr. Pauu. They have not exported any because it is being em- 
bargoed. 

The CHAtRMAN. Well, before the embargo. What percentage did 
they export before the embargo went on? 

Mr. Paun. That would be very small, because the tariff has pro- 
tected us on that. 

The Cuarrman. What tariff have you on butterfat? 

Mr. Pavui. The normal tariff is 14 cents per pound, but the first 
60 million pounds of butter that would come into this country under 
the trade agreements act would come in at 7 cents a pound. 

The CuarrMan. Is that a sufficient protection to stabilize your 
industry? 

Mr. Pav. It is not at the time because of devalued foreign cur- 
rencies, Which have rendered it ineffectual, and also the low price 
at which they can produce the product in those countries. 

The Cuarrman. How long has the embargo on fats and oils been 
in effect? 

Mr. Pauw. Ever since the war. 

The Cuarrman. There has been an embargo on fats and oils ever 
since the war? 

Mr. Pau. That is my understanding. There has been an embargo 
on butter. When I speak of fats and oils, I am only speaking for 
butter. 

The CHartrmMan. And you say no butter has been imported into this 
country since the war? 

Mr. Pau. Practically none. 

The CHatrMAN. What was the importation before that, percentage- 
wise? 

Mr. Pau. It was very, very small. Even if it were 1 to 5 percent, 
however, that might be a fair figure. But I would like to point this 
out: that it is not the percentage of butter that is imported into this 
country in relation to our total production that is important, it is the 
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timing——-when that butter is permitted to be dumped or imported into 
this country. 

If it were dumped into this country ai a time when our production is 
high and our prices are low, it would have a devastating effect of setting 
the price for our whole domestic supply. 

So it is not the small percentage that would be imported into this 
country that is important, it is the relationship as to the time and 
conditions prevailing in this country when it comes in. If we have 
no control over that, we are sunk. 

The CHatrMan. Well, have we the capacity to furnish our entire 
domestic needs by our own producers? 

Mr. Paun. We have been doing that for a great many vears now, 
but we will not have that power if we deplete our cow herds and 
decrease our production by depending on a foreign source of supply 
for those needs. 

The CHarrmMan. It was not the foreign competition that caused the 
reduction in the herds, was it?) It was due to other factors. 

Mr. Pau. That would further aggravate, though, a situation that 
already exists in this country. 

The CHarrmMan. What is the present status of the dairy industry? 
Are they now making a fair return on their investments? 

Mr. Paut. I would say that under present conditions, even though 
their products are not being sold at parity, they are able to get along. 

However, their costs of production are very high, feed is high, 
processing costs are high, transportation costs are high, so that 
the margin that is left to the farmer is a rather small percentage of 
what they received for their product. 

The CHAarrMAN. What is the price they are obtaining with reference 
to parity? 

Mr. Paut. Well, the support price ‘s guaranteed at 90 percent of 
parity at the present time. I believe that is 67%; cents per pound in 
the case of butter. The actual market price is a little bit higher than 
the support price, now, so the support price is not operative. In 
other words, butter is in short supply enough at the present time so 
that it is not necessary for the Government to step in and purchase 
it—and we want to keep it that way. We do not want the Govern- 
ment in our private business. 

The CuarrMaNn. How long would it take the dairy indusiry to be 
in a position to increase their production, if domestic needs demand it? 

Mr. Pauu. If the price is right, farmers will go out and even milk 
some of their stock cows in order to get adequate production. All 
you have to do is dangle a fair price in front of them, and they wil 
produce the product for you. 

The CHarrmMan. Well if you take off all controls over dairy prod- 
ucts what effect would that have on the price? Do vou think the 
price would go to abnormally high levels, and thus make it hard for 
the consumer? 

Mr. Pavu. No, I do not think it would, because farmers are intelli- 
gent people. As I said here before, they switch back and forth. If 
they produce too much of one commodity, like milk, and the price 
becomes depressed, they are going to adjust that themselves, and they 
themselves can adjust it better than some Government agency can 
tell them to adjust it. 
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The CuatrMan. I agree with Dr. Talle that milk products are the 
most essential of all probably, for the human race. It is about the 
first thing they get when they arrive and they continue to drink it 
until they depart, and it is certainly very essential. Nobody can 
dispute that. 

Mr. Cole. 

Mr. Coie. We want to hurry along, so I am only going to ask one 
or two questions, Mr. Chairman. 

In connection with the decrease of the dairy-cow population, there 
has been also, simultaneously, an increase in the population of the 
United States, of course. 

Mr. Pauw. That is right. 

Mr. Core. That, as I understand, is about 20 million in the same 
time? 

Mr. Pauu. That is about right. As I understand it we are in- 
creasing our population at the rate of about 2 million people net 
increase per year. 

Mr. Coie. Do you have any judgment as to how many dairy cows 
we should have to meet the needs of such an increased population? 

Mr. Paut. I believe it is estimated that to meet the increased 
population needs of about some 20 million people, it would require 
about some 20 to 30 billion pounds of production of milk. 

If I am wrong in that, I think one of the witnesses who follows me 
can correct it. 

Mr. Co.r. You may correct it if you like, but I have a figure of 
15 million additional cows needed. Does that sound reasonable; 15 
million additional cows? 

Mr. Pav. With roughly 6,000 pounds of production per cow, you 
could figure it out. 

Mr. Reep. Of course, in connection with the question as to what 
we need, Mr. Cole, | think about the best thing we could do would 
be to just project the maintenance of the current over-all per capita 
consumption of dairy products in this country, against a population 
growth of 24 million a year and I would be glad to do that and furnish 
it to you, Mr. Cole. 

Mr. Coe. Fine; will you furnish it to the committee? 

Mr. Reep. Yes, sir. 

Mr. Coxe. Of course the population is continuing to grow. 

Mr. Rexrp. There is no question but what the dairy herds, to main- 
tain the per capita consumption we need, must shortly start to increase, 
because we are running up against a reasonable limit of increased 
production per cow. 

Mr. Coir. I know. Using one incident does not attempt to show 
statistically the situation of the dairy industry in the country, but I 
know a friend of mine in Montgomery County, Md., who has a dairy 
farm, and who is closing his dairy farm and going into beef, tells me 
there are 18 dairy farms closing in Montgomery County right now, 
which is an important milkshed for Washington. 

One other thing. I had a letter from home advising me to vote 
against section 104, with this statement: 

That we must, of course, in order to keep our exports at a high level, 
admit imports. That is No. 1. 

No. 2, that the dairy industry is exporting, and therefore should 


permit imports to come into the country. 
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No. 3, that in order to maintain sound economic structure in foreign 
nations friendly to us, and to freedom, that we must permit them to 
export the products which they produce. 

I wrote back that I agreed with all three of those generalities, and 
I do. It is important that we do those things. But I pointed out 
that in doing so we must have some realistic approach to it, and 
mentioned the devaluation problem which we have discussed. 

There is one other thing | want to ask you, m that connection: 
Is it not true that these countries which you have mentioned as 
exporting your product, that they have certain restrictions upon 
imports from the United States—not necessarily dairy products, but 
they certainly have import restrictions, do they not, upon products 
from the United States? In other words, they are not free trade 
countries, are they? 

Mr. Pau. Well, 1 think that is true. Now for mstance, in the 
case of Denmark, they have a managed economy. It is a socialistic 
state. They have, through law and regulations, determined the size 
of the farms in their country. 

They have, through the same means, kept their people on the farms, 
whereas in this country, we have operated on the laissez-faire principle 
of letting the farmer go to the city, or mto any other job where he 
thought he could do the best for himself. 

There, by their managed economy, they have kept their people on 
the farms, they have made it impossible to reduce the number of their 
farms, and through this system of management they have contributed 
to their own trouble by these farm surpluses. 

Mr. Coxe. But the point I am getting at is, that they are also look- 
ing after their individual interests in their own countries by certain 
embargoes or trade restrictions, in order to restrict or prevent the im- 
portation of all sorts of commodities from the United States; is that 
not true? 

Mr. Pauu. That is right. They make churns over there and we 
make churns in this country, and I do not imagine that many of our 
churns in this country find their way to Denmark. 

Mr. Cous. The point | am making is that section 104 gives a 
certain latitude, on the part of the Secretary of Agriculture, to make 
his regulations according to a realistic situation, as it arises. 

We have the right, in this country, in view of all of the enlightened 
foreign policy, to protect our own people, just as Denmark has the 
right, in view of an enlightened foreign policy, to protect her people. 
It is a matter of adjustment between the two countries. 

Mr. Pau. That is right. 

Mr. Core. That is all we are asking for here, all this section 104 
asks, that there be an enlightened bargaining and determination of 
respective needs. 

Mr. Pau. That is right. We have tried to point out here very 
clearly and conclusively that section 104 is flexible. 

Mr. Cote. Yes. 

Mr. Paut. And that the Secretary of Agriculture has full discretion 
in implementing it. 

Mr. Core. That is all, thank you. 

The CaatrmMan. What have been our exports of dairy products? 

Mr. Pauv. Will you answer that, Mr. Reed? 
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Mr. Reep. I can give you those in terms of values of all dairy prod- 
ucts exported. 

To go back to the prewar year of 1940, our total exports were 
16,920,000 dollars. 

Wartime exports, primarily under lend-lease, reached a peak of 
$261 million in 1944. 

I want to reiterate that those were lend-lease shipments and in 
no sense of the word commercial exports. 

And in 1951, our exports had declined to $116 million, of which some 
significant amount represented government-to-government sales on 
our part at reduced prices of commodities from Commodity Credit 
Corporation stocks. 

The CuatrmMan. There were no imports during the embargo years; 
particularly? 

Mr. Reep. With respect to butter, there have been no imports 
during the embargo years. 

The CuatrMan. Well now, before the embargo was put into effect, 
what were the exports with reference to imports? Take a year 
before the embargo was put into effect. 

Mr. Reep. Well, during the war we had no commercial trading in 
butter if my memory serves me correctly. 

So the figure we should probably refer to, covering exports of all 
dairy products, was $16,920,000, and in the same year, 1940, we 
imported $9,082,000, of which most would have been cheese. We 
imported very, very little butter. 

The CHarrMAN. You do not want to lose your foreign market 
under normal conditions, do you? 

Mr. Resp. I think it would be a fair-statement to say, Mr. Chair- 
man, that we certainly hope to keep foreign markets where the 
trading in the commodity approaches what we commonly think of as 
commercial trading, but I think we would also go along to say that 
we do not wish to have foreign-trade figures quoted to us as indicating 
a commercial trade, when in effect they are government-to-government 
trading programs. 

In other words, this whole business of free trade cannot be placed 
at the present time in its proper setting. 

We show in our statement that the Australian Government, and 
the New Zealand Government, and the Government of Denmark, 
sell a large portion of their supplies to the United Kingdom at prices 
ranging from 36.3 cents to 39.3 cents per pound. That is not com- 
mercial trade. That is government-to-government contracts. 

They want to sell the same butter in this country, at around 60 
cents per pound laid down in New York. 

I myself find it extraordinarily difficult to understand why the 
price would be so variable, on the same commodity, exported to differ- 
ent countries, if there were anything even closely approaching free- 
trade conditions, from the commercial point of view. 

The Cuarrman. Mr. Deane. 

Mr. Deane. No questions, thank you. 

The CuarrmMan. Mr. Hull. 

Mr. Hutt. I have no questions. 

The Cuatrman. Mr. Dollinger. 

Mr. Doutuncrer. Mr. Paul, vou testified that controls reduce pro- 
duction. Is that correct? 
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Mr. Pavut. Controls reduce production? 

Mr. Douuincer. Yes. 

Mr. Pau. Yes. 

Mr. Douiincer. Can you explain to me, Mr. Paul, why it was that 
during the OPA days, milk products were at an all-time high? 

Mr. Pavu. During the OPA days milk products were at an all-time 
high? 

Mr. Dotuncer. Yes. 

Mr. Pau. Just a moment and I will try to get the figures. 

Mr. Reep. I think we can give you some figures on that 

In the first place, I think it probably is true to state that that was a 
wartime push; there was a tremendous push to secure production at 
whatever cost. 

In addition to that, however, the prices of dairy products were main- 
tained at reasonably favorable relationships, in view of their costs, 
and in addition, very large-scale subsidies were paid directly to the 
farmers. 

In addition to that, every effort was made to channel as much of 
the limited manpower as was possible to farm production. 

Mr. Dotiurncer. That could be done at the present time. 

Mr. Reep. No, I do not think it follows at all that that would be 
the case, because while OPA was operating to hold down prices, there 
were a number of other activities undertaken by the Government to 
increase production, in addition, of course, to the sheer push that 
farmers put out to produce more during the war, that does not 
exist today. 

Mr. Dotiuincer. The farmers still have subsidies today? 

Mr. Reep. No; and we do not want them. 

Mr. Doutiincer. You do not want them? 

Mr. Pavuu. No. 

Mr. Dotuincer. But they still have them, do they not? 

Mr. Pav. No. 

Mr. Do.turncer. Let me ask you this question, then. I do not 
seem to understand. You testified, Mr. Paul, that you want to 
continue section 104 of the act. That is correct; is it not? 

Mr. Pavuu. That is right. 

Mr. Doutuincer. Two days ago Mr. Allan B. Kline, president of 
the American Farm Bureau Federation, testified before this com- 
mittee that his association urged that section 104 be eliminated. 
Will you please explain to me the reason for the difference between 
these two farm groups? 

Mr. Pau. Well, Mr. Kline is the head of a Nation-wide organiza- 
tion that has diversified interests, and in the main it is doing a good job. 

However, in doing that job I do not want him or the Department 
of Agriculture or the Department of State, or any importers or ex- 
porters, to begin the liquidation of the dairy industry, as the first 
step in what the present administration would do to establish free 
trade in the United States. 

In other words, we do not have a free-trade climate existing in this 
country at the present time. There are restrictions all around us, 
and yet they want the dairy industry to be the guinea pig and accept 
free trade. 

Now Mr. Kline has stated that under section 22 of the Agricultural 
Adjustment Act, that possibly the same end could be served. How- 
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ever, such a method would be so time consuming that our dairy 
industry could be sold down the river and destroyed before that could 
be brought into play. 

Mr. DoxuNncer. Your members do not belong to Mr. Kline’s 
organization, do they? 

Mr. Paux. Well, individually, a great many of them do. I happen 
to be a member of the Farm Bureau myself, in the State of Lowa. 

Mr. Doxturnanr. You see I asked that question because we are 
here to legislate for the best interests of the people of the United 
States. Where two farm organizations are at odds as to what should 
be done under the circumstances, I wonder how it can be expected 
that Members of Congress will be correct in their decision? 

Mr. Pauw. As I explained, the Farm Bureau Federation has at- 
tempted to do a job for all types of farmers, and if in doing so they 
overlooked one important segment of the industry, I hope that will 
be forgiven. 

Mr. Douurncer. I imply no criticism; I am just trying to get 
information. 

Mr. Pauw. Well the dairy industry is not in favor of Mr. Kline’s 
position on that. 

Mr. DotunGer. That is all. 

Mr. Brown. Mr. Fugate. 

Mr. Fueare. Mr. Paul, you have attached to your statement an 
appendix, and on page 2 of the appendix you give a table in which 
you indicate the trends in cattle population, production, and so forth. 

In 1945 it appears that there were more cows 2 years and older on 
the farms than at any other time in the history of the country. 

Mr. Paut. That is right. 

Mr. Fucars. At the same time you will notice, according to your 
table, that there were 6,307,000 heifers 1 and 2 years old in 1945. 
There has been a gradual decrease in the number of heifers along with 
the number of cows. Today you have 23,000,000 cows, and 5,700,000 
heifers. 

Mr. Pauu. Yes. 

Mr. Fucare. Is not that a further indication that in the next 
several years there are going to be even less cows because these heifers, 
being fewer in number, coming into production, are going to continue 
to reduce the population of cows? 

Mr. Pau. Yes. Of course you could carry that on to its logical 
conclusion and have a continually declining number of heifers coming 
into milk. 

Mr. Fuaare. Yes. 

Mr. Pav. Because of the decreased number of milk cows. That is 
quite true. 

Of course - 

Mr. Fuecare. Will that not have an effect on the industry of reduc- 
ing production, over a period of vears, and making the prospect for 
the future continually one of lesser production? 

Mr. Paut. That is quite true, unless the trend can be reversed by 
making it more profitable to produce milk. 

Mr. Fuearer. That is the point | am making. 

Mr. Pau. Yes; that is correct. 

Mr. Fuearr. Now during this 6- or 7-year period vou have had an 
increase of about 15 million people in the United States. 
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Mr. Paut. Yes. 

Mr. Fucare. So we are getting into the position of not being able 
to provide the actual needs for our people because of conditions 
existing in the dairy industry, primarily with respect to producing 
grade A milk? 

Mr. Pauw. That is true. 

Mr. Fueate. The cost of setting up a grade A operation today is 
almost beyond any farmer, is it not? 

Mr. Pau.. It is a very expensive proposition to set up a grade A 
milk farm. 

Mr. Fucare. Well do you not think that accounts for thé fact that 
there are so many dispersals of dairy herds today? Cost of operation? 

Mr. Pauu. That is one of the things, the cost of operation. 

Mr. Fucare. And maintenance of that tvpe of thing? 

Mr. Pauu. Yes, and shortage of labor, and things of that character. 

Mr. Fua@are. And it appears to me that the dairy industry is getting 
into a pretty bad way because of conditions which actually exist, and 
we cannot permit anything to come in here that would have a depress- 
ing effect on it. 

Mr. Pau. That is quite true and the failure to enact section 104 
would have a very depressing effect upon any hope for future increase 
in production of milk. 

Mr. Fueare. One word with reference to Mr. Dollinger’s state- 
ment with regard to Mr. Kline. 

Mr. Kline was testifying on the premise that we decontrol, that we 
eliminate all controls. 

Mr. Pau. That was his main premise. 

Mr. Fugare. That is right. Your position is that if controls are 
extended, then 104 should be a part of the extension, is that correct? 

Mr. Pavuu. That is right. 

Mr. Fuearer. That is your view? 

Mr. Paut. Yes, sir. 

Mr. Fueare. And it is not in conflict with Mr. Kling’s position, as 
I see it. 

Mr. Pauu. Not essentially with regard to the price control pro- 
vision of the law, no. 

Mr. Fuearer. That is all, Mr. Chairman. 

Mr. Brown. Mr. Widnall. 

Mr. Wipnauu. Just one question. 

Back in 1941, Mr. Paul, I noticed that our milk production was 
around 115 billion pounds. 

In 1951 it is again 115 billion pounds, roughly. And that is with 
2 million less cows, we are obtaining exactly the same production. 

What about milk consumption? We have had a change in popula- 
tion during that period, of about 20 million people. Is consumption 
of fluid milk going dow n? 

Mr. Paut. No; consumption has not decreased any. It has in- 
creased. Better husbandry practices have increased the amount of 
production per cow. That is true But we have also seen this thing 
happening: in order to get enough grade A fluid milk for the needs of 
the people of this country, we have been taking it away from manu- 
factured dairy products, such as butter, so that the figures I quoted 
here awhile ago, our annual per capital consumption of butter is 
down to 9.6 pounds per capita at the present time. 
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Mr. Wipnatt. What I do not understand is in 20 years you have 
had an increase in population of 20 million, which means many more 
consumers. 

Your production is the same, according to your figures. Exactly 
115 billion pounds. Why is that not reflected in good prices as far as 
the farmer is concerned? Because you have got that much increased 
demand. ‘ 

Mr. Pau. Well, there are other factors entering into that. For 
instance, there is a lot of hard work connected with dairying. It is 
1 365-day a year job, twice a day, and when the farmer can produce 
beef cows and get a bigger profit out of beef cows than he can out of 
producing milk, and jn addition produce beef cows with less labor than 
he can produce the milk with, he is going to produce beef cows. 

Mr. Wipnauy. Well, 1 think the farmer certainly goes into that 
which is more profitable, but the point I would like clarified is this: 
you have the same production vou had roughly 10 vears before, but 
you have increased consumption of milk, and vet there seems to be no 
mes age of fluid milk, and you are talking about surpluses from other 
areas, which will be damaging to you. Do you understand my 
panation? 

Mr. Reep. J think I understand vour question, and the explanation 
is this: that milk production in this country of course is used for a 
number of purposes, of which fluid milk in bottles, fluid cream in 
bottles, cheese, and so forth, are among the purposes for which it is 
used. 

Over this period of years which you are discussing, Congressman 
Widnail, while in 1940 and this last year the production was practically 
the same, the proportion of milk going to these various uses is markedly 
different. 

The milk that formerly went into butter is now going into other uses, 
including fluid milk in bottles. 

In other words, the butter producing section of the country stands 
as a reservoir from which additional supplies are taken to maintain 
fluid-milk consumption, and consumption of related products when 
needed. 

Now the total milk-fat consumption of the country is down. And, 
while butter has declined from 16 to 17 pounds, prewar, to about 9}: 
pounds now, the oleomargerine consumption has increased from a 
couple of pounds of about 7 pounds per capita. 

So our milk has been going from the butter use to the fluid use, 
thereby enabling the population to have adequate supplies of fluid 
milk, even though the population has been increasing, but the drain 
is out of butter, and the fat that is lost there is made up with oleo, 
which is, of course, vastly cheaper than the animal fat butter because 
it is a vegetable oil and cheaper to produce. 

Does that explain why we are able to keep up the fluid milk con- 
sumption in this country, with a practically static level of production 
in the face of increasing population growth? 

Mr. Wipnatt. Yes, sir. 

Mr. Rerep. Now our worry, from the point of view of the fluid milk 
consumer, is that if this reservoir of milk is diminished, by making 
butter so unprofitable that farmers will go into, as thev have already, 
other livestock enterprises or other crops, then we will, in time, not 
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have that reservoir to draw upon to increase our needs as the require- 
ments of the population for fluid milk increase. 

Mr. Wipnauu. That is all. 

Mr. Brown. We will recess to reconvene at 2 o'clock this afternoon, 
as there is a roll call on the floor of the House now. 

Thank vou very much, Mr. Paul. 

(Whereupon, at 11:54 a. m., the committee recessed to recon- 
vene at 2 p. m., the same day.) 


AFTERNOON SESSION 


(The committee reconvened, pursuant to its recess, at 2 p. m.) 

Present: Chairman Spence (presiding), Brown, Patman, Multer, 
Dollinger, Fugate, Hays, Wolcott, Gamble, Talle, Cole, Hull, Nichol- 
son, McDonough, Widnall, and Betts. 

The CuarrMan. The committee will be in order. 

I understand we have a representative of the Butter Institute, the 
Cheese Institute, and the blue cheese industry. 

As we are behind schedule, I think it may be well to introduce them 
as a panel, let them present their statements for the record, and then 
let them answer questions as a panel. 

If there is no objection, we will proceed in that way. 

The clerk will call them. 

The Cterx. Mr. Russell Fifer, of the American Butter Institute, 
Mr. William E. Swain of Treasure Cave, and Mr. Gaumnitz of the 
National Cheese Insitute. 

The CuatrMan. Gentlemen, you may proceed as I have suggested. 
You may present your statement and then you may be interrogated. 

Mr. Fifer, you may proceed first, followed by the other two gentle- 
men. 


’ 


STATEMENT OF RUSSELL FIFER, EXECUTIVE SECRETARY, AMERI- 
CAN BUTTER INSTITUTE, CHICAGO, ILL. 


Mr. Firer. My name is Russell Fifer. I am executive secretary 
of the American Butter Institute, a national trade association, located 
at 110 North Franklin Street, Chicago, Il. Members of the American 
Butter Institute constitute principal manufacturers of butter in 
approximately 40 States of the United States. Member creameries 
furnish a daily market to over 1,000,000 dairy farmers. 

The Second War Powers Act, enacted during World War II, has 
certain provisions which permitted the Secretary of Agriculture to 
ban imports of fats and oils, including butter. This provision was 
extended year by vear until June 30 of 1951. Instead of renewing 
this authority in the Second War Powers Act, the provision this year 
was added as an amendment by Congressman August H. Andresen, 
which became section 105 of the Defense Production Act of 1951. 
Cheese was added to the list of commodities which the Secretary of 
Agriculture was authorized to consider for a restriction in imports. 

Total world exports of butter are estimated at 961,200,000 pounds 
in 1951 (Foreign Crops and Markets, vol. 64, No. 6, p. 103). Exports 
from Australia were adversely affected by the prolonged drought in 
that country. 
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It isa matter of conjecture, of course, to what extent exports in 1952 
and thereafter would be diverted to this country. There is one prac- 
tical certainty: The support price for butter paid by the Government 
of the United States would be the most attractive outlet for the sur- 
pluses of the exporting nations of the world. By mutual consent, 
the United Kingdom and countries having long-term contracts with 
her could agree to divert considerable quantities of butter to this 
country. The gains in dollar exchange to the British Empire and to 
non-Empire sterling bloc countries would be considerable. Argentina, 
which is experiencing a sharply unfavorable trade balance, would 
probably divert the bulk of her butter surplus to the United States. 

It does not seem at all unreasonable to conclude that about 25 
percent of the world butter export surplus would be diverted to the 
United States in the event of repeal of the Andresen amendment. 
This would mean about 240 to 250 million pounds of butter. The 
consumption of butter in Great Britain is reduced approximately 250 
million pounds since the period immediately before World War II. 
Since this country was, and is still, the greatest butter importing 
country in the world, it is logical to assume that this so-called free 
butter would be seeking a desirable market. 

This foreign butter can be sold wholesale, duty-paid, in the United 
States from 48 to 60 cents per pound, taking into account present for- 
eign exchange rates. In other words, at a time when our Federal Goy- 
ernment maintains the domestic price level for butter and at the price 
of 67.75 cents per pound, foreign imports would take over a, sub- 
stantial portion of our domestic market. All this would be done at 
the expense of American producers and taxpayers. 

In the 5 vears preceding 1939, the world price of butter, New York 
basis, averaged 8 cents below domestic prices at New York. A duty of 
14 cents per pound was adequate to protect the domestic dairy industry 
except during times of extreme shortage when some foreign butter came 
in over the tariff barrier. 

Since World War II there have been two major developments 
which, in absence of legislative relief, have completely nullified the 
protection historically granted to the butter and dairy industry: 

1. The 50 percent cut in the duty of 14 cents down to 7 cents per 
pound for the first 60 million pounds of foreign butter admitted per 
year; and 

2. The progressive devaluation of sterling bloc currency by 42 
percent in terms of the United States dollar. 

The effect of the latter can be illustrated by the present agreement 
between New Zealand and the United Kingdom. On the basis of 
the United Kingdom pound sterling, worth $2.80, New Zealand re- 
alizes 3614 cents per pound f. 0. b. steamer for her butter. New Zealand 
can, therefore, put butter down in New York for 41 cents per pound 
before duty and 48 cents per pound, duty paid, as compared to our 
domestic market at New Vork city of 69.75 cents per pound for 92 
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score butter on May 7, 1952. It must also be remembered that the 
butter production in New Zealand increased approximately 10 per- 
cent or 40 million pounds in 1951 as compared to the previous year. 

If New Zealand was still being paid in British pounds, worth $4.86 
American dollars, her butter would be worth 63% cents f. 0. b. steamer, 
which would mean 68 cents landed in New York. If the old duty of 
14 cents still applied, it would mean 82 cents duty paid butter, a 
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price not too far out of line with a level which would be reasonably 
protective to the domestic producer. 

In other words, United States butter prices are not out of line. The 
unbalanced international payments ledger of the United Kingdom 
plus the arbitrary cut in the protective tariff have combined to ex- 
pose the domestic butter market to the world market. Why was the 
protective tariff on butter cut in half when the differential between 
the domestic and foreign price of butter increased threefold? 

The Denmark dairy situation is reviewed in Foreign Crops and 
Markets, volume 64, No. 17, pages 387-388, released on April 28, 
1952. The following statement is made: 

Free commercial export-market prices, which are considerably above the 
United Kingdom prices have been an important factor in the price obtained 
by farmers. For some months there has been a tendency for decreasing prices 
of butter in these markets. 

This means that the lowered prices in Denmark would result in 
greater competition for the American domestic butter market. 

Is the dairy, and particularly the butter industry, being asked to 
take the whole load in support of certain exports for other farm 
products? If free trade should be encouraged, then the Sugar <Act 
of 1948, as amended, which restricts imports of sugar to certain 
quotas from various countries, should be repealed. Likewise, a 
careful study should be made of other legislation and action taken to 
have it stricken from the statute books if the American agricultural 
economy should go on a tariff-free or free-trade basis. 

Certain organizations and departments of Government that have 
urged repeal of section 104 point to the possible protection against 
burdensome imports through the enforcement of other legislation 
existing on the United States statute books. If the administration 
does not want to act in line with the authority granted in section 104, 
which is purely discretionary, is it reasonable to expect that they 
would act under existing authority in section 101 of the Defense Pro- 
duction Act, section 22 of the Agricultural Adjustment Act, or section 7 
of the Trade Agreements Extension Act? Moreover, the procedure 
prescribed under the other sections would be cumbersome, probably 
slow in functioning, and would not serve the purpose of protecting the 
vital dairy and butter industry of the United States. These sections 
were effective in 1950 when the Commodity Credit Corporation was 
required to purchase 109 million pounds of domestic cheese for price- 
support purposes, while at the same time 56 million pounds of cheese 
was imported. Also, foreign potato growers were subsidized under 
the price-support program. 

We would favor inserting the word, ‘discretionary,’ in any con- 
tinuing authority on this issue because there could conceivably be 
occasions when butter imports would be desirable. The Dairy 
Branch of the PMA-USDA could logically administer this authority 
with recommendations from a butter industry advisory committee. 

A demoralized butter market would mean a ruined dairy industry 
because butterfat is the key to dairy prosperity. A loss of markets 
for domestic butterfat means the American farmer will stop producing 
the product he cannot sell—but what he stops producing is milk and 
milk shortages kick back on consumers. To permit unlimited imports 
at the expense of the American dairy farmer and consumers of tax- 
payers would actually be ‘colonialism in reverse.”’ 
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It is our opinion that the present weak butter market, which is only 
one-fourth to one-half cent above support levels (May 7, 1952) and 
the reluctance of the industry to store butter can be blamed almost 
entirely on the fear that foreign butter will flood the American market 
when section 104 terminates on June 30. The November future 
market prices are about the same as last year in spite of the fact that 
support prices for butter are 1% cents per pound higher. The eold- 
storage holdings of butter on April 1 were only 6.2 million pounds as 
compared to 33.1 million in 1951. Estimated holdings on May 1 were 
8.5 million pounds or about one-fourth of last vear. Who would want 
to take the risk of storing butter except at values which reflect only 
the support-price level? In the past the domestic butter market has 
always been reserved for domestic producers—there never was any 
thought of challenging that philosophy until after World War IT, when 
sterling-bloc currencies were devalued and tariff duties reduced, as 
stated heretofore. 

We understand the Senate Committee on Banking and Currency 
has tentatively voted to repeal section 104 and substitute the language 
of title ILL of the second War Powers Act, which expired June 30, 1951. 
We firmly believe that this authority would not be adequate not 
effective in dealing with today’s problem because: 

1. This particular section, known as Public Law 590, provided 
that imports could be controlled if the President determined that 
such controls are essential to the acquisition or distribution of products 
in world short supply. It is our understanding that none of the 
commodities under this authority are in world short supply, and thus 
allocations are not required as was the case during World War IT; and 

2. Public Law 590 provided that imports could be controlled if 
essential to the early liquidation of surpluses of stock owned or 
controlled by the United States Government. At this time, the only 
stocks held by the Commodity Credit Corporation are nonfat dry 
milk solids, and henee no program could be inaugurated to control 
imports of butter, cheese, and so forth, because the Government is not 
holding any of these commodities under the price-support program. 

In closing this statement, I would like to address the committee 
briefly on the subject of price controls for butter. Even though 
mandatory price ceilings have not been placed on butter to date, due to 
provisions in the Defense Production Act of 1950, as amended, we 
sincerely feel that the regulations imposed by OPS have curtailed 
production of milk and butter. Dairy cows are rapidly disappearing 
in this period of decreasing labor supply on the farms and relatively 
high prices for beef. Dairy farming requires more labor than most 
other farm activities. There has been the greatest decrease in cow 
numbers and dairy production in the Plains States because farmers 
have feed crops, cattle and hogs as alternative crops, and they often 
follow the farm practices that require the least labor, unless properly 
rewarded. About one-half of the approximate 4.3 million reduction in 
cow population suffered throughout the United States since 1945 
may be traced to the West North Central States, where most of the 
butter in the Nation is produced. 

Every utilization should be made of the production possibilities 
of 2% million dairy farmers in the United States. More than half 
of these units are family farms, milking from two to six cows, producing 
farm-separated cream for butter making, and they also produce 
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diversified farm products. This would utilize more fully the agri- 
cultural production potential, since these farms usually require no 
outside labor. The family-sized farm is economically the most 
efficient food production unit ever devised by man. It must be 
remembered that 40 percent of all the beef and over 60 percent of all 
the veal comes from dairy cattle. 

During World War II the price of butter was fixed at a level which 
was entirely out of line with other commodity prices, and an effort 
was made to compensate the producer through the payment of a 
Government subsidy. The effect was to give the public the erroneous 
impression that the consumer price was a fair reflection of butter’s 
value. When this restriction was removed, and butter prices bounded 
up to a more realistic level, there was widespread protest from con- 
sumers that the butter industry was profiteering. This discriminatory 
treatment of butter during World War II and immediately thereafter 
can be principally blamed for weak consumer demand and resultant 
surpluses acquired by the Government during the past few vears. 

Members of the committee, during the opening part of this hearing, 
have referred to the high price of butter. We would like to point out 
that butter should not be regarded as high priced, when compared to 
a fair and accurate standard of value. From statistics received from 
the Bureau of Labor Statistics, it can be pointed out that it required 
58.6 minutes of the average hourly wage in 1926 to purchase a pound 
of butter; it required 36.78 minutes in the 4-vear period 1935-39. 
At the present time, it requires slightly less than one-half hour of the 
average workingman’s hourly wage to purchase a pound of butter. 

The American Butter Institute strongly urges that price controls for 
butter and other dairy products be terminated on June 30, 1952. 
The American Butter Institute also supports the statement presented 
to this committee by the spokesman for the Dairy Industry Committee. 

That, Mr. Chairman, concludes my statement. 

The CuarrMan. Now the representative of the National Cheese 
Institute may proceed, to be followed by the representative of the 
blue cheese industry, and then you will be interrogated as a panel. 


STATEMENT OF E. W. GAUMNITZ, EXECUTIVE SECRETARY, 
NATIONAL CHEESE INSTITUTE, INC. 


Mr. Gaumnitz. Mr. Chairman, my name is E. W. Gaumnitz. 
This statement is submitted on behalf of the National Cheese Institute, 
Inc., with offices at 110 North Franklin Street, Chicago, Ill. 

The National Cheese Institute is a nonprofit corporation whose 
members include manufacturers of cheese and process cheese and 
assemblers, wholesalers, and distributors of all types of cheese. Its 
members manufacture over 50 percent of the cheese produced in the 
United States and distribute between 80 and 90 percent of all cheese 
distributed in the United States. 

The National Cheese Institute supports the renactment of section 
104 of the Defense Production Aci of 1950, as amended. Reenactment 
is urge | because it seems clear that a definitive congressional expression 
or directive is necessary regarding the importation of various dairy 
products if the production of milk and milk products in the United 
States is to be maintained or expanded. Section 104 of the Defense 
Production Act of 1950, as amended, contains such an expression. 
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It is clear and unmistakable. The standards contained therein 
regarding dairy products seem reasonable. 

Section 104 states that import controls for certam products, in- 
cluding butter, cheese, and other dairy products are necessary “for 
the protection of the essential security interests and economy of the 
United States in the existing emergency in international relations.” 
It also provides that no imports of any such commodity or product 
shall be admitted to the United States until after June 30, 1952, 
which the Secretary of Agriculture determines would (a) impair or 
reduce the domestic production of any such commodity or product 
below present production levels or below such higher levels as the 
Secretary of Agriculture may deem necessary in view of domestic 
and international conditions, or (6) interfere with the orderly domestic 
storing and marketing of any such commodity or product, or (¢) result 
in anv unnecessary burden or expenditures under any Government 
price-support program. 

The declaration seems clear and the standards provided for imports 
seem reasonable. 

Milk production in the United States in the years 1930 to 1951 is 
shown in the attached table. The data show that milk production 
on farms in the United States reached a peak in 1945 and in 1951 
had been reduced to slightly under 116 billion pounds. Apparently, 
milk production has just about been maintained since the early part 
of World War II. There is clear indication, however, that currently 
milk production is tending downward. On a per capita basis milk 
production is obviously reduced. 

Production of creamery butter in the United States reached its 
peak in 1951, when 1,872 million pounds were produced. In 1951 
production had been reduced to slightly over 1,214 million pounds. 

The production of cheese has been somewhat better maintained 
although the production of American cheese in 1951 was lower than 
production in either 1949 or 1950. The production of all cheese 
shows a similar change. ‘The production of cheese by varieties for the 
vears 1931 to date is shown in the attached table. 

The production of nonfat dry milk solids reached a peak in 1949, 
but shows a very marked reduction in 1950 and 1951. 

A review of the manufactured dairy products production data shows 
that the total production of these products on a milk equivalent 
basis is declining. 

The United States exports of dairy products prior to World War II 
were quite small. Under the various relief and economic aid programs, 
following World War II, exports were abnormally large. Such exports 
were largely of a noncommercial character and there seems to be no 
reason to anticipate a continuation of such exports. 

The United States has made grants to certain countries for one 
purpose or another. In the fiscal 1949 and 1950, for example, Eco- 
nomic Cooperation Administration grants resulted in payment for 
United States goods and services in an amount of $3,592.000,000 and 
$2,161,900,000, respectively. Commodity exports under such condi- 
tions are in no sense commercial and the volumes of the various types 
of goods taken are no indication of the quantities which might be 
exported under conditions of free trade. Under free trade it is 
practically certain there would be material changes in the character 
as well as the amounts of products exported. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 841 


The situation is similar to artificial shortages which appear under 
various maximum price-control experiments or under subsidized 
consumption schemes: 

Under conditions of international grants and nonfree movement of 
gold the fundamentals of free trade are lacking. Arguments with 
referenee to the prohibition of imports or the expansion of exports 
under such conditions as a means of promoting free trade, therefore, 
become meaningless. 

An examination of the data as to imports for various dairy products 
in the United States shows that imports prior to World War II varied 
as between products. Imports of cheese prewar were around 54 
million pounds. Imports in 1950 had reached the level of 56 million 
pounds and then were somewhat reduced in 1951. Imports of butter 
prewar ranged around 9 million pounds and imports of dry milk 
around 6 mullion pounds. 

Import data for the years 1934 to 1938 and for the vear 1950 are 
as follows: 


United States imports and exports of specified dairy products, average for years 
1934-88 and 1950 


[1,000 pounds] 


1934-38 average 1950 
Product — — | —_——_— ——-—— 
Export Import Export Import 
Butter. - 1, 152 9, 307 3, 215 10 
Cheese s 1, 260 54, 279 47, 493 56, 189 
Canned milk F ‘ 33, 837 | 452 178, 044 | 369 
Dry milk... --- . 4, 804 6, 020 292, 000 2, 526 


United States import of cheese by varieties for the years 1931-52 
are shown in the attached table. 

It is to be noted that during the war periods imports were very low. 
Since that time they have expanded materially, with the expansion in 
imports being particularly marked in the case of blue cheese, the 
Italian types, and Edam and Gouda. Imports of cheese by variety 
by country of origin for the year of 1937 and for the individual years 
of 1947 to 1950 are shown on tbe attached table. 

In connection with imports attention is directed to the fact that a 
considerable number of exporting countries have devalued their 
currencies. Such devaluation has ranged to more than 35 percent. 
These currency devaluations have been particularly difficult to 
anticipate since the exchange rates apparently have been determined 
very largely by arbitrary governmental action. 

Whenever exchange rates do not have a common denominator 
which results in exchange rates being self-adjusted, international 
settlements are fictitious, and international trade is likewise arbitrary. 
Under such conditions “demand and supply” in terms of prices become 
meaningless terms. The volume of goods exported from the United 
States, for example, under such conditions are, in no sense, the result 
of free trade since such quantities may well have been moved under 
what to all intents and purposes are “hidden subsidies.” 

Were exchange free and gold movement free it is not only possible 
but probable that United States exports would be materially reduced 
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and limited. Export data as well as import data, under these condi- 
tions, are fictitious. 

It is of interest to note that no counter actions were taken following 
such arbitrary devaluations on the part of countries exporting to the 
United States. 

A somewhat new and unique element in international trade has 
recently become evident and should be given weight in considering 
section 104. Reference is made to the arbitrary and discriminatory 
export pricing arrangements of certain countries exporting to the 
United States. As examples of such arrangements reference is made 
to the specific pricing mechanisms of Denmark and the Netherlands. 

For example as to Denmark, in the public hearing before the United 
States Tariff Commission on April 14, 1952, in connection with the 
investigation regarding Blue Mold cheese under section 7 of the 
Trade Agreements Extension Act of 1951 at least one witness stated 
that export prices of Danish blue mold cheese are controlled by 
arbitrary action through a Danish Cheese Export Committee in 
which the Danish Government participates and through which it 
controls exports; that different export prices are arbitrarily established 
between countries; that such prices could be raised or lowered by 
edict; and that such export prices apparently are not related to the 
prices of other dairy products. As a matter of fact it was also testified 
that apparently a somewhat similar situation exists in Italy. 

Another example as to the Netherlands: In response to an inquiry 
addressed to the Under Secretary of Agriculture recently, the assist- 
and to the Under Secretary under date of April 23, 1952, made reply. 
Two paragraphs of that letter are as follows: 

Apparently some misunderstanding has developed over his reference to the 
policy followed by many of the foreign countries of selling specialty cheeses 
strictly as luxury products at prices substantially above those for comparable 
types of cheese produced domestically. The particular example he had in mind 
was Dutch cheese, as the Netherlands Government sets minimum prices for 
exported dairy products, based upon production costs plus a small amount 
charged to make up for certain domestic subsidies. As it happens, the export 
prices of Dutch cheeses so far have been higher than the prices of American 
Gouda and Edam. If this situation should change, the Netherlands Embassy 
informs us, it is contemplated to raise the price of Dutch cheese so it will remain 
above the price of the American product. 

foquefort exporters also maintain complete control over prices to keep them 
substantially above the market for domestic Blue cheese. 

It is certainly apparent from these illustrations that international 
trade is not being conducted under conditions contemplated by any 
concept offree trade. Very apparently pricing at arbitrarily high 
levels is merely one of transferring funds. 

In connection with imports it should be noted that under the Trade 
Agreements Act import duties on practically all dairy products have 
been reduced materially from the levels established by the Tariff Act 
of 1930. In the case of most dairy products these reductions on a 
dollars-and-cents basis have amounted to about 50 percent. For 
example, the rate on whole milk has been reduced from 6}; cents per 
gallon to 2 cents per gallon for not more than 3 million gallons in any 
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calendar year. The rate on butter has been reduced from 14 cents 
per pound to 7 cents per pound up to 60 million pounds—the quanti- 
tative limitations relate to specific periods of the vear. The rate on 
dry skim and buttermilk has been reduced from 3 cents per pound 
to 1}; cents per pound. 
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Rates of tariff for the various types of cheese are shown on the 
attached table. For the most part, the rates provided in the act of 
1930 were 7 cents per pound but not less than 35 percent ad valorem. 
Currently, the rates range from 3 to 5 cents per pound and from 15 
to 25 percent ad valorem 

Under the Agricultural Act of 1949, the United States Department 
of Agriculture is required to support the prices of milk and butterfat 
at between 75 and 90 percent of parity and under certain conditions 
prices may be supported at above the 90 percent level. Currently 
support prices are in effect for butter, cheese, and nonfat dry milk 
solids. While the method of support is through the offer to purchase 
butter, Cheddar cheese, and nonfat dry-milk solids through such 
support prices, the prices to producers for milk for all uses is supported 
regardless of product. 

The situation is well stated in a letter from the Secretary of Agri- 
culture to Senator Fulbright on September 17, 1951, and appearing 
in the hearings before the Committee on Banking and Curreney on 
S. 2104. The Secretary’s statement on this point follows: 

Since all dairy products are manufactured from milk or butterfat, there is a 
very close relationship between the prices at which the various dairy products 
are purchased under the price-support program. Purchases of any one of the 
major dairy products tend to support the returns to farmers for milk and butter- 
fat sold. It is, therefore, reasonable to expect that imports of cheese on an 
unrestricted basis would result in increased purchases of dairy products under 
the price-support program. 

The law states that import controls are necessary for cheese and makes no 
distinction as between types of cheese. The different types are competitive 
with each other in varying degrees. In view of the recent substantial increases 
in imports of most types of cheese in combination with recent decreases in United 
States production of most types of cheese, and also in view of the probability of 
having to purchase supplies of Cheddar cheese under the price-support program, 
the Department determined that import restrictions would be applied in the 
same manner to all types of cheese. 

With the present situation in international trade it is apparent that 
the unrestricted entry of dairy products into the United States, 
during a period when milk and butterfat prices are being supported 
by the United States Government, could well result in an attempt 
to support or underwrite world prices of dairy products. 

In hearings before the Committee on Banking and Curreney 
regarding S. 2104 several witnesses indicated, and the committee 
stated, that section 104 was unnecessary because alternative statutes 
were in effect under which necessary protection of domestic industry 
could be afforded. At the same time it was argued that action under 
section 104 was contrary to certain provisions of the General Agree- 
ment on Tariffs and Trade. 

It is difficult to understand how it can be argued that action under 
section 104 would violate the General Agreement on Tariffs and Trade 
without action under any of the suggested alternative statutes having 
the same effect. As a matter of fact it appears that action under 
section 104 is within the exceptions provided in article 21 of the General 
Agreement on Tariffs and Trade, in view of the congressional declara- 
tion contained in section 104 stating broadly that import controls 
of certain products are necessary for the protection and essential 
security interests and economy of the United States in the existing 
emergency in international relations, 
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In conclusion, in view of the above facts and considerations, the 
extension or reenactment of section 104, as presently contained in the 
Defense Production Act of 1950, as amended, is strongly recom- 
mended. In the absence of such reenactment it is quite likely that 
the production of milk and of the various dairy products in the 
United States will be reduced. 

In this connection and specifically in conjunction with the United 
States Tariff Commission consideration of the investigation of blue 
mold cheese previously mentioned, the United States Department of 
Agriculture filed a statement with the Tariff Commission. Under 
the hearing Suggested Action the following statement appears: 

Under seetion 7, authority is provided for the withdrawal or modification of a 
tariff concession, its suspension in whole or in part or the establishment of import 
quotas to the extent and for the time necessary to prevent or remedy injury to 
the domestic industry. Import quotas would, in our opinion, give the most 
definite assurance that imports would not result in serious injury to the domestic 
industry. Quota limitations on imports would thus permit domestic producers 
to plan their production of blue mold cheese on a basis of knowing the maximum 
quantities which could be imported and sold in competition with their supplies. 
Furthermore, quota limitations would make it impossible for foreign countries to 
uegate the effect of a tariff increase by devaluation of their dollar exchange rates. 

The attention of the committee is directed to the fact that “import 
quotas’’ are recommended by the United States Department of Agri- 
culture and, incidentally, at about the level now provided under sec- 
tion 104 regulations. The point is that the United States Depart- 
ment of Agriculture recognizes that quotas are the most logical form 
of relief under present circumstances and the relief recommended is 
similar to that now provided under section 104. 

Apparently, the only point raised by the Department is whether 
the relief should be under section 104 or under some other statute. 
The Department seemingly believes proper action is possible under 
other statutes. We believe proper action under other statutes is 
possible in theory but is unlikely in fact, unless the Congress expresses 
its intention in clear and unmistakable form. 

Mr. Chairman, I would like to submit the attached charts for the 
record. 

The Caarrman. Without objection they will be made a part of the 
record at this point. 

(The charts above referred to are as follows: ) 


Milk production on farms, United States, 1930-51! 


Production on farms | Production on farms 
(million pounds) (million pounds) 

1930. : 100, 158 | 1941__- ek ._---- 115, 088 
1931 shed 5a Boe ee 1G Mipes bee oc e lel _.... 118, 533 
1932_-- pC OS See eee teas Spek aid 117, 017 
Pee. docks slice poste DG Sea BR os oe a bo pew inn bth 117, 023 
1934 got msi Schell il, a le Sea mo pales «ie 
1935_ : AR i, a ER Rs AEE pe 
1936_ ma weer Fu. ae eee Fanless 52 Actas took 116, 814 
Ree eer Sire trae MOU OOG 1 Cakes cies es eee Skk 112, 671 
io ae Mee seees ciel = Ue Ea A laa Sri am eee ee) Re 
1939__- ee nb ewe ke, Ay Ce i EMSs apie tsa! ee 
1940 ope oo I RON S ae soak a me op cin Simp 115, 591 


! Excludes milk produced by cows not on farms. 


Source: Compiled from reports of the U. 8S. Department of Agriculture, Bureau of Agricultural Economics. 
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Cheese: Quantities manufactured in the United States, 1931 to date 


{Quantities in thousand pounds] 


American Brick 
. Ts a and Lim- | a Blue All Al 
er Swiss r Creat : 
cave Whole Part Muen- | burger | ~'°?™ > mold | Italian! other 
j * ster 


skim 








33, 637 4,851 
$1, GOS 4,010 
33, 438 4, O76 
40, 458 4, 676 
38, OT] 5. 800 
10, 448 7, 234 
43, 987 9, 171 
44, 056 11, 055 
17, 961 11, 941 
51, 183 5, 11, 440 
50, 012 34,363 | 18, 409 
47, 554 34,916 | 19, 435 
170, 451 §, 036 43, 003 21 . 
60, 440 6, 835 $1, 721 1), 659 
HH, O12 1 ZS 64, 625 25, 627 
78, 893 | 12, 451 7 SS 2, $24 
6, Dt 10, 580 &, 100 
1, STG j ¢ 43. 579 
76 58, 495 s 55, 127 
2 q 14 69, 459 61, 845 | 25, 033 
S62, 540 100, 020 | 27, 430 0, 310 61, OF 23, 880 





1952. 


2] 
3] 


1 Neufchatel cheese included for 1943 and following years 


*rior to 1943 included in “All other varieties.’ 
neluded in “All other.” 


Source: Compiled from reports of the U. 8. Department of Agriculture 
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Cheese: 


Swiss 
(Emen- 
thaler 
and 
Gruyere) 


Blue 


Calendar year mold ! 





1,818 

a as 3, 660 
193% _ . 3,377 
1939 265 
1940 1, 650 
1941 1, 695 
1942 201 
1948 618 
1444 200 





1945 
194 539 l 
1947 766 i 
194s 3, 21S 977 
1949 
1900 
1951 
1952 


I Be | 


1032 § 16, 705 


1944 
1945 92 
14 
1947 
194s 2 
194 I 
19h iv 





Qao 





Prior to June ‘ 
2 Prior to 1936, included in ‘‘other cheese 
3 Prior to Nov, 15, 1941, included in 
4 Prior to May 30, 

§ Includes Provolette. 

6 Included in Provolone, 
7 Includes Parmesan 

§ Included in Reggiano. 
' Includes Pecorino, 

© Included in Romano 

1 Less than 500 pounds. 
2 Preliminary 
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1950, included in Pecorino. 


Program and Analysis Division, USDA, 
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Std 
927 
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U. S. imports for consumption, by variety, 1931 to date 


Provo- 
lette 


358 


60 


Other 
cheesi 


14, 203 
13, 332 
14, 976 
14, 59] 
15, S60 
9 S43 
&, 531 
7,170 
7, 740 
7. 108 
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1, 460 
1. 299 
2 205 
1, OS4 
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2, 269 
3, Ale 
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60, SUD 
33, 638 
49, 497 
47, 533 
#8, 935 
0, S49 
60, 650 


59, O71 
$2, 62: 
20, O13 
24, 218 
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United States tariff rates on cheese ! 
Tariff Act of | Ratesasof | Ratesinclud- | Rates includ- 


Os Oar ing Annecy ing Torquay 
1030 iad changes 2 changes 3 
Variety and description | 
tante | Mini- | Gon. | Mini- | a, Mini ‘ante | Mini- 
. nog | mum ‘o— mum | ‘ ay mum | § wy mum 
ya- "ae . ad va- a a- 
pound y ea pound lorem |pound po pound gn. 
| Percent Percent Percent Percent 
Blue mold, in original loaves aad 7 35 5 25 3 15 3 15 
Bryndza, in casks, barrels, or hogsheads 
weighing with contents over 200 
pounds each PTAA § PO Meee eens wees 7 35 7 35 31 17} 3] 1744 
Cheddar: 
Not processed except by division 
into pieces ‘ . 7 35 4 25 3ho 17} 3 15 
Otherwise processed. -- 7 35 7 35 5 25 5 wv 
Edam and Gouda: 
4) percent or more butterfat 7 35 ) 2 } 15 3 15 
Less than 40 percent butterfat_- 7 $5 ) 25 25 20 
Goya, in original loaves_- % 7 $5 25 25 25 
Gruyere, process 7 35 %) oT) r9) 
Provolette on ‘ Lee 7 35 r 35 ) 25 20 
Romano, Reggiano, Parmesan, and Pro 
volone, in original loaves 7 35 5 25 5 25 5 20 
Roquefort, in original loaves 7 35 5 25 3 15 ; 15 
Sbrinz, in original loaves : 7 35 5 25 5 25 5 25 
Sheep’s milk cheese for grating, in orig- 
inal loaves ie - “i 7 35 7 35 312 1749 349 1746 
Pecorino, in original loaves . 7 35 5 25 3 1746 34a 1744 
Pecorino, in original loaves, not suitable 
for grating ee sik 7 3 5 25 ) 25 %”) 
Swiss or Emmenthaler 7 35 5 20 20 20 
Other cheese and substitutes 7 35 7 35 25 1) 


1 Other than Cuba and Philippine Republic. 
2 Includes changes as formulated at Annecy, France, in 1949, mostly effective in 1959. 


’ enol} ‘nm 1050-41 
I rquaiy, England, in 1950 


Includes changes as proposed in tentative agreements formulated at 7 


Source: Compiled from reports of the U, S. Department of Agriculture, 


Mr. Gaumnirz. Now, Mr. Chairman, I have read the statement of 
Mr. Paul of this morning and also the statement of Mr. Fifer. I agree 
with the general contentions which those two gentlemen presented, 

Mr. Chairman, there can be little question that milk production 
is going to decline unless section 104 is retained. 

If no action is taken under any other statute, then probably the 
Government will be forced to buy a rather large quantity of dairy 
products under its price-support program. 

In other words, that only supports what was stated this morning 
by Mr. Paul, particularly, that those products would then be accu- 
mulated under a condition where, to all intents and purposes, the 
United States is underwriting world dairy product prices. 

The statements made with reference to other statutory authority 
we agree with also. It is generally contended that other authority 
exists under which proper protection might be afforded. At the same 
time it is argued that action under section 104 is contrary to certain 
provisions of the General Agreement on Tariffs and Trade. 

We are unable to understand how it can be argued that action 
under section 104 would violate the general provisions of the General 
Agreement on Tariffs and Trade, without the same type of violation 
resulting from action under any of the other statutes under present 
conditions. 

It has been brought out particularly that the reduction in import 
duties, in terms of dollars and cents, has amounted to about 50 
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percent—taking all dairy production as a group. ‘There is some dif- 
ference in the case of cheese, because the reductions have been 50 
cents in terms of dollars and cents, because of an ad valorem difference. 

I want to touch very briefly on something which I think has not 
been touched upon by the other witnesses. A somewhat new element 
in international trade has recently become evident and should be 
given weight in considering section 104. 

Reference is made to the arbitrary and discriminatory export pric- 
ing arrangements of certain countries exporting to the United States. 
Examples of such arrangements, we can cite two or three. 

In summary I think it is increasingly evident that a clear state- 
ment of policy should be forthcoming from the Congress. 

It appears that the provisions of section 104 set forth such a policy 
and we believe that such section should be continued in effect at 
least for another 3-year period, or until international conditions become 
more settled. 

That completes my statement. I would like permission for Mr. 
Frigo, one of my colleagues, to make a short statement. 

The CHarman. We will now hear from the representative of 
Treasure Cave, Mr. Swain. 


STATEMENT OF WILLIAM E. SWAIN, ON BEHALF OF TREASURE 
CAVE 


Mr. Swain. Mr. Chairman and members of the House Banking 
and Currency Committee, I will try to be as brief as I can. 

Treasure Cave is a partnership of F. M. Frederiksen, managing 
partner, and his wife, Dorothy S. Frederiksen. It is located at 
Faribault, Minn.; and has operated continuously producing blue 
cheese since it began in 1935. It is the oldest of existing plants in 
the United States producing blue cheese—producing 10 to 15 percent 
of the domestic total of this type of cheese—which is its only product. 
The plant uses caves which have been dug in natural sandstone for 
curing, storing, and packing. The nature of the plant does not lend 
itself to the supplementary production of Cheddar or other types ot 
cheese or dairy products. 

Treasury Cave, like other producers of specialty type cheeses, has 
been concerned about the accelerated rate of imports of foreign cheese 
and other products which are directly competitive with domestic 
production, and knows, first hand, the results of the impact of such 
imports. Since May of 1950 we have been faced with the problem 
of reducing or discontinuing production. 

During the summer of 1951 we were forced to sell over 50 percent of 
the milk from patrons at aloss. This milk went to a plant which used 
it to make Cheddar. At this very time the Commodity Credit Corpo- 
ration was making purchases of Cheddar under the support program. 
Within a month after the issuance of Defense Food Order 3, Suborder 
2, we again felt able to use all of our milk from patrons in anticipation 
of increased demand. 

The passage of the Defense Production Act of 1950, as amended— 
which included section 104—-and the issuance of the Defense Food 
Order 3, Suborder 2, did not materially reduce the amount of imported 
blue cheese available during the closing 5 months of 1951. The threat 
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of repeal of section 104 has not provided the assurance to domestic 
producers which is needed if they are to continue as sources of specialty 
types of cheese. 

The 5 year, 1945-49, average domestic production of blue cheese is 
approximately 10'; million pounds, and should closely represent the 
capacity of domestic producers of this style. The average production 
of domestic producers of Blue Cheese in the 3 years, 1948-50, the 
period used in Defense Food Order 3 is approximately 8 million pounds, 
22 percent below the 1945-49 average. 

Domestic production of blue cheese in 1950 declined 33 percent 
below the 1945-49 average and in 1951 declined further to 50 percent 
of the same 5-vear average. These declines were in direct relation 
to the increased rate of blue mold cheese imports. While our own 
sales in 1950 and 1951 declined somewhat less than the average of 
the domestic industry, our cost of production other than milk increased 
346 cents per pound. The increased costs are a direct result of spread- 
ing fixed and semifixed costs over decreased production and _ sales. 
This has made it even more difficult to meet the low price of imports. 

The provisions of section 104 should be included in H. R. 6546 the 
continuation of the Defense Production Act, and the clause (a) impair 
or reduce the production of any such commodity or product below 
present production levels should be defined so that domestic produc- 
tion will be considered as the average of the 5-year period January 
1945 through December 1949, and that it will not be reduced 
impaired below 75 percent of that average. 

It is unfortunate that much of the previous controversy on the 
matter of import restrictions has been centered around the case of 
blue cheese; because it is only part of the problem. A review of 
reports from Denmark and conversations with those who have first- 
hard information and experience in the Danish dairy industry in- 
dicates: 

That 1950 Danish exports of blue cheese to the United States 
represented about 5 percent of their total exports of this commodity. 

2. That they could probably sell all of their cheese and other dairy 
products in Europe, except that they are desirous of obtaining dollars. 

That they import oleomargarine and export butter. 

I would like to read a report that comes from Denmark. This 
is the situation that existed then: 

The milk production at the moment is approximately 10 percent lower than 
at the same time last year. It is a conspicuous feature that although the cattle 
are slowly recovering from the effects of the mouth and foot disease, it seems to 
take a very long time until the milk yield will reach its normal peak. Furthermore, 


several farmers discontinue-dairy farming because of the low return caused by the 
price policy of the main purchasing countries. 


CHEESE OUTLOOK 


The production of all types of cheese is quite high, but the demand is very 
active, and stocks are diminishing. It may be estimated that the balance between 
production and demand may not be on level until approximately June—July. 

In other words, they are able to sell all of the product that they 
have. They have a home for it. That is more than we can say in the 
specialty group in this country today. 









_ 
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They go on and point out that the United Kingdom, France, and 
Germany, all showing increases, and then make this specific note 
about overseas: 

United States and Canada: In a way it is fortunate that the United States is 
not drawing larger quantities right at the moment because of the present situa- 
tion. Canada is buying regularly and any reasonable orders can be covered. 

I think that is very significant. 

Now, No. 4: That Europe probably does not have exportable 
surpluses of food, and will always be an importer of agricultural 
products. 

5. That they were disturbed when the United States Commodity 
Credit Corporation sold surplus Cheddar to England. 

6. That they had increased their production of blue cheese about 
50 percent in 1950 and 1951. 

7. That restrictions of European countries and price, not quality, 
would make it impractical for American producers of specialty types 
to find a market in Europe. 

Understand, these points that I am pointing out are from things 
that we have learned from people in those countries from first-hand 
knowledge. 

8. That European countries and governments will not import what 
they have in abundance. 

9. That European countries impose trade restrictions and tariffs to 
protect their industries. 

10. That the price of Danish exports is regulated nationally. 

11. That there are advantages in producing more butter and keeping 
their skim milk and buttermilk for supplemental feeding of livestock. 

Blue cheese is historically French. Research, development, and 
production was almost simultansous in both Denmark and the United 
States. United States Department of Agriculture Bulletin No. 82 
indicates that work on blue cheese was being done in this country 
prior to 1906, and subsequent publications of the United States 
Department of Agriculture and various State universities show 
increased interest up through the early 1930's and on to the present. 

From 1919 until about 1934 Grove City Creamery, in association 
with the United States Department of Agriculture, produced an 
average of 6 tons per vear of American Roquefort. This was the 
first commercial production of domestic blue cheese. 

Prior to 1935 when Italy invaded Abyssinia, England purchased 
large quantities of Gorgonzola, another variety of blue mold cheese, 
from Italy. When England stopped her trade with Italy, Danish 
producers got their real chance to increase their production of blue 
cheese. It is noteworthy that 1936 is the first vear that United 
States import records show blue cheese from Denmark in excess of 
1 million pounds. Imports of this item increased until 1940 when 
they declined, and from 1941 to 1947 there were no imports of Danish 
blue cheese. In 1948, we imported less than 1 million pounds of this 
commodity from Denmark. Economic Cooperation Administration 
funds helped make possible the expansion of Danish cheese produc- 
tion. Devaluation and tariff reductions have made possible the 
importation of blue cheese at prices which were below the cost of 
domestic production; thus threatening the price-support program. 

During World War II, when imports of blue and Roquefort were 
negligible, domestic producers doubled the demand by producing high- 
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quality blue cheese which received good consumer acceptance. It is 
interesting to note that in the early 1930's the wholesale price of im- 
ported blue cheese was two and one-half to three times that of “short 
held’? Cheddar; during most of 1950 and 1951 the wholesale price of 
imported blue was about equal to or 10 percent above “short held’’ 
Cheddar. It is reasonable to assume that, without restrictions on 
imported cheese, domestic producers would be forced to ee Ore re 
production, and a situation comparable to that which developed i 
rubber would be facing us. 

During official hearings, and during debate in the Senate and in 
House of Representatives, the matter “of devaluation and tariff have 
been mentioned. The disparity of currency values resulting from 
devaluation is the most important reason why domestic producers 
have not been able to meet the price competition of foreign producers. 
The matter of tariff is secondary in importance. 

Among the purposes of the Bretton Woods Agreement was: ‘‘Pro- 
mote exchange stability.” The Economic Cooperation Act of 1948, 
directed by the Secretary of State, concluded bilateral agreements 
whereby the countries receiving aid would agree, among other things, 
to: “Establish and maintain a valid rate of exchange.”’ 

On September 18, 1949, the United Kingdom submitted to the 
International Monetary Fund a change in their currency (pound) 
from $4.03 to $2.80 in terms of United States dollars. This devalua- 
tion amounted to 30.5 percent. The fund hastily concurred 2 days 
later on September 18, 1949. Comparable devaluation was made in 
the Danish krone and other Scandinavian countries. The Nether- 
lands followed with 30.2 percent devaluation and the Argentina peso 
declined 30.5 percent. 

All of this was done under the concept of correcting fundamental 
equilibrium at a time when the wholesale price of Danish blue cheese 
in New York was only 4 cents per pound above that of domestic blue 
cheese; 2 difference of 8 percent. Compare that with the 30.5 percent 
devaluation, and Danish blue cheese could have declined 12 cents per 
pound to be 8 cents below domestic. While other Danish-made 
cheese declined 7 cents per pound to reflect part of the devaluation 
there was no change in their price of blue cheese until June 1, 1950, 
when it declined 4 cents per pound to reflect the tariff concession in 
the Annecy agreement. This put their price in line with domestic, 
but sales did not increase as they had expected; so they began to use 
the advantage of devaluation and dropped the price 5 cents per 
pound to undersell domestic by that amount. 

Domestic producers tried to meet the price, only to close the gap 
to 1 cent and the Danes dropped another 1 cent to hold a 2-cent price 
advantage, which was enough to give them the edge and accelerate 
their sales. When domestic milk prices began to advance sharply in 
the closing 3 months of 1950, American producers were forced to 
increase their prices which gave the Danes added advantage. Domes- 
tic producers were eventually forced to lower their prices below replace- 
ment costs in an attempt to hold some reasonable volume and lighten 
their inventory load. 

If provisions of section 104 of the Defense Preduction Act of 1950, 
as amended, are not included in H. R. 6564, and the Danes decide to 
take full advantage of their currency devaluation and tariff reduc- 
tions, they could sell their cheese in New York at about the cost of 
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milk to domestic producers. Currently domestic producers are paying 
close to parity for whole milk. 

Free trade may be possible, but only where there is free economy. 
Controlled economy with price supports, embargoes, tariffs, devalu- 
ated currencies, and other artificial programs, is not free economy. 

rm . . . . : . 

_ The provisions of section 104 are fair and reasonable, and restrict 
imports of cheese, butter, and other dairy products along with other 
egricultural products only to the degree that imports of these commod- 
ities may be absorbed without peril to domestic producers. 

rhe case of blue cheese, and other specialty types is not only part 
of the problem, but no segment of an industry can be sacrificed with- 
out harmful effect on the whole industry. It follows that no industry 
as important as the dairy industry can be harmed without effect on 
our whole economy. 

We sincerely urge the continuance of the provisions of section 104 
in continuance of the Defense Production Act so that the dairy in- 
dustry may continue to produce the food so vital to defense and 
peace. 

| would like to read a couple of other points from the statement of 
the Department of Agriculture that Mr. Gaumnitz read: 

This investigation is necessary in order to prevent serious injury to the domes- 
tie blue mold cheese industry. It is the view of the Department of Agriculture 
that unrestricted imports of blue mold cheese which would otherwise occur after 
June 30, 1952, would result in further serious injury to the domestic blue mold 
cheese industry. 

I would also like to point out that they state: 

Unrestricted imports threaten to cause serious injury to the blue mold cheese 
industry. Consumption of this type of cheese in the United States has been 
maintained at an average of about 10,300,000 pounds during the last 5 years. 
However, the proportion of this consumption met by domestie production has 
continually declined. The decline received its initial impetus from devaluation, 
but was accelerated by tariff concessions of May 1950. This is demonstrated by 
the data of monthly imports and the wholesale prices of imported cheese in New 
York. 

The effects of these increased imports on the proportion of the United States 
market supplied annually by domestic production are shown in the table below. 
In 1947, domestic production supplied the entire market. In 1949, it provided 

86 percent of the market, and in 1950 domestic producers supplied 69 percent of 
the market, and in the first 7 months of 1951, prior to the imposition of import 
controls, the share of the market supplied by domestic producers dropped to 50 
percent resulting from imports of 3,400,000 pounds. Since the imposition of 
controls, the share of domestic producers has increased. 





I would like to point out that the quota average was not an embargo, 
it was an average, and taking those 3 vears, you get 1,900,000 pounds 
as a quota. However, we do have figures that from August 1951, 
until February 1952—-and these are department figures—that 
2,497,000 pounds were imported. Yet the average of the quota base 
period that they set was 1,900,000 pounds. That was through the 
leniency and other provisions that they put into it. So actually they 
have imported over their quota. 

In spite of the fact that import controls of blue mold cheese were 
put into effect on August 9, 1951, total imports for the calendar vear 
reached 5,050,000 pounds, an all-time record. Had import controls 
not been instituted, it is certain that 1951 imports would have been 
much larger. 

It should also be emphasized that imports of blue mold cheese 
during 1951 were almost twice as large as the average annual quan- 
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tities imported during the prewar period, 1936 to 1940, Which was 
3,754,000 pounds. 

Domestic production of blue mold cheese, on the other hand, is very 
steadily declining since 1947. The dee line by year is very closely 
approximated by yearly increases in imported supplies. If this trend 
is resumed—which could be expected if the imports are permitted on 
the unrestricted basis—it appears likely that domestic production of 
blue mold cheese could soon be largely supplanted by imports. 

I will state this from our own experience that when our production 
declines to 75 percent, we had this terrific 3'4-cent increase in cost of 
production. If we go below that, we are practically out of business. 
I do not know how we can continue in business losing more than three- 
quarters. Yet foreign producers have supplied 50 percent of the 
cheese. We have been fortunate in being able to hold that percentage. 

Now, if there is any intention to give relief under other legislation, 
it is difficult for us to understand why the objection to the continuance 
of section 104. I would like to thank you for your interest and 
consideration and will be pleased to answer any questions. 

The CuatrrmMan. What is the import duty on blue cheese? 

Mr. Swain. Fifteen percent ad valorem at the present time. The 
cargo value is around 40 cents, roughly. We have about 6 cents duty 
01 import cheese. The valuation amounts to 12 to 14 cents, depend- 
ing on their value of the cargo. 

Mr. Chairman, may Mr. Frigo submit his statement for the record? 

The CuarrmMan. He may submit his statement for the record, and 
the panel will be subject to interrogation. 

(The statement referred to is as follows:) 


STATEMENT OF Frico Bros. CHeese Corp., IRoN Mountain, Micu., To Retain 
SECTION 104 or THE DeErFENSE PRopucTION Act oF 1950, aS AMENDED 


To the House Banking and Currency Committee, Hon. Brent Spence, Chairman: 

Members of the committee, this statement is presented to you in behalf of the 
Frigo Bros. Cheese Corp., Iron Mountain, Mich., manufacturers of Italian 
cheese in the United States, so that vou may consider their predicament, and 
their welfare, as pertaining to the importation of Italian cheese, as affected by 
section 104 of the Defense Production Act of 1950. 

The manufacture of Italian cheese, in the United States is located entirely in 
dairy States, the principal ones being, Wisconsin, Michigan, Minnesota, Illinois, 
Ohio, Indiana, Colorado, New York, and California. Frigo Bros. have plants 
at Lena, Crivitz, and Florence, Wis. 

Italian cheese originated in Italy. Italians who emigrated to this country 
brought with them the art of making the cheese here, under conditions here 
existing. Since the development of the industry, it has been placed under the 
watchful eve of our health authorities, which have established sanitary codes, and 
right inspections, not only of the manufacturing plants, but to the cheese itself. 
All sueh are under constant surveillance of the health authorities, State and 
Federal, as well as local 

The business of manufacturing Italian cheese, in various forms, and under 
various names, has been expanded in recent years, so that today it has become a 
major industry in the United States, consuming millions of pounds of milk, and 
supplying healthful food to the populace. At the same time, it furnishes employ- 
ment to thousands of persons, not only in the field of ordinary labor, but in that 
of skilled labor as well, and a ready market to dairy farmers. 

Among the founders of the industry, are Frigo Bros. of Michigan and Wisconsin, 
who are engaged in the manufacture of the various forms, or kinds, of Italian 
cheese, known in the trade as Romano, Reggiano; Parmesan; Provolone; Incanes- 
trato; Asiago, and of every well-known brand of Italian cheese made anywhere. 
These pioneers, through constant study, and with the help of the colleges of agri- 
culture, and by the use of improved machinery and American methods, have 
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improved the quality, and have maintained the high standard, of every form of 
Italian cheese made. 

In addition to the pioneers named in this great industry, many others are pres- 
ently engaged in the same business, thus causing keen competition in the markets 
of the United States. This business consumes annually, in excess of 850,000,000 
pounds of milk, the market value which, computed at the average milk price, is in 
excess of $34,000,000 (computed at $4 per hundred pounds). 

The investment of the various manufacturers in this machinery, and in equip- 
ment, is in excess of $10,000,000. More than 5,000 persons are directly em- 
ployed therein. Various items of supplies, equipment, and machinery furnish 
labor to untold numbers of additional persons furnishing the industry indirectly. 
Thousands of acres of farm land, occupied by some 20,000 families, are thus 
gainfully emploved away from the concentrations of our larger cities. The an- 
nual earnings of the labor employed in such manufacturing plants are approxi- 
mately $15,000,000 (averaged at $3,000 per vear). 

Formerly, consumption of Italian cheese was largely by the Italian population 
of the United States. Time has wrought many changes, until today, Italian 
cheese is used quite generally by the American public. Because of such increased 
use, the production of Italian cheese has increased from a low of 3,500,000 pounds, 
in the early days of the industry, to 47,000,000 pounds in 1947, and to approxi- 
mately 50,000,000 pounds as of today. This progress was made possible by the 
protection afforded the industry through import duties levied by the United 
States. Any let-down in that protection will be fatal to a vital industry, operating 
especially as it is, under the high standards, and the stringent supervision of the 
public health authorities. 

The welfare of the many small communities depends on the small businesses, 
and the smaller industries, none of which separately may be too important, but 
all of which, taken collectively, furnish important markets to the farmers, and 
gainful employment to the many persons not congregated in the larger cities. 

This industry in the United States is under a severe handicap when required 
to meet the competition of Argentina and Italy, for these reasons: 

In both of these countries the cheese is produced by anyone who will: (a) 
without inspection of utensils or manufacturing plants; (6) without any standard 
requirement of the product as to moisture or fat content or solids; (c) without 
test of cattle for disease; (d) with low labor cost; (e) without competition with 
other users of milk; (f) without government inspection of the cheese, and is sold’ 
at the arbitrary price fixed by the Italian Government. 

The Government of Argentina has devalued its currency 46 percent with 
action has the effect of reducing the import duty of the same extent. Its purpose 
is to get American dollars, at the expense of American producers, and at the ex- 
pense of the Italian cheese industry in the United States. 

On the other hand, the American manufacturers of Italian cheese must (a) 
compete with other users of milk such as the creameries, condenseries, manufac- 
turers of other types of cheese, including the sale of fluid milk; (6) maintain a 
Government fixed standard as to the moisture content, fat and solids content; 
(¢) maintain both factories, utensils, and milk under inspection, sanitary condi- 
tions; (d) pay the cost of inspection; (e) pay taxes on cheese made, and especially 
that in long storage; (f) pay top price for fluid milk in competitive market; (g) 
pay its labor union established prices—a living wage; (h) sell in competition with 
other manufacturers, not at an arbitrary Government fixed price, but at the price 
fixed by its competitors. 

The Italian cheese industry is fighting the battle of survival. It asks only that 
foreign imported cheese be required to meet the same high production standards 
as required in the United States. 

To quote from hearings before the Committee on Banking and Currency, 
United States Senate, Eighty-second Congress, first session, part 4, on page 3061, 
statement by E. W. Gaumnitz, secretary, National Cheese Institute: 

“The statement is commonly made that imports are of no importance since 
they represent only 5 percent of domestic production. However, if figures are 
examined, it will be found, as in the case of blue cheese, importations amount to 
more than 40 percent and practically 50 percent. If we speak of Italian cheese, 
bulking all the various types of Italian together, it is around 40 percent. So, the 
importation of 5 percent of total United States production is not very much, but 
it is very important when we speak of particular varieties. The varieties which 
are particularly important and which have been injured in the last year are blue, 
the Italian types, and the Holland types, particularly.” 

Hence, from the above it is seen that 40 percent of the italian productiom 
here in the United States is equal to the imports from outside; or, to rephrase it, 
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the imports constitute numerically over 40 percent of the domestic production in 
the States. 

(P. 3070) by Mr. Gaumnitz, half way down the page: 

“The imports of all Italian types for the period of 1938 to 1950 averaged 
14,313,000 pounds per year. In the same period United States production of 
Italian types of cheese averaged 42,037,000 pounds per year. Average imports 
for these types were 34 percent.” 

We respectfully submit that 40 percent is definitely a ruinous figure to us. 

The same rational thought is contained in letter of L. D. Schreiber & Co., 
Inc., to Hon. Paul Douglas, on page 3073 of said hearings, dated September 5, 
1951, 

P. 3074, fourth paragraph) letter of L. D. Schreiber & Co., Ine., to Carl D 
Corse, Acting Director, Office of Economic Defense and Trade Policy: 

“In all Italian cheeses imports listed 40 percent, but if the last item, “Other 
cheeses,” about 4,000,000 pounds, should happen to be Italian type, this would 
make Italian imports approximately 50 percent of our production.” 

‘P. 3079 is to a similar effect. 

Hence, it is respectfully, but sincerely, submitted that the imports from Italy 
and Argentina, in particular, actually do constitute 40 to 50 percent of the do- 
mestic production of Italian cheese, and sufficient to create havoc with domestic 
industry. 

Section 104 of Defense Production Act of 1950, as amended should be retained. 

Frico Bros., CHeese Corp., 
By P. Frico. 

Mr. Dotuincer. Mr. Chairman. 

The CuatrmMan. Mr. Dollinger. 

Mr. Dotiincer. Mr. Gaumnitz, vou represent the National Cheese 
Institute, do you not? 

Mr. Gaumnitz. Yes, sir. 

Mr. Dotutncer. The position your organization takes ‘is that see- 
tion 104 be extended; is that correct? 

Mr. Gaumnirz. Yes, sir. 

Mr. Doxtumncer. I note that another group that will testify, I 
think right after vou, representing the Cheese Importers Association 
of America, takes the position that section 104 should not be renewed. 
[ note there is a difference of opinion between the two groups that 
deal only in cheese and I am interested to find out how the consum- 
ing public in this country will fare, by either in the repeal or con- 
tinuation of section 104. I am curious to find out the position of 
your organization on that question. 

Mr. Gaumnirz. First, let me say that the National Cheese Insti- 
tute includes in its membership manufacturers of cheese in the United 
States. It also includes distributors and importers. So we have 
some importers who are also members of the National Cheese In- 
stitute. 

Mr. Dotitincer. Do those importers also manufacture cheese? 

Mr. Gaumnitrz. Yes, some manufacture, import, distribute, and 
process cheese. 

Now, going to your question as to what will be the effect upon con- 
sumer prices, over a period, in the first instance, I think it would be 
quite clear that if section 104 were not continued, and if there were no 
alternative action, that the first reaction would be for a decline in 
price. 

The particular Defense Production Act, however, has as one of 1 
purposes the maintenance of production or the increase of produc sion, 
and particularly in section 104, it is noted that certain products, 
including dairy products, are deemed to be necessary. That is a 
finding made by the Congress. 
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We are pointing out that if that is the intention, then it is quite 
certain that in the absence of 104, or some alternative action that 
would result in similar regulations, that almost certainly milk produc- 
tion in the United States would be reduced and probably the manu- 
facture of other manufactured dairy products would be reduced. 

One further thought: Over a period of time, I think it is quite clear 
that prices to consumers, for fluid milk, would almost certainly be 
raised, not reduced. In other words, there are two effects, one a 
short-term effect, and the other a longer-term effect. 

In addition to that, in the event of an emergency, as was the case 
during the last year, it is practically certain there would be no imports. 
During the last war, you may remember that we exported, in the case 
of cheese, if | remember the figure, up to in the neighborhood of 400 
million pounds, or almost 50 percent of the total cheese production in 
the United States. We were exporters in that case. 

A somewhat similar situation was the case with reference to nonfat 
dry milk solids and evaporated milk. 

Mr. Dotiuincer. When was cheese added to this prohibition of 
import? At what particular time? If my memory serves me cor- 
rectly, at one particular time that had been excluded. 

Mr. Gaumnirz. Section 104 was passed a year ago. 

Mr. Dotiineer. Prior to that, did Public Law 590 control it? 

Mr. Gaumnirz. Yes, sir. 

Mr. Dotumcer. Cheese was excluded from that, was it not? 

Mr. Gaumnirz. No action was taken with reference to cheese 
und: that act. There was no prohibition. As I remember the action 
taken with reference to one of the other dairy products, specifically 
butter, it was taken in part upon the condition—— 

Mr. Dotutncer. You see, I am trying to find out when it was de- 
cided that it was necessary to prohibit the importation of cheese into 
this country. 

Mr. Gaumntrz. There is no prohibition on the importation of 
cheese. 

Mr. Douurneer. In effect it does that? 

Mr. Gaumnitrz. No, sir. 

Mr. Dotumncer. Because the prices are out of reach of the consum- 
ing public; is that correct? 

Mr. Gaumnirz. No, sir, quotas are established at the present time 
for the importation of cheese which are based on the average importa- 
tion during the years 1948, 1949, and 1950. In the case of other 
products, there may be a hundred percent quota. In other eases, 
the quota may be zero. 

Mr. Doxturncer. That is all. 

The CuarrMan. Dr. Talle. 

Mr. Tauue. I notice, Mr. Fifer, according to my information, 
butter production has been decreasing, is that correct? 

Mr. Firer. It has been, yes. In the last 3 years, particularly. 
Last vear it was about 12 percent below 1950, and this vear production 
is down under last year to some extent. 

Mr. Tautue. How does it rank with the production of ether manu- 
factured dairy products? 

Mr. Firer. But even at that butter still serves the purpose of the 
balance wheel because butter even at the present time utilizes about 
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20 to 22 or 23 percent of the total milk supply, or about the total of 
all the other manufactured dairy products put together. 

Fluid milk takes about half, and butter almost a quarter, and the 
other products about the same. So that means that butter produced, 
particularly in the months of May, June, and July, takes up the 
surplus at the greatest production period of the vear. So even though 
production is down, its function as a balance wheel is still quite 
important and we should not in any way at all discourage the produc- 
tion of butter or the production of cream throughout the country. 

Mr. Tauuie. It furnishes flexibility in the industry, does it not? 

Mr. Firer. That is right. And at the present time, our industry 
is encouraging the so- called green pastures program, setting up ways 
by which the farmer can increase his efficiency on the ‘farm, and 
increase his butterfat dollars per acre, and make more money from 
grassland farming and have more cows. 

Mr. Hutu. With the boys going into the Army, who is going to 
milk the cows? 

Mr. Firrer. That is a problem, and, of course, in our case, most of 
the milk that goes for butter comes from the family-sized farm. 
They have more problems on commercial farrhs than on the butter 
farms. It isa problem, though, just the same. It is hard work, and 
it is a problem. 

Mr. Hutu. Excuse me, Dr. Talle. 

Mr. Tauuer. That is quite all right, Mr. Hull. 

On page 2 of your statement, Mr. Fifer, | quote this sentence: 

The 50 percent cut in the duty of 14 cents down to 7 cents per pound for the 
first 60 million pounds of foreign butter admitted per vear 
and then you follow with another thing, but I want to refer to this 
first point. 

Now that cut, from 14 cents to 7 cents, that was made under th« 
authority the President has is called the flexible tariff law, is it not? 

Mr. Firer. The Reciprocal Trade Agreements Act. 

Mr. Tatue. Well, the President does have power under the flexibli 
tariff regulations to reduce it by 50 percent? 

Mr. Gaumnirz. If I may interrupt, I believe this was made under 
the Trade Agreements Act of 1934, which was since extended several 
times, rather than under the flexible provision of the Tariff Act 
of 1930. 

Mr. Tauie. Yes. Now, | want to ask another question with 
reference to foreign nations, on the matter of butter. It revives the 
old oleo fight. What has oleo done to butter, if anything? 

Mr. Firer. Well, it has, of course, served as a substitute to many 
people. It is not a substitute, actually, it is merely an imitation, 
but people are buying it and using it for a spread on their tables. 
It is being used commercially in a lot of places, too, as a substitute 
for butter, in public eating places. 

We estimated last week—a figure which is very easy to prove 
that there are 70 million meals eaten in public eating places in America 
every day and the food and drug history of enforcement on oleo 
shows there is about an 18 percent violation. That is on 30,000 
restaurants checked. If you apply that to the 70 million meals 
served daily, you come up with a figure of $33 million a year that 
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the American public is paying for butter, and not getting it. That 
is quite a figure. 

Mr. Tauie. Eighteen percent violation? 

Mr. Firer. Yes, that is a Nation-wide history, for the last 18 
months, based on 30,000 inspections made. 

Mr. Tauue. I should think it would be a rather difficult thing to 
check, so that the 18 percent is probably a low figure. 

Mr. Firer. It might be a low figure. It brings out the point we 
have made for all these years, that it never can be enforced as long 
as the oleo is permitted to be colored vellow in semblance and imita- 
tion of butter. 

Mr. Tanue. On that same subject, Mr. Fifer, I notice that vou 
make this statement: ‘“They import oleomargarine and export butter.” 

Does that relate to Denmark? 

Mr. Firer. Yes, that actually existed, that they had a ration on 
butter up until late in 1950, and allowed free all the oleo that their 
people could use, and Denmark, as | understand it, is one of the largest 
unporting countries per capita of oleomargarine of any foreign coun- 
trv, that import from this country and that is what gives them the 
opportunity to threaten the world with their butter production, be- 
cause the people do not consume butter at home where it should be 
consumed. They consume oleomargarine. 

Mr. Tauie. Historically, Denmark has shipped its butter and bacon 
to England, is that not right? 

Mr. Freer. I think that is still their largest market on butter and 
bacon. 

Mr. Tauue. It certainly is for bacon, at least. 

Mr. Firer. That is true. 

Mr. Tatty. Because they make their bacon to suit the English 
taste. 

Mr. Firer. That is right. And their bacon comes from skimmed 
milk, | might add. When they make butter they feed their skim and 
produce bacon. That is one of their methods of producing pork, and 
they like that idea. 

Mr. Tauue. | would like to turn to your second point, Mr. Fifer, 
on page 2 of your statement: 

The progressive devaluation of sterling bloc currency by 42 percent in terms of 
the United States dollar. 

Mr. Firer. Yes; we proceed to show the results of that in the 
following two paragraphs where we point out there that the devalua- 
tion took place from $4.86 down to $2.80, an amount of 42 percent. 
And had the currency remained at the old basis of $4.86 or almost $5, 
butter would today, on that basis of currency, with the 24-cent duty, 
be actually higher than our present market in this country. 

Mr. Tair. Well now, if there were free trade the world over, then 
each country would devote itself to that enterprise of those enterprises 
in which it had the best advantage or least disadvantage. And if, let 
us say, England had advantages in everything, we would not cut off 
our production but we would produce those things in which our dis- 
advantages were the least; would we not? 

Mr. Firer. That is right. 

Mr. Tatte. We must look at the world as it is—we must face 
reality, and we do not want to rely on Russia for gunpowder, for 
instance, we want to make it here for our own security. 
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Mr. Firer. That is right. 

Mr. Tautue. And for that reason and other reasons, we protect 
certain industries. We do it in order to.preserve our own lives. We 
must do the things that conditions in the world we live in require us 
to do for our survival. 

Mr. Firer. That is right. 

Mr. Tatur. Now, what do some other nations do in order to pro- 
tect their interests? Let us mention some of them. 

The CuarrMan. Doctor, if that is argument for high protective 
tariffs, silence does not mean consent on my part. 

Mr. Tatue. No, lam not making a high protective argument. 

Mr. Firer. Every country has some type of import controls. They 
require import licenses. Mr. Gaumnitz might go into more detail on 
that. I am sure all of them have controls of their own to restrict 
imports into their own countries. 

Mr. Tauie. That is right, there are tariffs, and quota arrangements, 
pricing arrangements, barter arrangements, various kinds of licensing, 
and then we have, of course, the one that is used a great deal now, the 
depreciation of the currency. In that way foreign nations get around 
trade agreements; they move their currency downward in order to 
increase their exports. 

Mr. Firer. In addition to having price fixing authority in their 
own countries. 

Mr. Tair. Yes and they have State trading, where one govern- 
ment buys up all exportable goods and the other government does like- 
wise and the two governments deal with one another. So, of course, 
the world is far removed from free trade. In a peaceful world, where 
the lion and the lamb lie down together, free trade would work, no 
doubt, very well. 

The CHatrmMan. Well, we cannot settle that mighty argument at 
this particular time. 

Mr. Tauie. Mr. Chairman, let me close with just one item. In 
reading the Senate hearings, Mr. Fifer, I discovered that you conducted 
a famous cow walking trip a few years ago. 

Mr. Firer. That was back in 1929 when I walked a couple of dairy 
cows from Vermont to St. Louis, and I want to recommend to anyone 
who wants to see the countryside, if you walk along the road leading 
a couple of cows, you will see the whole countryside. A 1,300-mile 
trip in about 4 weeks’ time. 

The Cuarrman. Has the Commodity Credit Corporation pur- 
chased any dairy products under the price-support program? 

Mr. Firer. In the present year they have purchased, to my know- 
ledge, only dry nonfat milk solids. 

The Cuarrman. The embargo on dairy products is placed there, as 
I understand it, by the Defense Production Act of last year. What 
comparable legislation was there on the statute books before that? 
There was no embargo before the enactment of that section in the 
Defense Production Act, was there? 

Mr. Firer. There is no embargo in the present act. It is merely 
discretionary control based on some factors. 

The CHatrMAN. Well, it amounts to that. Was there any compara- 
ble legislation on the statute books before the enactment of that? 

Mr. Firer. Before that they had Public Law 590, and that was in 
the Second War Powers Act. That expired last June 30, 1951, and 
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was taken over by section 104 in this act. That control only worked 
in the disposition, acquisition and distribution of products that were 
in world short supply, or required allocations, such as oils, fats, and 
so forth, which is not true today. 

The second provision protected stocks held by the Commodity 
Credit Corporation, and since they today hold no butter and no cheese, 
that act would not be applicable today. Public Law 590 would not 
have any effect whatever. That is my opinion. 

Mr. Gaumnirz. I think I would agree with that. The other two 
statutes commonly mentioned are section 22 of the Agricultural 
Adjustment Act and section 7 of the Trade Agreements Act. 

The CHarrMan. Well, there was no legislation comparable to that 
legislation on the statute books. 

What effect did foreign competition have upon your industry before 
the enactment of section 104? 

Mr. Frrer. It so happened that during the period of the Second 
War Powers Act, the Government did hold stocks of butter during 
that time. There was a shortage of oils, so there was allocation. 
So it worked the same way as section 104 has worked. There were 
no licenses given for importing butter during that period to my 
knowledge, except in limited quantities, 

So from the period of World War II to the present time butter 
imports have been at a very low level, almost nonexistent and before 
that the tariff duty and the rate of valuation of currency acted as 
your barrier. So that gives us the whole picture. 

The Cuarrman. How much dairy products did the Commodity 
Credit Corporation have to purchase in order to maintain the support 
price before the enactment of this act? 

Mr. Firer. 207 million pounds, as I recall, of butter, in the years 
1950 and 1951. 

The CuarrMan. What did that maintain, 90 percent of parity? 

Mr..Firrer. This year it is 90 percent of parity. In 1951 it was 
about 79 percent of parity, or 80 percent. The law requires between 
75 and 90 percent of parity. Last year it was 79 percent and this 
year it is 90 percent of parity. 

The CuatrMAN. Well, the dairy herds have been reduced right 
along, have they not? 

Mr. Firer. Yes, sir. 

The CuarrMan. And they are still being reduced? 

Mr. Firer. The trend is not encouraging. 

The CuarrMaNn. Is that because the beef industry is more alluring 
to those who own dairy herds than the dairying industry. 

Mr. Firer. It has been the fact that the beef returns are higher, 
and there is less labor required. The parity for beef is considerably 
over the parity for milk and butter and other dairy products. 

In fact, it is about 40 percent higher than the average on dairy prod- 
ucts. 

The Cuarrman. And he who is in dairying industry can probably 
make more money out of his cattle by slaughtering them than by 
using them for the purposes of the dairying industry, is that true? 

Mr. Firer. That is right. 

The CuatrmMan. What effect has oleomargarine had upon the price 
of butter? 
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Mr. Firer. As I pointed out it has had some effect because it has 
acted to replace some of the markets for butter, and there is no possible 
way of competing on the price basis because the oil that goes into oleo 
is today 9 or 10 cents a pound and the fat in butter is around 70 or 80 
cents a pound, and the two products have the same fat content. There 
is no way of competing. 

And eventually if we cannot maintain honest dealing, it might mean 
further disruption of butter markets, because they are taking them 
over in an underhanded way. 

The CuatrMAN. Well, there is hardly any limit to the production of 
oleomargarine, is there? 

Mr. Firer. No limit whatever. The production of butter is 
limited to the production of milk, because butter takes the product 
that is left over after the amount of fluid milk is taken off. Today 
it is taking around 23 percent of the total milk supply. 

The CuarrMAN. Do you believe that it is essential to have a foreign 
market for dairy products? 

Mr. Firer. Well, I think—— 

The CHarrRMAN. I mean do you think it is essential to cultivate a 
foreign market to take our surplus in dairy products? 

Mr. Firer. It may be necessary for certain dairy products, but I 
think we could develop a market for all of our butter here for at least 
reasonable years to come, because production and consumption are 
down. I think a market might be developed for dry-milk products 
and cheeses. 

Mr. Gaumnitz. I would say, Mr. Chairman, that under normal 
circumstances, the volume of exports of dairy products which may 
logically be expected by United States producers is extremely small. 
It is limited almost entirely to a little evaporated milk, some nonfat 
dry milk and some cheese, and it is not in the European territory. 

The CHatrMan. The cultivation of business relations, though, it 
seems to me, might increase that, might it not? What have been our 
exportations of dairy products? 

Mr. Firer. Our exportations prewar were almost negligible. 

During the war, and strictly under a war condition, we exported 
large quantities of cheese, evaporated milk, nonfat dry-milk solids 
and butter. 

Following the war, in the rehabilitation period, a lot of that export 
was continued. Likewise, under the ECA program it was continued. 
I expect it may be continued under the Mutual Security Program, 
also through the United Nations program. 

Now, the facts, however, would indicate—it is pretty hard to reduce 
it to a dollars-and-cents figure—but it has been estimated that up to 
50 percent of the export of dairy products, in effect, was purchased 
with United States dollars. It is not a commercial proposition. It 
has not been a commercial proposition, at any time—was not during 
the war and has not been since the war. It has been strictly a matter 
of a partial give-away type of program. 

Now there is no indication, there is no inference that I can see that 
can be logically drawn, that because there were exports of a consider- 
able magnitude under a war condition or under a give-away program, 
that exports might be expected to continue on a commercial basis 
following the cessation of the gift program. 
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The CHatRMAN. What were our exports and imports prior to World 
War II? 

Mr. Firer. I cannot give you all those figures. 

The CuarrMan. As best as you can state them. 

Mr. Fiver. Well, in dollars, prewar, exports of all dairy products, 
in 1937, amounted to $5 million worth; 1938, $6,100,000; 1939, 
$7,000,000. ‘Then in 1940, 1941, 1942, 1943, it increased very rapidly, 
and in 1944 it was $261 million. Now of course a part of that saul 
involve a change in value of the dollar. 

Then $236 million, $296 million. 

In 1947, $267 million; $210 million; $174 million; $86 million; 
$116 million. 

But again I say, that is no indication of commercial exports. It is 
very largely a partially underwritten program. It is almost like saying 
“How many automobiles would be sold if automobiles would be sold 
at a hundred dollars apiece.” 

There is no indication, because 10 billion could be sold, that at the 
commercial rate any would be sold. 

The CuarrMan. What have been the importations of dairy products? 

Mr. Firer. They came down almost entirely on cheese, and the 
amounted, in the same year, starting with 1937, to $12,800,000. 

In 1938, $11,500,000; 1939, $12,800,000. Then they were reduced 
during the war period, with the low being in 1944 at $6,800,000. 

Since then they have increased, and in 1950 were at the level of 
$34,356,000, and in 1951, $25,081,000. 

The CHarrMan. Mr. Fugate. 

Mr. Fuears. Dr. Gaumnitz, you have a table in your statement, 
and you show that in 1946 and 1947 there was only a thousand pounds 
in each of those years imported. In 1948 it went up to 977,000; 1949, 
1,300,000; 1950, 3,492,000; 1951, 5 million. 

In 1950, when the present act was extended, section 104 was added. 

Mr. Gaumnirz. Yes, sir. 

Mr. Fucarer. Did it have any effect on importations for 1951? 

Mr. Gaumnitrz. No. 

Mr. Fueate. It came too late, did it not? 

Mr. Gaumnirz. That is right. Section 104 really went into effect 
in August of 1951. 

Mr. Fueare. What effect will it have on 1952 imports? 

Mr. Gaumnirz. It will reduce the total imports of cheese to about 
a little over two-thirds of the imports in the years 1948, 1949, and 1950, 
or approximately about the same percentage of the imports in the 
vear 1950. 

Mr. Fucatre. You mean about 3 million pounds? 

Mr. Gavcnnirz. Of all cheese, it would be about 40 million pounds, 

Mr. Swain. Depending on what happens after June 30. 

Mr. Fueare. Let us assume that no action was taken last year. 
There would have been no change on the 1951 imports, would there? 

Mr. Gaumnirz. In the last half, there was some, 

Mr. Fuearr. When did the act become effective? 

Mr. Gaumnitz. The regulations were issued August 9, I believe. 

Mr. Fuaare. It did affect them? 

Mr. Gavumnirz. It did, but the full effect probably was not reflected 
in the 1951 import figures. What I am getting at, sir, is this: That 
the intent was, apparently, to allow a quota for the 5-month period 
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from August to December, 1951, which would be five-twelfths of the 
imports in the base period. 

Actually, before the period was over, the quotas were allowed for 
the period August to June 30, of the following year at eleven-twelfths. 

In other words, some materials were shipped earlier in the 11-month 
period. They were not spread evenly over the 11-month period. 

Mr. Fuacarr. Let us assume that section 104 had not been added 
to the act in 1950. What would have been the importations, in 1952? 

Mr. Gaumnirz. In the case of blue mold cheese, I would estimate, 
6 or 7 million pounds. 

Mr. Fucare. What effect would that have had on the industry? 

Mr. Gaumnitz. There would not have been any industry. 

Mr. Swain. That is 70 percent of the market. The market is 
around 10 million pounds. 

Mr. Gaumnitz. I should amend that a little. It might not go out 
completely. In this case and in some other cases, a company may 
have, we will say, a demand that is special for their particular brand 
of blue mold cheese, and no doubt some of that demand would remain 
regardless, and at a price which would perhaps be out of line with the 
total, but by and large the effect on the industry would be that the 
industry would be reduced to, well, I would guess, perhaps, 2 million 
pounds a year. I do not know how you would figure it. , 

Mr. Swarn. It is hard to say how far it would go. We had three 
fellows from Denmark here under ECA funds and they felt that they 
could ship to this country 16 million pounds of blue mold cheese and 
have it absorbed by the domestic market, where the top market 
that we have ever had is 12 million pounds, including all domestic 
production when no imports were available, which is double what it 
was prewar. 

Mr. Fucatr. Do you know what Denmark’s production of blue 
mold cheese is? 

Mr. Swary. You can figure it relatively this way: that their exports 
to this country represent about 5 percent of their total capacity. 

Mr. Fuaare. It would not affect them too much if there was a 
restriction on it. 

Mr. Swart. The restriction amounts to less than a quarter of a 
million dollars, the difference between the restrictions and what they 
could possibly sell in this country if they had all the market, would 
run to about a quarter of a million dollars. But with their restric- 
tions they are able to get a higher price, so the differential is not even 
that great. 

Mr. Fucarre. What percentage of cheese import does blue mold 
represent? 

Mr. Swarn. Of the total amount of cheese imported? 

Mr. Fucate. Yes, sir. 

Mr. Swain. That I could not answer. 

Mr. Gaumnirz. In 1951 it was 5 million pounds out of something 
over a billion pounds. 

Mr. Fueare. It is very small, yes, sir. But there are a number of 
cheeses, of course. Cheddar is the principal one in this country, 
leaving aside cottage. Cheddar cheese is perhaps around 75 to 80 
percent of total United States production. But we have a large 
number of other varieties, and particular importations, or importations 














S64 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


of particular varieties will compete, immediately, and quite directly, 
with comparable varieties. 

Mr. Swain. Most of the plants producing blue mold cheese in this 
country cannot be converted easily to other types of cheese. 

Mr. Fucars. Is Denmark the largest exporter to this country? 

Mr. Swain. Of blue mold? 

Mr. Fueare. Yes, sir. 

Mr. Swain. Yes, sir. 

Mr. Fucare. And of all cheese? 

Mr. Swan. No. 

Mr. Fuaare. Which country is it? 

Mr. Swarn. Probably Switzerland or the Netherlands. 

Mr. Gaumnirz. I do not have that information; I could supply it. 

But I would like to correct one statement I made. I think you 
asked what percentage of total cheese imports are constituted by blue? 

Mr. Fueartr. That is right. 

Mr. Gaumnirz. I gave you the wrong figure. About 5 million 
pounds of blue cheese was imported in 1951, and the total importations 
in that year were 52 million pounds, which would mean about 10 
percent. I was using domestic production. 

Mr. Fueare. Last fall a number of us on this committee were in 
Europe, in Austria, the Netherlands, and in France and Italy. We 
met with groups who were protesting the effect of section 104. They 
left the impression with us that it was having a disastrous effect on 
our economy. If it does not represent more than you indicate I 
cannot see how it would affect them too much. 

Mr. Gaumnirz. The only answer I can have to that is it would 
depend in part on how much in need of dollars the particular country 
might be. From that standpoint it might be very important. From 
the percentage of total exports of the exporting country coming to the 
United States, then I am sure it would be a small percentage of the 
cheese produced by any one of the countries. 

Mr. Fueare. Well, they offered this argument that they could 
relieve us of some of the burden, under ECA programs, if we would 
accept more of their exports, and pointed particulary to the restrictions 
under section 104. And of course they made a case for themselves. 

Mr. Gaumnirz. Certainly; yes, sir. I think a case can be made in 
that manner. However, the question is, should an industry in the 
United States be very largely wiped out in order to accomplish that 
purpose or might it not be done in a better manner? That is the only 
question I have. 

Mr. Fucarer. There are no restrictions otherwise, except quota 
arrangements under the Trade Agreements Act, are there? 

Mr. Gaumnirz. There are no restrictions as far as the United 
States is concerned except the tariff and the quotas. There are 
duties on most dairy products. 

Mr. Fucatr. That is all, Mr. Chairman. 

Mr. Brown. Mr. Nicholson. 

Mr. Nicnotson. Do we ship any cheese to Denmark? 

Mr. Gaumnitz. Not to my knowledge, at the present time. 

Mr. Nicuoison. Do they ship to us? 

Mr. Gaumnirz. Yes, sir. We did ship some nonfat dry milk solids 
or dry skimmed milk 2 vears ago. That was used for feed so it must 
have been dry skimmed milk. 
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Mr. Nicnotson. We do not ship any kind of cheese to Denmark 
now? 

Mr. Gaumnitrz. Not to my knowledge. 

Mr. Nicuotson. Is their blue mold cheese better than ours? 

Mr. Gavumnirz. I will refer that question to Mr. Swain. 

Mr. Nicuotson. Well, I go in to buy a pound of cheese in the 
market, and this kind of cheese is like rubber, you can roll it in your 
hand and does not taste any more like cheese than anything in the 
world, and then I go over here to buy a pound of cheese and it is real 
good and that is the kind I alw ays buy, and forget about this. 

Mr. Gaumnirz. Are you referring to blue cheese? 

Mr. Nicuouson. Yes, sir. 

Mr. Gavumnirz. Or to all cheese? 

Mr. Nicuouson. I am referring to blue cheese. Because some of 
the cheese we get on the market is pretty cheesy. 

Mr. Swain. In this country I think we are making generally the 
best blue cheese that is made anywhere in the world. Some of it is 
shipped a little too young and particularly now, when the producers 
have been confused and were not sure of what was going to happen, 
whether they were going to have repeal of 104 or not. Some of the 
cheese is a little young. However, at the present time we are still 
shipping 120-day cheese which we think is very desirable. 

When we had visitors from Denmark they came to our plant pri- 
marily because they wanted to study blue cheese production in the 
United States, and they confided and pointed out—not confided, I 
should not say that—they told us their primary problem was market- 
ing. Their cheese would slime, would spoil, get soapy, unless con- 
sumed within about 60 days after it came to this country. 

They also stated they were shipping cheese at 45 to 60 days from 
the date of make, so it came under our standards of identity and the 
term of holding, but they wanted it sold within 60 days, otherwise 
they experienced difficulty. They were interested in our process of 
waxing cheese under cure and were very much surprised when we 
told them we did not ship cheese under 120 days. So we think we 
produce good quality. They want their cheese consumed in 120 days 
from the date of make. I think perhaps that answers your question, 
does it not, as to quality? 

Mr. Nicuouson. It does in a way. I am convinced that cheese 
makers in this country, a great many of them, anyway, are sending 
out a product that if they kept it another month or two, or two or three 
more months, would be just about twice as good cheese. 

Mr. Swain. That might be true at the present time but over a period 
of time I think that the blue mold producers do hold their cheese 
long enough to get a satisfactory cure on it and exceed any import. 

Mr. Nicuotson. Well, I get a lot of letters relating to section 104, 
and I am convinced that those people do not know any more about 
it than T do. 

Where does this propaganda or whatever you want to call it, come 
from, in regard to this cheese question? 

Mr. Swarn. There are a lot of people who feel that blue cheese is 
historically Danish. Actually their production and development in 
that country just about paralleled our own as I pointed out. It was 
in 1936 that Denmark really got their break and it is the first year that 
you see any substantial amount of blue cheese being imported into 
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this country. Weare the oldest producer in the country of blue cheese 
and we started in 1935. 

It was in 1936 that Italy invaded Abyssinia. England had been'a 
large consumer of Gorgonzola, which is another type of blue mold 
cheese made in Italy. They cut off their trade relations and Denmark 
immediately seized the opportunity of expanding their production to 
satisfy the English market, so they got into it actually about 1936 and 
most of the production in existence in this country started in the period 
from 1935 to 1940. So we have just as much knowledge and produce 
just as good a cheese as comes from across the water of that particular 
type. 

Mr. Nicnotson. Have they as many cows in Denmark as they have 
in Wisconsin? 

Mr. Swain. They quite often compare Denmark to Minnesota, 
comparing it very favorably in dairy products and in the agricultural 
set-up. 

Mr. Nicnotson. And about the same population? 

Mr. Swarx. Not the same in numbers, no. The population is 
smaller. 

Mr. Nicuotson. That is all. 

Mr. Brown. Mr. McDonough. 

Mr. McDonoveu. In addition to your appeal for the retention of 
section 104 in the bill, what about the present price to the retailer as 
compared to the ceiling price of OPS on cheese generally? 

Mr. Swarn. Bulk cheese in itself has no ceiling price because milk 
has not reached parity according to the Department. 

Mr. Gaumnirz. I think perhaps vou misstated that, Mr. Swain. 
There is a ceiling price in this sense, that the ceiling price for all 
cheese is the price which prevailed in the period in January, roughly, 
of 1951. That ceiling price may have been increased by any increase 
in prices paid producers for milk, over what was paid in that same base 
period. Soin that sense there is a ceiling price. 

Taking cheddar as an example, the wholesale price of cheddar 
cheese in the base period, on a Plymouth, Wis., basis, was about 
40% cents. Today the Plymouth price is 38 cents. It is actually 
lower than it was in the base period and therefore there might be 
exceptions but by and large the ceiling price would be no different 
than it was in the base period. 

Mr. McDonovau. Is the volume up? 

Mr. Gaumnirz. No, sir, it has been reduced. 

Mr. McDonoven. And still the price is lower, than the base 
period price? : 

Mr. Gaumnitz. Yes, sir. 

Mr. McDonovan. Is there any reason to believe that it will in- 
crease in pree? 

Mr. Gaumnitz. That cheese will increase? 

Mr. McDonovau. Yes. 

Mr. Gaumnitz. It depends a lot on what is done under section 
104 and what is done under any alternative statute. In the short 
run, if there is no action under 104, if there is no extension of 104, 
no regulations under 104, no action taken under any of the alterna- 
tive statutes, then I would assume that, in the first instance, the price 
of cheese and other manufactured dairy products would likely be 
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reduced. That might be the tendency temporarily in the case of 
milk for fluid distribution. 

Over a period it is practically certain that the price of milk used 
for fluid distribution would increase and manufacturing diminish. In 
other words, there is a difference between the short term and the 
long term. 

Certainly, if 104 is not maintained over a period, milk production 
will be reduced. If milk production is reduced, fluid milk prices will 
be increased, manufactured-products prices will be decreased, over 
a period. 

Now immediately, most of us, I think, believe that in the next 
12 months milk production even with section 104 in effect, is likely 
to be reduced. If 104 is eliminated, then that reduction will be 
accentuated. 

Mr. PatMan (presiding). Mr. Betts. 

Mr. Berrs. Are you claiming that 104 should be retained as 
permanent legislation? 

Mr. Gaumnirz. We have said here for a 3-year period or until the 
international situation is clarified. What we mean by that is this: 
In the first place, the present international deal seems to be so confused 
that there seems to be nothing short of a quota which will enable 
producers to know where they are, enable them to make plans. 
I think Mr. Paul this morning indicated that to double herds, I 
believe he said, would take 9 years. And he also made the point 
that if herds are reduced they cannot readily be increased within a 
3-year period from the time of, the birth of the calf. 

He went into the question, them, as to how far ahead producers are 
going to be able to plan. If it appears that there is to be no import 
restriction, then I would assume that there will be a great exodus 
out of the dairy business of the United States, milk producers going out 
of the business. It will accentuate that trend. 

If 104 is retained or comparable action is taken, then there will be 
less tendency. But there will still be a tendency in that direction. 
Prices today are not sufficient, according to the records, to maintain 
milk production, in spite of an increase in population. Milk produc- 
tion has been going down since 1945. And there is every indication 
it is going to continue to go down under present conditions. It will be 
accentuated if 104 is out of the picture. 

Mr. Parman. Are there any other questions? 

Mr. Dotuincrer. Dr. Gaumnitz, domestic cheese is cheaper than 
imported cheese; is it not? 

Mr. Gaumnirz. That depends on the cheese. 

Mr. Douuncer. On the whole domestic blue cheese is cheaper 
than imported blue cheese? 

Mr. Gaumnirz. I will have Mr. Swain answer that. 

Mr. Dotumcer. Generally speaking, I believe, and I think the 
public is of the opinion, that domestic cheese is cheaper than the 
imported. 

Mr. Gaumnirz. With Cheddar it would not be the case. 

Mr. Swain. Imported cheese generally, at the present time, the 
prices are just about equal in New York. However, before the 
quotas actually became effective which was probably February of 
1952, just this current year, there was no shortage of imported cheese 
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and they were able to undersell us by 4 to 6 cents a pound in New 
York, and I am speaking of the wholesale level. 

When you get to the retail level that is 8 to 12 cents a pound. 

Mr. Doturncer. You also made the statement that in your opinion 
domestic cheese was better in quality than imported cheese. 

Mr. Swain. Yes; I feel it is. 

Mr. Do.timncer. Why should you worry about competition from 
foreign cheese if we have better cheese and at the same price as 
imported? 

Mr. Swatn. You have the problem of the buyer interested in 
making as long a margin of profit as he can, so he is interested pri- 
marily in price and not quality. We had that case, where stores 
would sell the import, because they could buy it a little bit cheaper 
and be more competitive. 

Mr. Doturncer. The public is interested in good cheese at the 
best price it can be purchased. If domestic cheese is better they are 
going to buy it. If imported is better they are going to buy it. 

Mr. Swarn. It is not the public that buys the cheese. They buy 
what is made available to them. It is not always bought on quality 
but bought on price like many other commodities. 

Mr. Douurncer. Do the public buy because the product is adver- 
tised on TV or radio? 

Mr. Swain. There is not enough in blue cheese to do much adver- 
tising. ‘Take 10 million pounds, a cent a pound, which is the profit, 
you have a hundred thousand dollars. You cannot do much on TV 
with that. 

Mr. Nicuouson. The reason herds are falling off is because they are 
killing the calves for beef instead of letting them grow into milk cows, 
is that not right? 

Mr. Gaumnirz. Apparently the number of calves being kept for 
cows is not sufficient to maintain herds. 

Mr. Hays. Right at that point, you made the statement that you 
thought the exodus from the dairy business would be accelerated if 
104 were discontinued. Do you mean that as a general thing 
throughout the country, or in special areas where they sell largely 
for cheese making? 

Mr. Gaumnitz. It would be generally true throughout the country, 
that is, if you took the average for the U.S.A. But Ihave no question 
that it would differ by areas, materially. It is probable that the 
reduction in the case of fluid milk would not be nearly as great as 
the reduction in so-called manufacturing milk areas. 

Mr. Hays. Well all the agricultural experts claim that the demand 
for fluid milk is going to increase. 

Mr. Firer. That is right. 

Mr. Hays. And the point I am getting at is this might happen in 
areas where the great bulk of the milk is sold for manufacturing pur- 
poses but it certainly would not happen necessarily, would it, in the 
fluid milk areas? 

Mr. Firer. But the fluid milk areas are expanding all the time and 
taking in those manufactured milk areas. 

Mr. Hays. You mean they are reaching out further and further? 

Mr. Firer. That is right. If we did not have the great amount 
of milk used for butter in World War II available to divert to the 
cheese production, they never could have increased cheese like they 
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did in a period of a couple of years. That is the reason butter went 
down. They purposely increased the price of cheese to encourage 
more production of cheese and milk was moved into cheese production 
right away. 

Mr. Hays. Then you had an artificial inflation of the cheese pro- 
duction? 

Mr. Firer. In the case of manufactured dairy products, we would 
hope to maintain production. In the case of milk used for fluid pro- 
duction it would probably be increased. In other words, that goes 
back really to some things that were mentioned this morning. 

The Department of Agriculture some several years ago estimated 
the amount of dairy production that should be consumed to maintain, 
or to furnish, an adequate or a relatively adequate diet. And as I 
remember those figures, it was somewhere in the neighborhood of 
about an increase of 10 percent in the total United States milk produc- 
tion. That study, I think, was made in around 1943 or 1944. 

So that there is a question at the present time, as to what the 
purpose is to maintain milk production, or increase it, as a part of this 
general defense deal; then certainly it will not be increased or main- 
tained if 104 goes out of the picture and nothing replaces it, unless 
something else comes along, of course. 

Mr. Hays. One other thing I have in mind. Do you say that the 
domestic cheese is better than the imported, and if so, on what basis do 
you arrive at that? 

Mr. Frrer. I would answer that question in this way: Every time 
you get three cheese people together and ask them which particular 
cheese they like better than some other cheese, one will say this one, 
one will say that, and the other will say that. 

Mr. Hays. How does your fat content compare with, say, Dutch 
Edam cheese, and domestic Edam? 

Mr. Firer. As I remember, approximately the same. At the 
present time both must meet the fat and moisture requirements of 
the Federal Security Agency, which issues standards of identity for 
Edam and Gouda—some 2 years or 3 years ago. 

Mr. Hays. Does not the Dutch Government control the fat content 
of Edam now way below what it used to be? 

Mr. Frrmr. I believe it controls the fat content but if it is sold in 
the United States, it will have to meet United States standards. 
As far as 1 remember the hearings, there is not very much difference, 
they are practically the same. There might be some variation but 
it would be slight. 

Mr. Parman. Mr. Gamble. 

Mr. Gams. Where does all this propaganda originate against 
section 104? All the mail I have gotten is against it. Of course I 
represent consumers and not dairy interests. 

Mr. Frrrr. I do not know that I can answer that. I was a little 
surprised myself at noting that the letters which came from certain 
of the foreign countries all came at about the same time. It always 
strikes vou-——at least when I get 50 letters from a group of people, 
all at onee, I kind of have a little reason to think that possibly 
somebody induced a part of those letters. 

Mr. Gamste. I get that same thought at times. 

But one more question: You had a free market before this section 
104 was put in. And vet last year, none of your group came before 
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this committee and advocated section 104. It was put in the bill from 
the floor. Was that an afterthought or how did you happen to slip 
up and why did you not try to get it in in 1950 as well as 1951? 

Mr. Firer. Well I think there are two answers to that. 

In part it was a slip, frankly. 

Mr. Gamsue. | did not know we had missed anybody last year nor 
does it seem like we are missing anybody this year. 

Mr. Firer. In part, however, the industry had not begun to feel 
the effects of, 1 would say, the changed conditions internationally. 

Remember that the industry was, in part, supported. There were 
price support programs in effect, since the war—there have been price 
support programs in effect since the war. 

Now prior to the Korean incident, the price of dairy products was 
not. so far out of line with the price of competing agricultural products, 
and also, there were some subsidized export programs. 

So at that stage, it did not appear that there would be any sharp 
or material decline in milk production. 

Now it begins to appear that that is not the case. We are moving 
in the other direction. Now it is true that if you look at the figures, 
production began to slide off a little in 1945, but it seems to have been 
accentuated a little by it. It is going off a little faster. It is a combi- 
nation of things, in other words, which brings it to the forefront now. 

There is another thing that should be mentioned. Up until a year 
ago, in the case of butter, at least, the importation was controlled 
under Public Law 590, and it was not until that gap of about a month, 
when there was nothing in effect, that suddenly the industry began 
to be alive. 

In the first instance, we would assume that importations might be 
greater in the case of butter, rather than in the case of cheese. Over 
a period of time, it appears that we would all be in about the same 
shape. 

So, in part it is a changed situation which becomes more apparent 
as some of the other artificialities, | guess you would have to say, 
pass out of the picture. You have a new set of artificialities, looking 
at it in another way. 

Mr. Gamsue. In other words, the situation is not so much a price 
situation, that the housewife is going to get cheese much cheaper if 
imports are allowed to come in, as it is that we are going to be helped 
in our dollar exchange and having to do less from the economic stand- 
point of helping Europe? 

Mr. Firer. That seems to be the theory. There seems to be a 
theory that we should move in the direction of a free-trade economy 
and the point which | have I have been trying to touch on in my own 
discussion, is that there is no semblance of free trade today. ‘Trying 
to impose a free-trade theory in a setting which contains no element 
of free trade, does not make sense. It becomes a push-and-haul 
type of thing, a rough and tumble. 

Some of the conditions that would be required for the economists’ 
idea of free trade would be, for example, the free international move- 
movement of goods and services, free movement of gold, free move- 
ment of manpower—people—free-exchange rates, and so on. None of 
those conditions exist today. 

Mr. Gamsce. In other words, we have somewhat of a controlled 
economy. 
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Mr. Parman. Thank you, gentlemen, very much. You bave been 
very patient in answering all the questions that the different committee 
members have desired to ask you. Thank you very much for your 
attendance here and your testimony. It will all be considered by the 
committee. 

Now, Mr. Chairman, I would like to ask a gentlemen who has pre- 
pared some information for me on the nonfat dry milk solids to put it 
in the record at this point. 

Mr. Brown. That may be done, Mr. Patman. 

Mr. Parman. Mr. Jones, would you mind just taking a minute to 
explain what it is, please? 


STATEMENT OF ROBERT E. JONES, PUBLISHER, WESTERN DAIRY 
FOODS REVIEW 


Mr. Jones. Mr. Chairman and gentlemen, my name is Robert KE, 
Jones. lam publisher of the Western Dairy Foods Review, 593 Mar- 
ket Street, San Francisco. 

I em glad of this opportunity of telling you what a boon the Con- 
gress conferred on the dairy industry when it substituted the true 
name of nonfat dry-milk solids for the old name dry skimmed milk, 
which a former head of the Food and Drug Administration refused 
to change. 

The author of the bill, which is now law, is your Member, Mr. 
Wright Patman. 

Mr. Patman asked this morning that I get figures as to the increase 
in the consumption of these products since the law passed. 

Mr. Parman. How much has the increase been since the passage 
of the law? 

Mr. Jones. Total usage of nonfat dry-milk solids increased in this 
country from 248 million pounds in 1945, to 668 million pounds in 
1951, but the most remarkable development has been in the increase 
in the household package. The industry sold a little less than 2 mil- 
lion pounds in household packages in 1947, and 60 million pounds in 
1951. 

This growth in volume of business has been accomplished through 
extensive advertising and promotion, made possible by the fact that 
the Congress gave us a name that could be used in advertising. 

Currently 1 am in Washington associated with the Dairy Industry 
Committee and many others of the agricultural industries asking that 
the Congress free us of the incubus of controls which is throttling 
dairying and diminishing production. 

Again, thank you for this opportunity to tell about a good law that 
has been a boon to our industry. 

Mr. Parman. I do not want to impose on these other witnesses, 
Mr. Jones. It is very nice of you to prepare that testimony. Thank 
you very much. 

Mr. Brown. Thank you, Mr. Jones. Call the next witness, Mr. 
Clerk. 

The Crerk. Martin A. Fromer, representing the Cheese Importers 
Association of America. 

Mr. Brown. You may proceed, Mr. Fromer. 
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STATEMENT OF MARTIN A. FROMER, COUNSEL, CHEESE 
IMPORTERS ASSOCIATION OF AMERICA 


Mr. Fromer. I would like to say first I represent the Cheese 
Importers Association, a Nation-wide organization which has within 
its membership a major portion of the importers of cheese in the 
United States. 

I believe that we are the only dairy interests represented here today 
opposed to section 104. 

I have listened very attentively, as I know you have, to the state- 
ments of the various witnesses who preceded me. 

The offices of the association are located at 51 Chambers Street, 
New York City. 

We strenuously oppose renewal of the import restrictions on cheese. 

During, and since, World War II, there have been provisions in the 
law which permitted the Secretary of Agriculture to ban imports of 
fats and oils, including butter. This was the condition until July 1, 
1951, when, instead of renewing the authority of the Secretary in the 
Second War Powers Act, the provision was added as a rider, which 
became section 104 of the Defense Production Act of 1951, and “‘cheese 
and other dairy products’? were added to the products subject to 
import control. 

You are all familiar with the circumstances under which this was 
accomplished. There was no notice of the proposed action given to 
the industry; no opportunity to be heard was permitted, either to the 
industry or to consumers; suddenly, and without any moving cause or 
justification, we were faced with a ban on cheese imports. 

Section 104 of the Defense Production Act provides that when the 
Secretary of Agriculture determines that certain criteria set forth in 
the act, exist, no imports of the listed commodity “‘shall be admitted 
to the United States.’ The Secretary has interpreted the section to 
be mandatory. In the case of cheese, he has determined that the act 
compels him to limit imports to the yearly average imports for the 
years 1948, 1949, and 1950. The years 1948 and 1949 were subnormal 
cheese-import years. European sources, with our help, were just 
getting back on their feet, and even by 1950 had not reached the level 
of their cheese exports of 1939, whereas, our own domestic-cheese 
production and consumption had increased during the same period 
by over 50 percent. We imported cheese in these base years as 
follows: 


Pounds 
NG PD Boks Se en ae i Eee i ei cS Rar ee ee ae 23, 557, 000 
i) RS CE IT ae aes he Maret eben | Re Aa 4 alsin a Andee Sy 32, 014, 000 
IE oe AAS CR eatery Gln augue et Meaney ety Shoe 56, 189, 000 
ORE MV RRNNO. 2 22 Ue a ae ees et i 37, 253, 000 
Gombbbrnd wie 8030 iio6 3 oe es i es Soe ek cae he eae 59, 071, 000 


The Secretary’s order, made necessary under the terms and pro- 
visions of the act, has cut cheese imports to an average annual amount 
of about 37,253,000 pounds, or about 33 percent less than 1950 and 
about 40 percent less than the rate of imports for the first half of 1951. 

The volume of cheese imports does not injure the domestic industry. 

Section 104 of the Defense Production Act, among other things 
hereafter proven, confiscates and destroys a substantial portion of 
the business of American cheese importers. This is a very serious 
and dangerous precedent unless supported by very substantial and 
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compelling reasons. We submit that there are no such reasons and 
in support of this contention cite the following: 

We submit herewith a group of schedules and graphs containing 
statistics with regard to cheese imports; United States cheese pro- 
duction; and cheese exports. We draw to your attention facts con- 
tained in these statistics. 

1. Cheese imports prior to World War II were as high and higher 
than current importation of cheese. During the year 1939, the last 
prewar year, cheese imports amounted to 59,071,000 pounds, as com- 
pared with 56,189,000 pounds during 1950, and about 52,000,000 
pounds for 1951. 

2. Domestic-cheese production has increased during the same period, 
from 1939 to 1950, from 708,500,000 pounds to 1,171,825,000 pounds 
per annum. 

3. Cheese exports during recent years have exceeded our imports 
and continued to do so during 1951 when cheese exports totaled 79 
million pounds against imports of 52 million pounds. 

4. The average percent of imports of cheese compared to domestic 
production and consumption for the years 1931-39, the last normal 
representative period, is 9.4 percent, and 8.7 percent, respectively, 
compared with a ratio in 1950 of 4.8 percent. 

5. Cheese consumption has increased from 766,091,000 pounds in 
1939 to 1,173,000,000 pounds in 1950. 

6. Based upon domestic production of 1,171,825,000 pounds and 
domestic consumption of 1,173,324,000 pounds during the year 1950, 
the proper ratio of imports based upon the said average for the years 
1931-39 would be 110,074,000 pounds. 

7. Cheese imports in 1950 were only about one-half of the normal 
proportionate amount based upon domestic production and con- 
sumption. 

8. The average of cheese imports for the years 1948—50 is 37,297,000 
pounds, which is only about one-third of the normal proportionate 
amount of domestic cheese consumption and production, or only about 
3 percent of domestic production and consumption. 

These were the facts on cheese imports compared with domestic 
production and consumption when section 104 was added as a rider 
to the Defense Production Act without an opportunity on the part 
of the industry to be heard. The continued growth of domestic 
cheese production, and particularly of foreign types of cheese, and 
the relative insignificant amount of cheese imported, became even 
more pronounced in 1951. The total United States cheese production 
in 1951 was 1,157,560,000 pounds, the fourth highest of record, and 
1 percent greater than the 1945-49 average. Swiss cheese produc- 
tion during 1951, at 100,020,000 pounds, reached a new record high, 
52 percent above the 1945-49 average. Domestic Italian type cheese 
production totaled 61,950,000 pounds, highest of record, except for 
1946, and 12 percent more than the 1945-49 average. 

Contrast this growth and volume with the fact that supplies of milk 
for manufacturing is being steadily reduced by increased fluid-milk 
consumption without compensating increased milk production. The 
Department of Agriculture’s publication Dairy Situation for January— 
February 1952, reports that supplies of dairy products per person in 
1952 are the lowest in three decades and that the quantity of milk 
available for manufacturing (including the milk equivalent of farm- 
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separated cream) will reach another record low for 1952. The output 
of cheese, evaporated milk, condensed milk, and dry whole milk 
probably will be about the same as in 1951. With supplies of the 
various products no greater than in 1951 and consumer demand at 
least as strong, it is likely that prices will average higher than a year 
earlier during 1952. 

(Nore.—With supplies no greater than 1951, and imports reduced 
an estimated 20,000,000 pounds between 1951 and 1952, the question 
arises how this deficiency will be filled.) 

It is apparent that the volume of cheese imports is not such as to 
cause or threaten injury to the domestic industry. On the contrary, 
cheese imports have a stimulative effect upon domestic production, 
The domestic production of various foreign type cheeses, such as blue 
mold cheese, Swiss and Swiss Gruyere cheese, Italian types, Holland 
types, French types, and so forth, were all induced and stimulated by 
imports. The production in this country of such popular cheeses as 
blue cheese only started in 1937, and process Gruyere cheese even 
after that. Imports are of definite benefit therefore to domestic cheese 
production. 

The price of imported cheese does not injure the domestic industry. 
The price of imported cheese is higher than the price of domestically 
produced cheese, and many types of imported cheese are not produced 
in the United States, yet the import restrictions apply equally to all. 
Most of the cheese we import from Italy is made from sheep’s milk, 
as is also Roquefort cheese from France. We do not make cheese 
from sheep’s milk in the United States, and this cheese is distinctly 
different from any cheese we make here. A great number of specialty 
cheeses which we do not manufacture here are also imported from 
abroad. 

Wholesale prices of both imported and domestic cheese are reported 
each day in the New York Journal of Commerce. These reports 
prove that both at the time the legislation here involved was enacted, 
and at the present time, prices of imported cheese were higher than 
those of domestic cheese with the possible exception of blue cheese. 
With regard to the latter, we would like to point out that only for the 
brief period from December 1950 to August 1951 was the price of the 
imported product reported as lower than the domestic. The difference 
in price was on an average less than 5 percent. The conditions under 
which this came about were gone into in considerable detail last 
month in a hearing before the United States Tariff Commission under 
the “escape clause” provision of the Tariff Act. Total imports of 
blue mold cheese from all sources in 1950, including Blue cheese from 
Denmark, Gorgonzola from Italy, Stilton from England, amounted 
to only 3! million pounds, or only 6 percent of cheese imports. 

Import restrictions are causing shortages and inflation. Prices of 
foreign types of cheese have been skyrocketing and are out of propor- 
tion to other types. For example, the New York Journal of Commerce 
of August 24, 1951, quotes domestic Cheddar cheese, at wholesale, at 
41-42 cents per pound and domestic Cheddar cheese, at wholesale, at 
41-42 cents per pound and domestic Swiss cheese at 45-49 cents per 
pound. On May 2, 1952, the same source quotes domestic Cheddar 
cheese at 41-43 cents per pound and domestic Swiss cheese at 61—65 
cents per pound. Note that Cheddar cheese had not gone up in price 
while Swiss cheese went up 16 cents per pound. 
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Inflated prices for domestically produced foreign types of cheese 
have apparently stimulated production of these types at the expense 
of the production of American types, in a market of limited milk 
supply. Department of Agriculture production figures for March 
indicate that production of American types dropped from 65,495,000 
in March 1951 to 59,070,000 pounds in March 1952—a drop of 10 
percent. In the same period, domestic Italian type cheese production 
increased 4 percent from 6,020,000 to 6,240,000 pounds; Swiss in- 
creased 3 percent from 7,550,000 to 7,800,000 and blue mold cheese 
production increased 65 percent from 510,000 pounds to 840,000 
pounds. 

Cheese, dairy, and agricultural products exports exceed imports. 
As noted above, our cheese exports exceed our cheese imports. This 
was not merely “give away,” but in actual value as well as poundage. 
ECA financed procurement amounted to only 2 percent of cheese 
exports. In 1950, we exported $86 million worth of dairy products 
compared to imports of $34 million worth. 

As stated recently by Willard L. Thorp, Assistant Secretary of 
State for Economic Affairs, who has testified at this hearing: 

The United States is an exporting nation. We are organized to sell abroad. 
Last year, we exported the equivalent of nearly 1 out of every 2 bushels of wheat 
harvested, 1 out of every 3 bales of cotton picked, every fourth pound of tobacco 
produced, and about 1 out of every 2 pounds of prunes dried. Our movies and 
our manufactured goods industries have large foreign markets. In fact, most 
United States producers have an interest one way or another in the export market. 

The continuance of section 104 seriously jeopardizes our own agri- 
cultural exports. Recognizing this fact, the American Farm Bureau 
Federation and many other Farm and Agricultural groups have stren- 
uously opposed this section of the act. Our agricultural exports in 
1950, to the countries which have formally protested against import 
restrictions (Canada, France, Italy, Netherlands, Switzerland, Den- 
mark and New Zealand), amounts to in excess of $818,000,000, com- 
pared with agricultural imports from those countries of only 
$346,000,000. 

Cheese imports have not resulted in any price support program for 
cheese: 

There have been no purchases of cheese for support purposes for 
over seven months, and the total amount purchased in 1951 was 
negligible. Less than 1 million pounds compared to 109 million 
pounds in 1950. The price of milk and butterfat are over parity. 

Alternative statutes to accomplish the necessary protection of 
domestic industry are in full force and effect. 

In addition to the duty imposed on cheese imports under the tariff 
act, other statutes authorize import controls under proper safeguards 
against arbitrary, unwarranted and unreasonable regulation, which 
include investigation, hearings and findings, and which are within the 
framework of existing international agreements. These statutes 
include section 22 of the Agricultural Adjustment Act and section 7 
of the Trade Agreements Extension Act. 

By section 709, the control functions exercised under the Defense 
Production Act are specifically excluded from the operation of the 
Administrative Procedure Act. Although a hardship provision is 
included in the Defense Food Order promulgated under the act, there 
is no provision for judicial review of any arbitrary or discriminatory 
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determination. Stenographic minutes are not even taken upon any 
appeal based on hardship and no review could be had even if such 
minutes were taken. Contrast this with the democratic procedure 
established under the provisions of the other statutes authorizing 
import controls. 

Domestic producers have been fancying and predicting all sorts of 
dire results if cheese import controls are not continued in section 
104, including the support of world cheese prices. None of these 
things have ever occurred before, and no such conditions existed or 
were threatening when section 104 was put in as a rider to the Defense 
Production Act; nor are they threatening now. Congress is not going 
out of business. It is still here and will be here to protect the interest 
of this country even after the Defense Production Act is acted upon, 
if and when such conditions arise which require legislation in addition 
to that already existing. 

Section 104 is harmful to our political, military, and economic 
well-being. 

The United States has actively encouraged friendly nations to 
again produce the cheese for this market with which they had pre- 
viously supplied us so that we could help them become strong eco- 
nomically and physically, for our own good. We sent our representa- 
tives to Denmark, the Netherlands, and other countries, and urged 
them to produce cheese for this market so that they could earn dollars 
to build defenses instead of our having to give dollars to them. 

Now, after they have produced the cheese, we say, “No; you cannot 
ship any more cheese into this country than 33 percent less than you 
shipped last year, even though what you are shipping is less than 
what we im ported in 1939.”’ Such action can only serve to let the 
world know that this Nation is irresponsible, and, therefore, cannot be 
relied upon. Such action plays right into the hands of the Commu 
nists, who now in effect are telling these nations: “See—the United 
States does not want you to sell to the east, and now it will not let 
you sell to the west, either.” 

The gap between United States exports and imports is increasing 
all the time. The gap is currently at the rate of $5 billion per year. 
The more the United States urges its allies, who incidentally are our 
principal sources for imported cheese, to rearm, the more dollars they 
will need, and the only way for them to get dollars is to earn them or 
get them for free out of the United States Treasury. The latter is 
no way to build a strong economy. 

Section 104 violates the Trade Agreements Act to which the United 
States is a partner, the basic concept of the Marshall plan into which 
we have poured billions of dollars, and the objectives of the Mutual 
Security Act. 

The President of the United States is opposed to section 104 as 
harmful to our political and economic strength. 

The Secretary of Agriculture is opposed to section 104 as harmful 
to our agricultural interests. 

The Secretary of State is opposed to section 104 and has stated: 


Section 104 requires the United States to take action contrary to the basic pro- 
visions of agreements under the Trade Agreements Act to which the United 
States is a party, and to take action contrary to the objectives of the Mutual 
Security Act. Apart from the immediate effects of the particular measure, incon- 
sistencies of this sort tend to undermine the basis on which our position of leader- 
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ship rests, by raising fundamental doubts in the minds of the other countries of 
the free world as to our sense of responsibility and the nature of our goals. 

The damage which these restrictions have done is aggravated by the fact that 
the provisions involved embody principles on which the United States has always 
put great store. These principles are aimed at developing the kind of trading 
system among the friendly countries of the world in which businessmen could 
buy and sell their goods with a minimum of governmental interference in their 
activities. This attitude toward quotas and other governmenta! restrictions on 
trade is essential if private enterprise is to maintain its place in the conduct of 
international trade. 

* * * * * * * 

Of course, in any balanced appraisal of the desirability of section 104, one has 
to take into account not only its effects upon our foreign policy objectives, but 
also upon our domestic agriculture. On this score, representatives of the Depart- 
ment of Agriculture have repeatedly stated their considered judgment that the 
measure hurts rather than helps American agriculture. They have also stated 
it as their conclusion that section 104 is unnecessary for the protection of domestic 
agriculture, and, in the end, is bound to do it real injury. This Department is in 
agreement with these conclusions. 

Willard L. Thorp, Assistant Secretary of State for Economic Affairs, 
testified before you in detail with regard to the position of the State 
Department against section 104. 

The Secretary of Commerce is opposed to section 104 and has stated 
that the severe restriction of cheese imports harms our foreign com- 
merce, 

The Senate Banking and Currency Committee is opposed to section 
104. In their report upon S. 1204 to repeal section 104, the committee 
report set forth eight cogent reasons for repeal: 

1. Alternative statutes to accomplish the necessary protection of domestic 
industry are in full force and effect; particularly section 101 of the Defense Pro- 
duction Act of 1950, section 22 of the Agricultural Adjustment Act, as amended, 
and section 7 of the Trade Agreements Extension Act of 1951. 

2. Representative farm groups oppose section 104 as harmful to agriculture. 

3. The President, the Department of Agriculture, the Department of State, 
and the Economic Cooperation Administration oppose section 104 as harmful 
to the interests of the United States. 

1. No hearings were held on section 104 nor did it receive committee considera- 
tion before it became part of the Defense Production Act. 

5. United States agricultural exports exceed United States agricultural imports, 
expecially in the field of dairy products. Our agricultural exports are likely to 
suffer from action under section 104. 

6. Depriving other countries of a source for dollars through trade will result 
in a reduction of their imports from the United States, or in the alternative will 
increase the need for grants and loans by the United States to such countries. 

7. Section 104 is inconsistent with United States world leadership in attempting 
to reduce trade barriers. 

8. Ten nations have already protested enactment of section 104, some claiming 
it violates the law and spirit of the General Agreement on Tariffs and Trade. 


Farm organizations oppose section 104. That representative farm 
groups realize the implications of section 104 is shown by the testimony 
before the Senate committee of such organizations as American Farm 
Bureau Federation and the National Farmers Union that it is detri- 
mental to agriculture as a whole, in the United States, and to the 
Nation itself. 

Trade and industry organizations are opposed to section 104. Such 
organizations as American Cotton Shippers Association, American 
Cotton Council, Tobacco Associated, chambers of commerce for 
Boston, Philadelphia, New York, and other cities, Millers National 
Federation, Commerce and Industry Association of New York, Inc., 
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and numerous other domestic trade and industry organizations have 
voiced opposition to section 104. 

Consumers are opposed to section 104. Such consumer groups as 
the League of Women Voters, General Federation of Women’s Clubs, 
Congress of Industrial Organizations, International Association of 
Machinists, and many others, are opposed to section 104 for the 
reasons set forth in a statement submitted to this committee by the 
League of Women Voters on April 3, 1952. 

The press is opposed to section 104. The New York Times, the 
Washington Post, and a multitude of newspapers throughout the 
country have pronounced their opposition to this damaging legisla- 

. “rN , Sea rr: . 4 . . 
tion. The New York Times, on April 18, commented editorially: 

If this country wishes to bave a healthy foreign trade we must buy foreign 
goods so that our customers will bave the means ta make purclases bere; a con- 
tinued policy of giving away goods in the only alternative way of concuctirg 
foreign trade, 

Again, on April 20, the New York Times stated editorially: 

One need not be alarmist to understand that a continvation of these trends 
bodes ill for the unity and strength of the free world. Every United States policy 
that puts the interests of a smal] Ccmestic group above these of fercign producers 
provices welceme ammunition for Moscow ard for anti-American forees in non- 
Communist lands. It provides helpful evicence for these groups’ claims that 
this country preaches free trace for others, not for ourselves, that we are economic 
imbeciles who think we cen export without ever importing. that we are interested 
only in flocding foreign markets with our goeds and are callous toward our 
friends’ needs for markets here. 

In conclusion, it is obvious that the continuation of section 104 of 
the act violates every principle of good government. It has made 
the United States the target of serious international criticism, and for 
good reason, and is detrimental to our own industry and people. Ten 
nations have already protested the enactment of section 104. Those 
countries are now considering retaliatory measures against the United 
States, and, the President has said, ‘‘as they have a right to do.” We 
have made our excuses concerning the circumstances under which the 
measure was originally adopted, without hearings. Those excuses 
will not be valid with regard to any reenactment of this section. What 
we do now is cold and deliberate. We are spending billions of dollars 
on foreign aid. We had better throw this money down the sewer, or 
save our taxpayers their money, if we are going to make enemies— 
not friends. We have been extending foreign aid to the countries 
which are the sources of our main cheese imports for our own good 
and protection as well as theirs. These countries include France, 
Italy, the Netherlands, Denmark, and Norway, among others. We 
have been trying to build strength which will eliminate the need for 
their assistance from the United States. We have encouraged them 
to produce and now we are erecting trade barriers against their prod- 
ucts. Such action confounds our friends and pleases our enemies. 
The President’s message concerning foreign aid points out that: 

Arms and defense support together do not provide a full answer to the Soviet 
threat * * * if we ignore the necessity for building moral and political and 
economic strength, we would expose ourselves to the danger of Communist gains. 


The provisions contained in section 104 of the Defense Production 
Act do not belong in a ‘defense’? measure. They are not matters of 
defense, but of offense—and are particularly offensive to the countries 
with which we are trying to build up a common defense. The press 
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has repeatedly pointed out, in connection with this section of the act, 
that we have a positive genius for bewildering and antagonizing our 
foreign friends. As one writer put it, ‘“The civilized world often must 
suspect that we think with our feet and walk on our heads.” 

We submit that the facts prove that the imposition upon American 
business, industry and agriculture, and American consumers of the 
restrictions contained in section 104 of the Defense Production Act, 
and the renewal of section 104 of the Defense Production Act, is 
harmful to our own economic, moral and political well-being. 

I urge that section 104 of the Defense Production Act be not re- 
newed. 

Now, I would like to address myself to answering some of the ques- 
tions addressed to previous witnesses, so I may answer questions which 
[ believe may be in your mind. 

Mr. Brown. Does any member desire to interrogate the witness 
at this point? 

Mr. Fromer. I would like to answer this, Mr. Congressman, 
because we have not had an opportunity ever before to be heard on 
this issue, and we are, as I say, the only cheese importers association 
in the country. That is a Nation-wide association and we would like 
to have an opportunity to set forth some of the argument that we have 
prepared. 

Mr. McDonovueu. Mr. Chairman. 

Mr. Brown. Let the gentleman proceed in his own way. 

Mr. Parman. He wants to answer, as I understand it, some of 
these statements that have been made which he feels he should 
answer now. 

Mr. Fromer. That is right. I am directing my statement at this 
time to interrogatories of previous witnesses. 

Mr. Brown. Go ahead. 

Mr. McDonouau. It is understood, however, that you are not a 
cheese producer. You do not produce anything. You are just an 
importer, 

Mr. Fromer. That is correct. 

Mr. McDonovau. You do not make any cheese. 

Mr. Fromer. Our association comprises mainly importers of cheese. 
However, many of our members also produce cheese, and there is an 
overlapping; as Mr. Gaumnitz stated, in his organization there are 
producers of cheese and importers of cheese. In our association, we 
have firms who import cheese, but are also producers of cheese in this 
country. 

Mr. Hutt. Would you give the names of the producers of cheese? 

Mr. Fromer. I will submit—— 

Mr. Hutu. I want to find out what is back of this organization. 

Mr. Fromer. We have in our organization companies like Otto 
Roth & Co., Hoffman Co., Borden Cheese Co., and many others. 
I will submit a roster of our membership from which you can recognize 
many of the names of producers of cheese, such as Frank Reiser 
& Co.—these are just names that come to mind. But they are also 
importers of cheese and are members of our organization. 

Mr. McDonoven. And they are opposed to section 104? 

Mr. Fromer. When you say “‘they are opposed’’—when we say an 
organization is opposed, it means the majority is opposed. It might 
be that some members within the organization are personally in favor 
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of a particular measure. I do not doubt, for example, that some 
members in the National Cheese Institute, or the Milk Producers 
Federation, or the Butter Institute, may be against section 104, but 
the organization as a whole is opposed. The same as when Congress 
adopts a particular measure, the tact that it is adopted does not mean 
that the whole of Congress is for the particular measure. 

Mr. McDovyoucu. Well, are we to understand that the majority 
of your constituents, that you are representing, and whose views you 
are expressing today, agree with what you are telling the committee 
and are opposed to section 104? 

Mr. Fromer. Definitely so. 

Mr. McDonovuenu. What would you say that majority is? How 
many do you have and how many feel that way? 

Mr. Fromer. I would say we would be a majority of about 90 per- 
cent in a membership exceeding a hundred. 

Mr. McDonouGu. Ninety percent of a membership exceeding a 
hundred? 

Mr. Fromer. That is correct. 

Mr. Brown. Dr. Talle. 

Mr. Tauue. Mr. Chairman, just one word about the membership. 
Are any of your members producers of cheese abroad? 

Mr. Fromer. No. 

Mr. Tauue. They are all producers of cheese in the United States? 

Mr. Fromer. As | stated, they are importers of cheese, primarily, 
but some of them are also producers of cheese here. And some of 
them represent foreign producers of cheese in the sense that they 
seli the product that they import from abroad. 

Mr. Tauur. But those of your members who do produce cheese are 
producers in this country; is that right? 

Mr. Fromer. That is right. 

Now, first I would like to direct the attention of this committee 
to some of the questions and answers that preceded me. For example, 
with regard to blue cheese. A great deal has been said about blue 
cheese. Normally we import about 3 to 5 million pounds of blue 
cheese and that represents about 6 percent of total imports, which 
you can observe from this chart in 1952 were 52 million pounds. 

Mr. Swain and Mr. Gaumnitz have a petition pending before the 
Tariff Commission, on which there was a hearing last month, and 
on which a report bas or will be made to the President within the 
month. Their petition is based upon all of the facts presented here, 
and requests an import quota limited to 20 percent of domestic 
production. 

The particular issue is being handled in the proper manner, by 
hearings, before a Tariff Commission that can delve into the matter 
on its merits. That is where it belongs, because it is a particular 
cheese, and there is no reason why all cheese imports should be 
penalized by reason of any alleged argument that may or may not 
pertain to blue cheese. 

If there is any difficulty with regard to the domestic industry on 
blue cheese, there is adequate provision in the law—and this demon- 
strates it—to either increase the duty from the existing 15 percent 
ad valorem to 37}; percent ad valorem, or by imposing these quotas. 

The Defense Production Act is not the way to do it. 
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Now, in answer to the question, do we export cheese to Denmark: 
Our trade with Denmark, in agriculture, is $25 million consisting of 
tobacco, cotton, oil seeds, vegetable oils, grain preparations, and 
other agricultural products, as compared ‘to imports of $6,900,000, 
or less than 25 percent of the exports. 

Our total trade with Denmark amounts to exports of $54 million, 
compared to imports of $12,277,000. 

With regard to the price of blue cheese, you heard the statement 
that the imported blue cheese is inferior to the domestic blue cheese. 
I would like to introduce into the record with regard to price, the 
Journal of Commerce of New York City, May 9, which reports prices 
of all types of cheese on the wholesale market in New York, and I 
indicate to you that blue cheese is quoted at 53 to 56 cents per pound 
domestic, and imported at 58 to 59 cents per pound. 

So that pricewise, and qualitywise, by their own statement, they 
have nothing to fear as regards imported blue cheese. 

I would like to submit this for the record. 

Mr. Brown. That may be included in the record at this point. 

(The Journal of Commerce clipping is as follows:) 

Currse.—Receipts (May 8), 18,951 pounds. Fresh American cheese markets 
firmer under a broadening demand and more confident holding. Cured goods 


held firmly. Domestic Swiss lately easier. Most imported varieties in short 
remaining supply in wholesale channels. 


DOMESTIC VARIETIES 
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Mr. Fromer. I would also like to point out, in this connection, 
that whereas the price of Cheddar cheese has remained more or less 
the same, since import controls were imposed, the price of blue cheese 
and other foreign types of cheese has gone up enormously. The in- 
flation on these. things is terrific. 

For example, in August, when import controls were imposed, the 
price quoted, in this same source, for Swiss cheese was from 45 to 49 

cents per pound. The price quoted today is 61 to 65 cents a pound, 
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or an increase of about 16 cents a pound. Whereas Cheddar cheese, 
which is made from the same milk, is still sold for 41 to 43 cents a 
pound. In fact, Mr. Gaumnitz said the market is lower today than 
it was frozen at. 

In other words, the consumer is being made to pay for these controls 
by the diversion into foreign types, of our milk, so that the producer 
can benefit financially by such diversion at the expense, I may say, of 
our foreign exports. 

I would also like to place in the record the publication, The Cheese 
Reporter, and this is the one of past Friday, May 9, 1952. This 
publication indicates the price paid to farmers for milk going into 
various uses. The farmers received 23 cents for milk used in making 
American cheese, during March, and the average price paid farmers 
for milk used in making miscellaneous cheese, for March, was $4. In 
other words, they were able to pay 10 cents a hundredweight more, 
and make more foreign-type cheese, than Cheddar cheese. Also in 
the same period, a comparison of production indicates that the pro- 
duction of Cheddar cheese went down from 65 million to 59 million 
pounds during the month of March, or a drop of about 10 percent, 
whereas the foreign types all increased in production—Swiss cheese 
about 3 percent, Italian cheese 4 percent, blue mold cheese, an even 
larger percentage. 

With regard to this crying towel of the industry being destroved, 
in this same publication, right along side, indicated by the headline 
“Organize New York-Italian Association, formation of the new 
association is the result of a great increase in the volume of Italian 
cheese of all types in New York State.” 

In that connection, I would like to point out to you that the pro- 
duction of Italian-type cheese, last year, is the highest on record, 
with the exception of, I believe it was the year 1945, when we got no 
imports in at all, and when, for many other reasons, it was more 
advantageous under price control to make Italian types than it was 
to make Cheddar, which incidentally is also the reason why we had 
a tremendous increase in blue mold cheese during the war, and then, 
thereafter, a steady decrease, even though we didn’t import a single 
pound of cheese. 

For example, in 1946, we produced 12 million pounds of blue mold 
cheese. In 1947, we did not import any blue mold cheese, but they 
dropped their production 2 million pounds. 

That was purely an OPA price situation of forcing the consumer to 
take something that they did not necessarily want because it was 
more advantageous to make that than it was to make other kinds of 
cheese. 

Now, with regard to economic aid—and considerable has been 
said on that subject, I would like to take a piece from the record of 
the Senate hearing, wherein Mr. Kline, of the American Farm Bureau 
Federation, submitted certain statistics concerning ECA aid. I 
quote from page 676 of that record: 

Volume of United States agricultural exports of commodities, within section 
104, in relation to world trade and United States economic aid: Cheese trade in 
1950, total United States exports, pounds, 47,490,000. Total economic 
administration authorization for foreign countries to purchase cheese, 830,000 


pounds. ats 
Percentage, ECA financed procurement is of the total United States exports, 
2 percent; world exports, principal exporting countries, 773,000,000 pounds. 
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ECA finaneing shipments from United States and other countries, 1,250,000 
pounds. Percentage ECA financed cheese trade is of the total world percentage, 
0.16 percent. 

Considerable has been said about the devaluation. Devaluation 
took place in 1949, and this was also an issue, incidentally, in the 
blue-mold hearings before the Tariff Commission, and as pointed out 
by one of the Commissioners, the advantage gained by devaluation 
has long since been largely dissipated, because they, in turn, have to 
pay more money to get what they buy, and I recall, in the last day 
or two, a study which appeared in the press, exactly on that point, 
and I may say parenthetically that what is true with regard to de- 
valuation, and its effect upon blue-mold cheese, would be identical 
with regard to everything we import, from any country. 

Mr. Tatty. What country were you referring to in connection with 
1949? 

Mr. Fromer. The countries that devalued in 1949—TI think it was 
generally—were England, Italy, Denmark, France, and Holland. I 
think it was general, in about September of 1949. 

Mr. Tau.ie. But there have been a good many devaluations since 
then. 

Mr. Fromer. Not affecting the cheese sources of supply. Not in 
the countries from which we import cheese. 

Mr. Tauue. I am referring to depreciation of their currencies. Is 
that what you are referring to? 

Mr. Fromer. I am referring to the devaluation, when they an- 
nounced a policy of devaluation. With regard to depreciation of 
currency, I should imagine we could say that our own currency has 
depreciated by inflated prices, and that you can buy less for a dollar 
today than you could buy years ago. 

I am referring to rates of exchange, for example, between the 
American dollar, and the English pound, or the Italian lira. 

I would also like to direct attention to the argument with regard 
to decreases in the dairy herd, and draw your attention to the fact 
that these decreases in dairy herds took place during the periods 
when we had no imports, so that they took place regardless of imports, 
and were not affected by them, and, in spite of the decreases, we have 
had an ample milk supply and dairy-production supply. 

Now if we do not have the cows to produce the milk we need, if that 
is the argument, why keep the imports out? To become completely 
self-sufficient? The same argument would apply to every product we 
produce and the same would apply to the countries to which we export. 
That is, if they took the same attitude, that they are to become 
self-sufficient, then they should build to the day when they would not 
have to import from us at all. I think, Congressman Talle, you 
referred to something about an advantage that some other countries 
may have over us, and I would like to indicate to you a statement of 
Secretary Brannan, which appeared in the press on April 20, 1952, 
wherein he stated: 

We have an export advantage resulting from our large-scale production and 
relatively low costs. There are still lots of hungry people on the face of the earth 
who would buy, if they had the dollars to buy with. 

Mr. Tauxie. I did not say that any particular country had any 
advantage. J was setting up a hypothetical situation that would 
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prevail in the event the whole world went for free trade. I was not 
saying that any particular country had an advantage. 

Mr. Fromer. If the whole country was set up on the basis of free 
trade, I think we would come out the gainer, Congressman. I think 
we would come out that much stronger, and I think that is why the 
vane of this country is toward a greater interchange of trade with our 
allies. 

Mr. Tatue. Oh, I agree, because of our knowledge, but on the other 
hand, we will have to face up to the kind of world we are in. Just 
look at the world and then give me the answer, will you? 

Mr. Fromer. Yes; I look at the world and I think it is a lot better 
for us to have our allies produce products which they can sell to us, 
instead of us giving them to them because they cannot buy from us, 
inasmuch as they cannot earn our dollars. 

A thing appeared in one of the columns just the other day. That 
one of our European friends had to possibly turn to Poland to buy 
coal, because they were unable to sell us their cheese, and I would like 
to quote. This columnist said: 


Ordinarily these countries would have turned down the Polish reqiiest— 


and that was that if they wanted to buy Polish coal they had to sell 
Poland some strategically important materials— 

and bought their coal from us, but after counting the dollars that they could earn 
by selling less cheese to the United States, and all the dollar aid they might 
receive in addition they found that they could not possibly afford to buy American 
coal. 

And I would like to point out, with regard to the talk about re- 
strictions in Denmark and these other countries, that the Department 
of State, I believe it was, issued a statement not too long ago, and list- 
ing the question of restrictions and pointed out that there are two 
types of restrictions. 

One has to do with restrictions for currency purposes. And the 
other type of restriction would have to do with the protection of 
special domestic interests. 

Now, the foreign countries from whom we take cheese—— 

Mr. Tate. If you will break that second one down, you will have 
a long array of items, I can assure you. 

Mr. Fromer. But you would not have Denmark in there and you 
will not have Italy in there and you will not have dwitecttind, or 
France, and those are the countries who are our main sources of cheese 
supply. 

Mr. Tate. Well, you are speaking only of cheese and I talk about 
the world. 

Mr. Fromer. No, I—— 

Mr. Tatue. Not all of the world is friendly to us, you must remem- 
ber. 

Mr. Fromer. No, I am talking bere in favor of removing restric- 
tions against the importation of cheese. 

Mr. Tatyie. You were talking about free trade earlier and that is 
what I am talking about. 

Mr. Fromer. Yes; and that affects free trade. And your question 
to one of the witnesses was whether Denmark imposes restrictions 
against our products, and I would like to point out to you that the 
only type of restrictions in effect in Denmark, or the other countries, 
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which are the sources of our cheese, are only for the purpose of con- 
serving currency because they do not have enough United States 
dollars. 

For example, they do not have enough United States dollars to buy 
as many autos as they would like to buy. Perhaps if we bought 
more of their cheese they might be able to buy more of our autos, 
tobacco, cotton, and other agricultural products, perhaps. 

Now, Congressman Dollinger asked one of the witnesses as to the 
difference between Mr. Paul’s testimony and Mr. Kline’s testimony. 
Mr. Kline, as you recall, represented the American Farm Bureau 
Federation. 

Congressman, in my opinion, the difference is that the former is 
representing special-interest legislation—that is to protect a certain 
butter interest—while the latter, the American Farm Bureau Federa- 
tion, expresses the interests of farmers as a whole and of agriculture 
and the Nation as a whole, and incidentally the National Farmers 
Union has also come out against this regulation. 

A question was asked with reference to the price of Blue Cheese and 
[I think that Mr. Swain said 40 cents was the price without the duty. 
I would like to correct that from actual knowledge. The price is 43 
cents, plus a duty, plus a handling charge to the original importer. 

With regard to the figures of 52 million pounds imported in 1942, 
even though we had import control I would like to point this out to 
you: The import controls became effective August 9, 1951. 

Licenses were issued and then additional licenses were issued to be 
effective until June 30, 1952. Because of the pressing need and com- 
mitments that importers had made, they had used up most of their 
quota before the end of 1951, which accounts for the 52 million pounds 
imported in 1951. 

Actually, the amount of imports authorized for the entire period was 
39 million pounds and I believe that of that quantity there remained 
unused, by the beginning of this year, only slightly more than 10 mil- 
lion pounds, and assuming a reenactment of this statute and similar 
restrictions for the balance of 1952, the amount of imports would not 
total above 30 million pounds, and that is why this is so serious to 
these foreign countries. Not because of the difference of 56 million 
pounds in 1950 to 52 million in 1951, but because this year will see a 
drop of over 20 million pounds of cheese. 

Mr. McDonoveanu. What effect is it going to have on this country? 
You are expressing the effect it is going to have on other countries. 
What effect is it going to have on the economy of this country? 

Mr. Frommr. I do not believe it is going to have any effect on the 
economy of this country if it is removed, for this reason: First of all, 
I would like to indicate to you that cheese imports have increased, 
in the past 20 years, from 492 million pounds to over 1,150 million 
pounds. Per capita consumption has increased proportionately in the 
same period. Imports are away down here, 62 million in 1931. They 
are less than that at the present time. 

Now, the imports of cheese have stimulated production in this 
country. We never produced Blue Mold cheese in this country prior 
to 1937. We never produced Gruyere cheese prior to recently. 

We export more cheese than we import, and the proportion that is 
actually paid for is considerably larger than indicated. 

Mr. McDonoveu. Where do we export it to? 
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Mr. Fromer. I can supply you a list of the various countries. 

Mr. McDonoveu. I do not mean specifically. Generally to what 
countries? 

Mr. Frommer. Generally, England, Greece, South America, 
Mexico—there is a long list of countries that have been purchasing 
our cheese. Some of it with the aid of our Government; yes 

Mr. McDonover. What percentage of that export is financed by 
the Government? 

Mr. Fromer. I have indicated to you that 2 percent out of ECA 
if financed by the Government. 

I would like to indicate the proportion the ratio of cheese import 
bears to production. In 1931 we imported 12 percent of our cheese 
production. Right now, in 1951 we are down to 4% percent of our 
production. 

Now I say again, that there is a definite stimulative effect that 
imports have had, because we import primarily types of cheese that 
are foreign to this country. Our association is not interested par- 
ticularly in Cheddar cheese, for example. But cheeses like the blue 
cheese, Swiss Gruyere cheese, and a long list of names that the 
stenographer will no doubt have a great deal of difficulty spelling, are 
the cheeses we are interested in, and in that connection I would like 
to comment about what Mr. Swain said, that his company started 
in 1935. 

He had better check with his boss, Mr. Frederiksen, because Mr. 
Frederiksen testified 4 years ago, before the Federal Security Agency, 
and recently before the Tariff Commission, that he started in business 
in about 1936, started making some cheese in 1937, and in 1937, about 
a half million pounds of cheese was produced. 

Contrast that to the fact that we had already been importing 
millions of pounds of cheese from Denmark at the time, and in 1937 
were importing over 3,000,000 pounds of cheese, which is greater than 
the amount of cheese that we imported from Denmark at the time 
these restrictions were imposed. 

Now, with regard to ceiling prices, I would like to point out that 
whereas the prices of these foreign types of cheeses have been enabled 
to move up, because of the regulation pertaining to products made 
from milk, that there is a ceiling price on imported products, so that 
the importer cannot make a larger margin, at the present time, than 
he made in the base period. 

In other words, whatever his margin was in January of 1951, 
what he can add to his net cost today. He cannot profit. He 
cannot take advantage of any short situation. 

The same is not true with regard to the domestic situation, and 
evidently advantage has been taken of it as demonstrated in the 
substantially increased prices of domestic cheese. 

A question was asked with regard to our sources of cheese, our 
principal sources. I have here ‘tabulated, and will leave for the 
record, the countries and the quantity imported from various countries 
during 1951. 

Italy is our principal source of supply. And we imported 14,993,000 
pounds from Italy in 1951. New Zealand is second, Switzerland 
third, Denmark fourth, the Netherlands fifth, Argentina sixth. And 
I might say, with regard to Argentina, that that no doubt will fall 
considerably, because Argentina has no exportable cheese at the 
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present time, and has not exported any cheese at all to the United 
States during this current year. 
(The tabulation referred to is as follows:) 


United States cheese imports by country of origin, 1951 


Comparative 


‘ sai Quantity in imports in 
Country pounds 1950 (round 
figures) 





17, 000, 000 
10, 000, 000 
7, 800, 000 
3, 750, 000 
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Mr. Fromrer. Now the question was asked with reference to why 
the National Cheese Institute was not here last year. Whether it 
was a slip or not, personally I would think they would never have 
dreamed that Congress would impose restrictions against the impor- 
tation of cheese. But having a good thing— that is good from the 
point of view of special interests, regardless of the entire agricultural 
picture, naturally, | do not blame them. They want to hold onto it. 
I guess if we had the same advantage, we would no doubt act in the 
same way. 

A question was asked by Congressman Gamble as to where this 
propaganda is coming from, where is all this noise coming from, why 
do we get so much mail against section 104. 

I think it is quite simple. The President of the United States is 
against section 104. The Secretary of Agriculture, the Secretary of 
State, the Secretary of Commerce, the Senate Banking and Currency 
Committee—which has rendered a report in support of repeal and set 
forth eight very cogent reasons why it should be repealed. The farm 
organizations, such as the Farm Bureau Federation, the National 
Farmers Union; trade and industry organizations such as the American 
Cotton Shippers Association, American Cotton Council; tobacco; 
Chambers of Commerce of Boston, Philadelphia, New York, and other 
cities. The National Millers Federation, commerce and industry, 
and numerous domestic trade and industry organizations are against it. 

Consumers are against it, and that is, Congressman, whom you said 
you were particularly interested in: The League of Women Voters, 
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the General Federation of Women’s Clubs, the CIO, International 
Association of Machinists, and a multitude of other consumer organi- 
zations are against it. And the press has recognized the situation and 
is very strongly against it: The Times, The Herald Tribune, The 
Washington Post, and numerous other newspapers. 

Why, only this morning in the Herald Tribune a very enlightening 
editorial appeared, and I would just like to read a small portion of it: 

Congress has the power to impose a quota on cheese, but it does not have the 
power to set one On its responsibility to the Nation. It would be a default of that 
responsibility to renew the import quotas. If friendly nations are prevented from 
earning dollars by fair competition, over a tariff barrier, in commodities which 
Americans are pleased to buy, then those countries simply will not be able to 
maintain the defense efforts they have committed themselves to. They will be 
unable to maintain the living standards which provide the surest internal defense 
against subversion. They will be forced by American policy to reorient their 
trade from the west to the east. If consumer goods were flooding the American 
market, there would be reason to strengthen American producers. Yet, even 
then, not by relieving them of all the need to strive for efficiency, but this is not 
the situation. 


Mr. Brown. How much more time will you need? We have four 
other witnesses who are from out of town. 

Mr. Fromer. I just want to finish this and then that will be my 
conclusion. 

Mr. Brown. You might file it in order to save time. 

Mr. Fromer. I have directed my statement to answering questions 
that have been raised. 

Mr. Brown. Well, how much more time do you want? 

Mr. Fromer. I will finish this and then you can ask whatever 
questions you want. 

Mr. Brown. All right, go ahead. 

Mr. Frommer. I will just read the last: 

“Now our world leadership and the free world’s economic defense 
are at stake. It is up to Congress to reaffirm that leadership by 
strengthening the international economy.” 

I submit, gentlemen, that I have tried to answer things that were 
in your minds. I strongly urge that this section of the act should not, 
for all of these reasons and for many others which I mentioned in my 
statement, be reenacted. I will be glad to answer any questions. 

Mr. Gamsie. Do you know, by chance, whether the Senate did 
anything about section 104 yesterday when they were considering 
reporting out the bill? I have not seen anything in the papers. 

Mr. Fromer. No, because the Senate voted on section 104 several 
weeks ago. 

Mr. Gamsue. That is right. 

Mr. Fromer. Against renewing section 104. And my information 
is they had voted to reinstate section 590 of the Second War Powers 
Act, which contained certain restrictions on the importations of fats 
and oils and butter. And incidentally, butter was there specifically 
by name. But not the term “cheese’’ and other dairy products. 
Cheese and other dairy products was slipped in there, so to speak. 

Mr. Brown. Mr. Hull. 

Mr. Hutu. We have a lot of complaints about the farmers leaving 
the farms and going to the cities. Why do not the city people leave 
the cities and go to the farm and take in some of this easy money? 
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Mr. Fromer. We are not complaining about the farmers making 
money, Congressman. But you have got to let other people make 
money, too. There are some American importers who are being 
destroyed by this legislation. Don’t put the other fellow out of 
business by having Congress put through special legislation. 

Mr. Huty. What about the Kraft Cheese organization? 

Mr. Fromer. That is the largest importer in the country. 

Mr. Hutu. Yes, and you are in favor of the Kraft Cheese Co. and, 
at the same time, you are opposed to special interests. 

Mr. Fromer. I did not say I was in favor of the Kraft Cheese Co. 
Kraft Cheese Co., is a member of the National Cheese Institute—not 
of my organization—and J might also say that the Kraft packaged 
cheese can be purchased throughout the world—at least that was 
the case before the war. 

Mr. Hutu. Do you insist, then, that section 104 be stricken? Are 
you in favor of abolishing all controls? 

Mr. Fromer. Frankly, I would like to say this, that if you should 
find that controls should be continued on butter, as was contained in 
the Second War Powers Act, for the past several years, that is no 
reason for including cheese and other dairy products witbin such 
controls. 

It was the addition of cheese to this control measure which was the 
subject of the various protests of our foreign allies, and the object of 
other severe criticism. So much so that the amendment is commonly 
referred to as the “Cheese amendment.”’ Perhaps a more apt word 
would be “cheesey”? amendment. 

Mr. Hutu. Well perhaps so. 

Mr. Brown. We are very glad to have your testimony, sir. You 
may be excused. 

Mr. Fromer. May I submit a statement I have been asked to 
submit by the Roquefort Cheese Association? 

Mr. Tatur. Mr. Chairman, may I ask a question? 

Mr. Brown. Dr. Talle. 

Mr. Tauue. Are you satisfied that you answered the question with 
reference to the export of cheese from this country to Denmark? 
Are you satisfied that your answer proved that cheese is exported 
from this country to Denmark? 

Mr. Fromer. Oh, no, Congressman. It proves that it is not ex- 
ported. But we export other agricultural commodities to Denmark. 

Mr. Tain. Very well, that is quite a different matter. 

Mr. Fromer. Yes; but I think we should have all of the facts in 
the record. That is why I wanted to present them. 

Mr. Tauuie. Are you sure that your 2 percent figure is correct? 

Mr. Fromer. I take it from the record as I indicated, submitted 
by Mr. Kline, of the American Farm Bureau Federation, and read it 
exactly as it appeared. 

Mr. Tauue. Are you sure it is not 32 percent instead? 

Mr. Fromer. The record said 2 percent and the figures indicate 
that that would be correct. Because 47 million pounds exported, of 
which 800,000 pounds, I believe they said, was by reason of aid— 
that would make 2 percent and not 32 percent. 

Mr. Tauuie. That is a figure that needs checking. 

Mr. Fromer. Well, I did not place it in the Senate record, sir. 
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Mr. Brown. You may be excused and the Roquefort Association 
statement may be filed for the record. 
(The statement referred to is as follows:) 


STATEMENT AS TO ProposEpD REPEAL AND/OR AMENDMENT OF SECTION 104 oF 
THE DEFENSE Propuction Act or 1951 SUBMITTED ON BEHALF OF ROQUEFORT 
Association, Ine. 


At the time this legislation was first enacted, it was the thought of the French 

producers of Roquefort cheese that the law was not intended to, and could not 
apply to, the importation and sale of Roquefort cheese in the United States. 
This conviction was based upon the announced purposes of the proponent and 
supporters of the law as stated by them, and as these purposes were apparently 
embodied in the law itself. These purposes, as to stated (and as repeated to 
Senator Johnson by the Acting Secretary of Agriculture in annexed letter dated 
October 12, 1951 (exhibit 1)) were— 
“* * * no imports of these commodities shall be admitted to the United 
States which the Secretary of Agriculture determines would impair domestic 
production or interfere with the orderly domestic storing and marketing of any 
such commodity, or result in any unnecessary burden or expenditures under any 
Government price support program.” 

Despite these announced purposes (as further indicated in the said letter) the 
Secretary of Agriculture took the position that— 

“under the terms of this legislation, the Department of Agriculture had no 
alternative but to place cheese under import control.” 

In other words, the Agriculture Department took the position that ‘‘cheese is 
cheese’? and must be denied importation into the United States unless it came 
under an arbitrary formula for importation based on the 3-year period between 
1948 through 1950. This interpretation, under a supposed ‘‘mandate,”’ implied 
in section 104, ignored the provisions and purposes stated as the reasons for the 
act. In so stating, we call attention to the following facts: 

« I. Roquefort cheese is made exclusively of sheep’s milk and is cured in the 
unique caves at Roquefort, France. 

No sheep’s milk cheese is produced in the United States; nor are the sheep in 
this country of the same kind as those in the region near Roquefort, France 
where such sheep have been raised for centuries for the sole purpose of cheese 
production. (Exhibit 2: Booklet explaining the history and manufacture of 
Roquefort cheese; exhibit 3: Article by Prof. Ira D. Garrard et al., professor 
at Rutgers University, published in Industrial and Engineering Chemistry, 
vol. 29, p. 1167, October 1937; exhibit 4: Decision of Judge Barnes in the United 
States District Court of the Northern District of Illinois, Eastern Division 
No. 13473, Société Anonyme Civile de Producteurs de Fromage de Roquefort, a 
corporation, et al., v. Hillman’s, a corporation, et al., decided by Judge Barnes 
June 5, 1935; exhibit 5: Eneyelopedia Britannica 1941 Supplement, p. 150 by 
Samuel ©. Rice, editor of Capper’s Digest; exhibit 6: Standards for Cheese— 
Federal Register August 24, 1950. In these regulations Roquefort cheese and 
Blue cheese’ were separately defined and standardized essentially as follows: 
See. 19570—‘‘ Roquefort cheese, sheep’s milk, blue mold cheese; blue mold 
cheese from sheep’s milk is the food prepared from sheep’s milk and other in- 
gredients.”’ See. 19575—‘ Blue cheese is the food prepared from milk and other 
ingredients, specified in this section.”’ For the purpose of this section, the word 
‘milk’? means ‘‘cows’ milk.’’) 

Il. The noneompetitive nature of Roquefort cheese with any American product 
is recognized by the American cheese industry. 

We submit a photostat of a letter written by the executive secretary of the 
National Cheese Institute (exhibit 7) in which he points out that the application 
of that association “should not be interpreted as referring to Roquefort.”’ 

In addition, the latest notice for hearing ordered by the United States Tariff 
Commission expressly stated that the investigation with respect to blue mold 
cheese did not include Roquefort cheese (exhibit 8). This assertion was repeated 
in the Journal of Commerce Reports as to the purpose of the hearing, indicating 
that the American industry was not affected by the sale of Roquefort cheese here 
(exhibit 9). ; 

III. The sale of Roquefort cheese has nof, and cannot, affect the sale of any 
American product. 

Roquefort cheese is a luxury article. It has always sold at almost double the 
price of any cheese made of cows’ milk, whether produced in the United States 
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or elsewhere, i. e., the so-called blue cheese. (Exhibit 10: Price list of Kraft for 
July 1937; exhibit 11: Quotations of prices from New York Journal of Commerce 
dated April 18,1952. It is significant to note that the price list as of May 9, 1952, 
gives no quotations of prices for Roquefort cheese at all, as the legislation com- 
plained of has effectively excluded it from the American market.) 

IV. Section 104, instead of assisting the American public and the American 
producers, has an injurious effect upon both. (Exhibit 12: Article from St. 
Louis Post-Dispatch of February 15, 1952; exhibit 13: Article from St. Peters- 
burg Times, Apri] 25, 1952.) That the American market will not be adversely 
affected if section 104 is repealed, as far as cheese is concerned, is shown by the fact 
that there is a shortage of dairy products in this country, and that a dairy price 
rise is imminent. (Exhibit 14: New York Journal of Commerce; exhibit 15: 
New York Times Apri] 10, 1952.) 

We believe that the foregoing considerations, so far as Roquefort cheese is 
concerned, indicate that there is no reason why legislation, such as section 104, 
should be applied to the importation thereof, and that the section now in effect, as 
construed by the Department of Agriculture, is both unnecessary and unfair, 
and unjust to American consumers and to the producers of Roquefort cheese in 
France. 

RoauEForT AssociATION, INc., 
By Joun J. McANpbreEw, Secretary. 

Exhibits mentioned jin this statement are on file in the committee office. 

Mr. Brown. The clerk will call the next witness. 

The Currk. Mr. Kitchen of the United Fresh Fruit and Vegetable 
Association. 


STATEMENT OF C, W. KITCHEN, UNITED FRESH FRUIT AND VEGE- 
TABLE ASSOCIATION 


Mr. Kircnuen. Mr. Chairman, my name is C. W. Kitchen and 
I appear here as the executive vice president of the United Fresh Fruit 
and Vegetable Association with headquarters in Washington, D. C. 
The membersbip of this association (about 3,000 in number), repre- 
sents the marketing functions necessary to prepare, distribute, and 
merchandise fresh fruits and vegetables from producer to the retail 
store, or its equivalent. We ask for the committee’s attention today 
only with respect to fresh fruits and vegetables. 

We are aware of the baffling complexities of the problem you are 
considering as to whether, to what extent, and for what period of time 
the Congress should grant broad authority to the executive branch 
to fix maximum prices. The granting of such regulatory power results 
in government virtually by decree, and is incompatible with our sys- 
tem of private enterprise and free play of the competitive forces of 
supply and demand inherent in that system. We believe—and we 
assume this committee believes—that such authority should be granted 
only during periods of grave national emergency and within definite 
time limits. 

The committee’s information is more comprehensive than ours 
but we know of no evidence which even remotely indicates that a 
grave national emergency exists at this time so far as the production, 
distribution, and consumption of fresh fruits and vegetables are con- 
cerned, There is no scarcity of such food. ; 

Even during the period of greatest strain upon our food supply 
during World War II no attempt was made to ration fresh fruits and 
vegetables. During World War II huge quantities of processed fruits 
and vegetables were withdrawn from the civilian food supply to meet 
our military requirements overseas. Fresh fruits and vegetables could 
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not be shipped such long distances and were used at home. Such 
military requirements do not now exist either at home or abroad. 

The National Food Situation, issued by the United States Depart- 
ment of Agriculture for the quarter January-March of this year 
states that: 

Supplies of fruit appear adequate to meet anticipated domestic and export 
requirements until the new crops are marketed after midyear. The retail price 
of fruits, fresh and processed combined, probably will average about the same 
during the next few months as a year earlier. ; 

For vegetables, the same document states that: 

Prices for fresh vegetables are expected to decline considerably as supplies 
become seasonally more abundant this spring. 

The history of these commodities shows excessive supplies, with 
attendant surplus marketing problems, more often than conditions of 
short supply. To illustrate, during the last 4 years in a group of 17 
fruits only lemons and prunes averaged above parity in 1 year, plums 
and strawberries 2 years, and the remaining 13, including such im- 
portant fruits as apples, pears, peaches, citrus, and grapes averaged 
substantially below parity for each of the last 4 vears. 

The parity relationship picture for a group of 22 important vege- 
tables shows that during the last 4 years carrots, spinach and sweet- 
potatoes averaged above parity 3 years, cabbage, cantaloupes and 
corn 1 year, and lettuce, kale, tomatoes, and watermelons 2 years. 
In only seven of these instances did the average exceed 10 percent of 
parity. The remaining 12 vegetables in the list, including such im- 
portant vegetables as asparagus, celery, snap beans, cauliflower, 
onions, and potatoes averaged below parity in each of the last 4 years. 

Some of these commodities may have exceeded parity for short 
periods during any or all of the 4 years. The average price for the 
season, however, is important to producers. Under price control 
they may sell for less, and most often do, but they may not sell for 
more than the maximum price established. Price controls imposed 
during seasonal price fluctuations do not fairly recognize the uncon- 
trollable price and supply fluctuations inherent in the production and 
marketing of such highly perishable commodities. 

We, therefore, recommend that fresh fruits and vegetables be 
excluded from price control in the bill now under consideration. 

Should the committee reject that recommendation—we fervently 
hope it will not—we recommend three amendments to the existing 
law as partial remedies. 

The first amendment is: 

No ceiling price shall be established for any fresh fruit or vegetable at any 
level of distribution unless or until the Director of Price Stabilization finds that, 
based upon official and commercial information available to him, prices to pro- 
ducers will average parity for the crop year in major producing areas. 

Such an amendment would give recognition in the statute of 
uncontrollable seasonal fluctuations in supply and price which are 
common to these highly perishable commodities. 

The second amendment is: 


Before maximum prices are established or lowered for any fresh vegetable which 
is the product of annual or seasonal planting, the Director of Price Stabilization 
shall give, not less than 15 days prior to the normal planting season in each major 
producing area affected, notice of the maximum prices he proposes to establish 
therefor; and in the case of perennial crops, the Director of Price Stabilization 
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shall give, not less than 30 days prior to the normal marketing season in each 
major producing area affected, notice of the maximum prices he proposes to estab- 
lish for such crops; provided, that ‘‘normal planting season” and ‘‘normal market- 
ing season”’ shall be as defined by the Secretary of Agriculture. The requirement 
of notice may be satisfied by publication in the Federal Register, but the Director 
shall utilize appropriate means to insure general publicity to such prices in the 
areas affected. The requirements of this subsection shall not apply to any annual 
crop in 1952 in which the normal planting season in any major producing area 
occurs prior to July 31, 1952. 

The purpose of this amendment is obvious. It would give producers 
and shippers of annual crops notice, in advance of planting, of the 
maximum prices they could expect to receive. It would give notice 
to producers and shippers of fruits, in advance of the marketing season, 
of the maximum prices they could expect. It would prevent price 
roll-backs during the marketing season such as were experienced in 
the potato order this vear. The requirement of notice in advance of 
planting annual crops was included in the Emergency Price Control 
Act of 1942, as amended June 30, 1944. 

The third amendment is: 

In establishing maximum prices for fresh fruits and vegetables, appropriate 
allowances shall be made for (1) price variations arising from differences in grade, 
quality, condition, size, variety, and similar factors affecting prices; and (2) 
normal price variations within seasons. Such allowances shall be made in order 
to permit producers to average not less than the minimum price specified herein. 

The proposed requirement for such allowances is to permit pro- 
ducers to average not less than the minimum price specified in the law. 
Prices of these perishable commodities are subject to wide variations. 
Not all of a crop, even under conditions of tight supply, can be sold 
at parity or the legal minimum established in the law. The allow- 
ances provided for in this proposal are usually referred to as a cushion 
in computing ceilings and recognize the wide variations in marketing 
highly perishable commodities. They are designed to arrive at maxi- 
mum prices which, when supply conditions permit, will enable pro- 
ducers more nearly to achieve parity prices, or the legal minimums 
provided in the law. Unless such provision is made, the adverse 
influence of price controls upon production would be further enhanced. 

We urgently request that the committee carefully weigh the follow- 
ing points in connection with our recommendation that authority to 
control prices of fresh fruits and vegetables be allowed to expire on 
June 30 of this year: 

1. That there are nearly 100 commodities comprising the list of 
fresh fruits and vegetables; 

2. That these commodities are produced in all parts of the country 
under varying conditions of soil productivity, weather, insect, and 
plant disease hazards, as well as specialized cultural and harvesting 
practices, all resulting in a wide range of production and marketing 
costs; 

3. That these commodities are highly perishable, require many 
kinds of containers, a variety of grading and packaging facilities, 
protection against heat and cold while being transported over long 
distances, and distributed through wholesale and retail stores; 

4. That these commodities cannot be stored and carried over from 
one season to another—many of them cannot be stored at all, but 
must be harvested and marketed when ready or go to waste with 
complete loss to the producer; 
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That because of such conditions, peculiar to these perishable com- 
watnlitinn: there are uncontrollable fluctuations, both in supply and 
price, which make the problem of controlling maximum prices by 
Government order far more difficult, disruptive of established patterns 
of distribution, and inequitable than with more staple commodities; 
and 

That because of the speed with which these commodities must be 
handled, and the nature of the services which competition and experi- 
ence have proved necessary, it is virtually impossible, as a practical 
administrative matter, for anyone to write a price-control order that 
will not disturb the pattern of distribution and will be equitable 
throughout the industry. (The order on potatoes was issued on Janu- 
ary 5. It was revised extensively, amended eight times, and is still 
far from equitable in all respects, even if evervone understood and 
obeved it. MPR Mp. 426 issued by the Office of Price Administra- 
tion durmg the last war, and which applied to most fresh fruits and 
vegetables, had 192 amendments.) 

Most of the vegetable crops are planted and ready for harvest in a 
period of 90 to 120 days, with some requiring even less time. They 


must be marketed when ready; competition is keen and active; prices” 


are controlled by supply and demand, and they must be sold for what 
they will bring when offered for sale. Price crises are of short duration. 

The wholesale distributive industry consists largely of small busi- 
nesses With more than 25,000 firms presently licensed by the Secretary 
of Agriculture to handle these commodities in interstate commerce. 
That figure alone will give the committee a clear indication of the 
problem of enforcement. 

No one of these commodities represents a substantial part of our 
total food consumption. Potatoes—the largest item—represent about 
6 percent. Consumers, therefore, have a wide range of selection in 
this group as well as from competing foods. 

Should some fruit or vegetable experience a rapid increase in price 
for a short period because of a short crop in some producing area, its 
influence upon the cost of living would be negligible and short-lived. 
If cabbage or tomatoes, for example, should become high in price in 
the middle of the’ winter, the situation would correct itself in a 
matter of 60 or 90 days. Such situations are inherent in the supply 
of such perishables, and are not of such national concern as to require 
throwing into gear the vast and complicated machinery of price con- 
trol by the Federal Government. 

The vagaries of production and marketing hazards are illustrated 
by recent market fluctuations on Western head lettuce. Last Decem- 
ber, Arizona head lettuce, because of cold weather in California, 
averaged about $11.03 wholesale for crates of 4 dozen heads in New 
York City, as shown by United States Department of Agriculture 
reports. According to the New York City De ‘partment of Markets, 
that meant an average of 33 cents a head at retail in New York City. 
It also meant, ace ording to the United States Department of Agricul- 
ture, about $7.15 a crate loaded on cars in Arizona. Those were 
high prices. 

But by early February, or within 60 days, California lettuce again 
became available i in heavy s supply, and the price dropped to an average 
of $2.17 a crate in Arizona, $4.29 in New York City, and lettuce was 
selling there at retail for 16 cents a head, or about half of the December 
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price. Prices recovered somewhat during March, but on April 15 
were again reported as averaging only 91 percent of parity. 

Due to weather conditions, the popular varieties of baking potatoes 
produced in the Western States were short in the better grades, result- 
ing in higher prices than during more normal years. But the 1951 
potato crop of 325.7 million bushels was considered adequate. In this 
situation, the Office of Price Stabilization issued a price-control order 
on potatoes early in January which has produced untold confusion and 
loss to the industry. 

It should be remembered that last year the Government bought 
about 100 million bushels of potatoes to support the price at 60 percent 
of parity; and even then prices received for the 1950 crop averaged 
only 50 percent of parity, lower than in any year since 1928 when the 
average was 48 percent of parity. 

During most of the period since 1947 potatoes were among the 
cheapest foods consumers could buy. Despite the unusual conditions 
in some producing areas this year, it is doubtful that prices to pro- 
ducers will average parity ($1.73 a bushel) when all figures are com- 
piled for the crop. The preliminary season average to farmers was 
estimated by the United States Department of Agriculture at $1.53 a 
bushel. Much of the 1951 crop sold for low prices, as low as one-third 
of parity in Maine, the largest potato producing State. 

Hope springs eternal in the breasts of producers and distributors 
of these perishable crops. If producers have a bad year, they hope 
to recoup the next vear; if a distributor takes a loss on a car today, 
he hopes to recoup tomorrow. Under price control, when prices 
temporarily reach the ceiling, these incentives are removed; those 
who obey the law take the losses without the opportunity to take a 
profit when that chance comes. 

In this kind of business, the opportunities for black markets during 
temporary periods of short supply are too numerous to tabulate. 
The opportunities for tie-in sales and other forms of evasion are 
obvious to anyone. The result is that the chiseler grows fat at the 
expense of the reputable grower and distributor. Established firms 
are put out of business in the bypassing scramble for margins along 
the channel of distribution. 

Quality-improvement programs for grading and standardization 
are impaired. The investigative and prosecutive forces of the Gov- 
ernment cannot possibly handle such situations. Such disruption 
and confusion, both as to production and distribution, is not justified 
in an important food industry, except possibly in times of extreme 
national emergency which do not exist today. 

Illustrative of the results of price control is the following statement 
published by the Simplot Produce Co., Burley, Idaho, under date of 
March 8, 1952: 

To brokers, receivers, and jobbers of Idaho potatoes everywhere in the United States: 

Gentlemen: On the date of notice of the intended ceiling on Iadho potatoes, 
January 4, having anticipated a ceiling, we did not own over 10 cars that were 
unsold. Consequently the date of the ceiling, January 19, it was necessary for 
us to start buying at the legal ceiling to originate any supplies. 

To show you what luck we have had in buying anything at or under the legal 
ceiling, from January 19 through March 1, our shipments have been 216 carloads, 
and with about 14 cars to ship this week, that will give us a total of 230 cars and 
we are through for the season. Where did these 230 cars go? To our brokers 
and jobbers in some 40 markets in the United States, with no tie-ins, no extra 
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quarters on the invoices and no joint account deals of any kind. We tried to 
allocate these 230 cars in,direct proportion to our normal volume to each receiver. 

During this period of January 19 to the end of the season, under normal oper- 
ating conditions, with no OPS control, we will ship about 800 cars. Let’s say 
this year on account of somewhat short crop, we would have shipped 600 cars. 
This leaves us short 370 cars. Why? 

Simply because our ability to buy potatoes at Jegal ceiling at any of our six 
warehouse: has been negligible ever since the date of the crder, and bas steadily 
diminished until] today it is impossible for us to buy either lump, pack-out, or 
field run at a price which will stay within the legal limits of tre OPS order. 

This is the reason that not oply ourselves but many other good, reputable 
shippers (who have tried to comply with the order) fird themselves with no 
supplies, and that is the reason that many reputable receivers and jobbers, who 
have depended on these dealers for their supplies, find themse]lves with no Idaho 
potatoes. 

The potatoes were here, as witnessed by shipments of more than 5,000 cars 
during i ‘ebruary, and they will ship about 5,000 to 6,000 cars in March and April. 
Where they go nobody knows. 

We never thought it could happen to us, but we have been put out of business 
with a consequent lay-off of 85 men in our 6 warehouses. 

Being good Americans, we prefer to stay honest and go out of business for the 
balance of this season in preference to being unable to live witb our families, our 
neighbors and our conscience. 

Thanks for having been patient with us. July 10 will see us back with our usual 
volume of blue ribbons from Idaho and Washington State. 

The same trade paper dated March 1 carried a news item as follows: 


The firm of J. M. McCauley & Son, specializing for many years in repacking 
and distributing Idahe potatoes, this week announced suspension of operations 
in Idaho potatoes due to inability to obtain supplies except at black market 
prices, in violation of OPS ceilings. 

The newspaper stated that— 
the announcement was mace by Frank McCauley who says it means laying off 
the repacking force of 45 people at the big Brooklyn (New York) plant. 

I shall not take the time of the committee further to enumerate the 
inequities and problems of price control on fresh fruits and vegetables. 
Despite all the arguments that may be advanced on general grounds, 
and that no part of the economy should go free, the realistic conclusion 
is that price control on these perishable commoidities is impractical 
and unnecessary under present conditions. The game is not worth 
the candle. 

Now if the committee feels that our recommendation that fresh 
fruits and vegetables be exempted from the Defense Production Act— 
and we most certainly hope it will not reach that conclusion—then 
I have offered three amendments for your consideration. 

To review them, briefly, they are this: 

First, that the Congress require that the Director of Price Stabili- 
zition shall not issue a price order on any fresh fruits or vegetables, 
unless he has made a finding based upon the best information he can 
obtain, that prices to producer for that commodity will average parity 
for that crop. 

Growers have to make that determination when they make their 
plantings, as to whether they are likely to achieve a price equal to 
parity or not. 

Second, then, that the Director of Price Stabilization shall not 
establish or lower any price ceilings for any fresh fruit or vegetable 
without giving 15 days notice in “advance of planting time ‘and in 
case of perennial crops, 30 days notice in advance of marketing season. 
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‘ I might say on that one particularly, that it would give producers 
and shippers of annual crops notice, in advance of planting, of the 
maximum prices they could expect to receive; it would prevent price 
roll-backs during the marketing season, such as were experienced in 
the potato order this year, and that particular requirement was 
included in the Emergency Price Control Act of 1942 as amended, 
June 30, 1944. 

Then the third amendment is that in establishing maximum prices 
for fresh fruits and vegetables, appropriate allowances shall be made 
for price variations arising from differences in grade, quality, condition, 
size, variety, and similar factors affecting prices, and normal price 
variations within season. 

The purpose of that is to permit producers to average not less than 
the minimum price specified in the law. Prices of these perishable 
commodities are subject to wide variations as I have pointed out, and 
not all of a crop under conditions of tight supply can be sold at parity 
or at the minimum established by the law. 

Now in closing, Mr. Chairman, I just want to make the observa- 
tion that despite all the arguments that you may receive and that 
may be advanced on general grounds that no part of the economy 
should go free, the realistic conclusion is that price control on these 
perishable commodities is impractical and unnecessary under present 
conditions. Practically, the gain is simply not worth the candle. 

Mr. Brown. Are you through? 

Mr. Kircuen. Yes, sir. 

Mr. Brown. Thank you. We are glad to have vour testimony. 

The Clerk will call the next witness. 

The Cterk. Mr. W. D. Davis, representing the New York Board 
of Trade. 


STATEMENT OF W. D. DAVIS, THE NEW YORK BOARD OF TRADE 


Mr. Davis. Mr. Chairman, members of the committee, my name is 
William D. Davis. Iam vice president of D. C. Andrews & Co., Ine., 
of New York, and elsewhere throughout the country. 

I am representing here, as their authorized representative, and as a 
member of the international section of the New York Board of Trade. 

It is true that we have, all of us, a pocketbook interest in foreign 
trade, but apart from that, we have a greater interest, as members of 
the New York Board of Trade, in the prosperity of our country and 
of our State and of our city. 

The reason why I am here before you today, is not only to express 
our views as being opposed to any bill or amendment that provides for 
any form of quotas, but because by an experience of over 30 years, 
and by my fellow members’ experience, we are able to judge how feeling 
is abroad about these matters, and upon that basis only do I venture to 
appear before you and express opinions which the nature of our busi- 
ness enables us properly to obtain. 

We are, as I said, opposed to any bill with quotas. More specifi- 
cally, we are against those sections of the so-called Ramsay bill, H. R. 
6843, and the so-called Hunter bill, H. R. 7432, and we are in favor of 
the Spence bill, H. R. 6546, as regarding quotas. 

I have no prepared statement. If there are any questions, I hope 
I will be interrupted and asked them. 
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What I have to say will take considerably less than 10 minutes of 
direct speaking, 

I have cut down what I wish to say deliberately as I know time is 
running out. 

We have looked at this question as to what will happen if quotas 
are imposed. How will they affect the citizens of this country, and 
how will they affect the citizens of foreign countries? 

I am going to deal with those points, shortly. 

However, at this time I want to say that we are unable to see any 
advantage to our country in further restricting goods that may be in 
short supply here. 

It is most unfortunate, and we have every sympathy with manu- 
facturers, who, due to the war effort, are unable to provide the same 
quantity or quality of goods that they did beforehand. To prevent 
such goods being imported, and their fellow citizens using those goods, 
it seems to us, perhaps without proper knowledge of the facts, a 
dog-in-the-manger attitude. 

We do not believe that this question of limitation, by quota, of 
imports from abroad, is a question that is germane to defense. We 
are opposed, in the international section of the New York Board of 
Trade, to any quotas. 

Among the reasons we have for our opposition are three which I 
am now going to mention. 

We believe that a lot of false arguments have been brought up on 
the question of tariffs and quotas. 

We next believe that the business life of this country is going to be 
more hurt than helped by quotas as a whole. 

And above all, and lastly, we think that, if this law goes into effect, 
we will all be hurt here because our friends abroad will consider that 
this is a rank discrimination. We will be hurt in our fight against 
communism. It will be a black mark on the name of capitalism. 

Going briefly but quickly into the three reasons that I have, tariffs, 
of course, as we all know, prevent unfair competition. We believe in 
tariffs to prevent unfair competition. We do not believe in quotas. 
The quotas are there to restrict and prevent the importation, in part 
or whole, of foreign goods. 

The exporters of this country have to export abroad, sell in a foreign 
country, where they have every possible difficulty put in their way. 
They have restrictions, they have quotas, they have tariffs. They are 
yet able to export in a commercial fashion. 

Are these export brethren more capable than the manufacturers 
here, who have to come and ask for quotas? Has the spirit of initia- 
tive, and our own native genius, deserted our producers and manu- 
facturers here, that they require those Government aids that none of 
their export brothers have abroad? 

I mentioned that I felt we should be more hurt than helped by 
quotas. There are a lot of small industries, small men, who are not 
hurt—except perhaps at election time. For some of these men, I try 
to think that Iam talking. They are the lightermen, the truckmen, 
the stevedores, the forwarders, the customs brokers, the export agents, 
the import agents—all these people are going to be hurt by reduction 
of imports. They are going to be hurt, as they will be hurt, by the 
reduction of exports, when there is retaliation abroad. 
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I classify myself as among this group. We are rot less patriotic 
than anyone else. We are willing to give up, if necessary, butter 
for guns, but we are not willing to give up cheese for the benefit of 
the favored few who may wish to ride in Cadillacs. Not that we 
object to them riding in Cadillacs. We are glad they do. But we 
do not want them to do so at our expense, unnecessarily. 

The third point that I have is on the question of the effect abroad, 
and this I mention that we in the international section, including 
myself, that we in dealing with people in foreign countries, can have 
some real conception of it. 

The people abroad feel that our tariffs have been high. With 
that I do not agree. But when it comes down to a question of pro- 
hibiting, in toto, or in part, their exports from abroad into this coun- 
try, then a different feeling is coming into existence. 

I give one example and that is the question of Italian cheese made 
from sheep’s milk. I am not a cheese expert. I have never tasted 
Italian cheese made from sheep’s milk, and I hope to God I never 
will, but I still do not see any reason why those people who want to 
buy Italian cheese here should not do so. 

Gentlemen, | am an immigrant, although my father was in business 
here in 1870. I know what it is to come from a foreign country. 
It is true I have lived here for over 30 years. There is no reason 
why these men who came from foreign countries, in the pursuit 
of happiness, as guaranteed by our Constitution, should have that 
right taken from them. If they have the money and the means and 
the desire to buy foreign cheese, I ask you, is it right that they 
should not be permitted to do so? 

I am advised on best authority that as regards Italian cheese made of 
lamb’s milk, the comparative price is 75 cents for a pound of domestic 
cheese in a retail store, and $1—I am giving round figures—a pound 
per price of imported cheese. 

The man who is hurt by this quota on Italian cheese is not the big 
man who can turn to something else. He is the little shepherd who 
has been nurturing his flocks in the hope that he can sell his cheese with 
advantage. That is the man who is going to feel bitterly against it. 
That is the man, I feel, who is going to have, if his cheese is restricted, 
distrust of us, dislike, lack of friendship, hate, and eventually war. 
These are the kinds of things which to the average small man, in my 
opinion, cannot be explained and will cause trouble. 

Thank you, sir. 

Mr. Brown. We are very glad to have vour statement. You may 
be excused. 

Mr. Murer. Mr. Chairman, may I ask one question? 

The New York Board of Trade consists of American citizens— 
exporters, importers, manufacturers, producers, wholesalers, and dis- 
tributors, who have their places of business not only in New York, 
but all over the country; is that not right? 

Mr. Davis. Yes, sir. 

Mr. Murer. Thank you very much. 

Mr. GamBie. May I| ask a question? 

Mr. Brown. Mr. Gamble. 

Mr. Gampre. This type of Italian cheese that you spoke of, is it 
a low quota or a high tariff? 
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Mr. Davis. It bas nothing to do with the question of the tariff. 
The tariff is the same as always. But the trouble is that that has 
been put down at a certain level. No more cheese can be imported 
than during certain years. There is a greater demand for that type 
of cheese. I am told, on good grounds, that that particular type of 
Italian cheese that is made here is not made from sheep’s milk but is 
made from cow’s milk, and that there is a great difference in the taste, 
and that as this cheese has been developed, in the postwar years, 
more has been coming in. 

Mr. Brown. You may be excused. Thank you for your testimony. 

Call the next witness, Mr. Clerk. 

The CLerk. The next witness is Mr. Harry Radcliffe, representing 
the National Council of American Importers, Inc. 


STATEMENT OF HARRY S. RADCLIFFE, EXECUTIVE VICE PRESIDENT, | 
NATIONAL COUNCIL OF AMERICAN IMPORTERS, INC. 


Mr. Rapcuirre. My name is Harry S. Radcliffe, executive vice 
president of the National Council of American Importers, 45 East 
Seventeenth Street, New York. 

The National Council of American Importers was established over 
31 years ago and is generally recognized as the central organization 
devoted to the over-all aspects of United States import trade. 

Since World War IT, our Government, as well as businesmen and 
farmers, have been much concerned with the persistent dollar gap 
problem because the United States as a great creditor nation should, 
by all sound rules of economics, not have a steady excess of exports 
over imports. 

In recent years, vast sums of the American taxpayer’s money has 
been appropriated by the Congress for economic assistance to Euro- 
pean countries and other friendly nations in an effort to help them 
strengthen their economies. In trade alone, we have financed a 
dollar gap of $8 billion in 1947, $5 billion in 1948 and again in 1949, 
$1% billion in 1950 and another $4 billion in 1951 with a possible $4 
to $4% billion in 1952, or some $28 billion. 

We have extended technical assistance through ECA and the point 4 
program in an effort to help producers in these countries to make the 
most of their productive facilities and natural resources. We have 
urged them to study the special requirements of our immense market, 
and have encouraged them to create new products that can be sold 
here. We have certainly created a general impression abroad that 
we want to help them earn the United States dollars they need to 
buy the American exports they actually require. 

At the same time, the United States took the lead in persuading 
other friendly countries to join hands with us in a concerted effort 
to reduce unnecessary barriers to a mutually advantageous expansion 
of international trade. This program carried forward by our country 
under the Reciprocal Trade Agreements Act has resulted in the lower- 
ing of excessive tariff rates here and abroad, and the reduction of 
trade restrictions, including quota restrictions, which hampered our 
own exports of many industrial and agricultural products. Much of 
the progress made in this direction came about through the negotia- 
tion of the general agreement on tariffs and trade to which some 37 
friendly foreign countries are now contracting parties. 
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When against this background of international cooperation on 
world trade, the Congress suddenly added section 104 to the Defense 
Production Act last July, friendly European nations were amazed at 
our inconsistent action. Under this section of the act, restrictive 
quotas were imposed upon all types of cheese imported after August 
9, 1951. Within a month, however, the chairman of the Senate 
Committee on Banking and Currency introduced a bill, S. 2104, to 
repeal section 104. This bill was originally reported favorably on 
September 20, 1951, and among the reasons contained in the com- 
mittee report No. 790 were: 

Depriving other countries of a source for dollars through trade will result in a 
reduction of their imports from the United States, or in the alternative will in- 
crease the need for grants and loans from the United States to such countries. 

Section 104 is inconsistent with United States world leadership in attempting 
to reduce trade barriers. 

Ten nations have already protested enactment of section 104, some claiming it 
violates the law and spirit of the general agreement on tariffs and trade. 

This Senate bill to repeal section 104 was recommitted to the com- 
mittee last January, but was again favorably reported (S. Rept. No. 
1225) on March 3, 1952, as the committee found after further hearings 
that the reasons for repeal contained in its original report No. 790 
“still remain valid and persuasive.” S. 2104 is still awaiting action 
by the Senate, and our organization is on record favoring prompt 
repeal of section 104 for the very reasons given in the Senate committee 
report, as well as for other equally compelling reasons related to general 
trade policy. 

At the present time, three proposals to authorize restrictions of 
future imports are before your committee in the form of suggested 
amendments to the Defense Production Act. These are the Hunter 
bill, H. R. 7432, which would retain the present section 104 relating 
to quota restrictions on certain agricultural products such as fats and 
oils, peanuts, rice and rice products, cheese and dairy products. 
This bill would also add a new subsection to section 104 to permit 
similar restrictions on any other agricultural or nonagricultural im- 
ported products upon investigation (without any requirement for 
advance notice or public hearings) and recommendations by the Secre- 
tary of Agriculture or the Secretary of Commerce. The third pro- 
posal in the Ramsay bill, H. R. 6843, which would restrict imports 
of any product produced abroad with the use of a material which is 
subject to allocations or priorities in the United States, to an annual 
quantity not in excess of one-half of the 1947-49 import volume of 
that particular product. 

We feel that although H. R. 6843 and H. R. 7432 are bills to amend 
the Defense Production Act, they are in fact proposals to regulate 
imports by quota restrictions and, in our opinion, are not germane 
to the extension act under consideration. These bills are clearly in 
the nature of riders. Had either of these bills been introduced on 
its own merits without reference to the Defense Production Act, 
they surely would have been referred to the Committee on Ways 
and Means rather than to your committee. As a matter of fact, 
when the now notorious Anderson amendment was first proposed 
during consideration of the Defense Production Amendments Act of 
1951 by the Committee of the Whole House on the State of the Union, 
Chairman Robert L. Doughton of the Committee on Ways and 
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Means made the point that the proposal to limit imports of cheese 
was within the jurisdiction of his committee. 

We would, therefore, seriously suggest that H. R. 6843 and H. R. 
7432 be rejected by your committee as not pertinent to the Defense 
Production Act, and that the Speaker of the House be requested to 
reassign both these bills to the Committee on Ways and Means for 
proper consideration. In making this suggestion, we respectfully 
submit that the objectives of both bills is to regulate United States 
import trade by quota restrictions rather than to promote national 
defense or to regulate defense production. 

We also object to these bills because there are adequate laws now 
in effect to accomplish any necessary protection of domestic industry 
against injurious foreign competition. Last year, the Eighty-second 
Congress amended the Reciprocal Trade Agreements Extension Act 
of 1951 by inserting a specific provision making it mandatory for the 
Tariff Commission to investigate every complaint filed by domestic 
producers who allege that competitive imports are threatening injury 
to their industry. This is popularly known as the escape clause pro- 
cedure. Other statutes now in full force and effect to which domestic 
interests have recourse at any time they feel additional protection 
from imports is needed are: Section 22 of the Agricultural Adjustment 
Act, which permits the President to impose a special import fee or 
quota limitations, or both, on any imported agricultural commodity 
which tends to render ineffective or interferes with any domestic price 
support or storage program; and section 336 of the Tariff Act of 1930, 
which provides for an investigation of comparative costs of produc- 
tion of domestic articles and imported articles not covered by trade 
agreements with a view to an increase in the protective duty rate. 

If the Congress is now to enact such measures as the proposed 
section 104 (b) in H. R. 7432, and H. R. 6843, there would be set up a 
conflicting and reckless procedure for the coddling of special pressure 
groups which would scrap the escape-clause procedure and other stat- 
utes which the Congress has already provided to meet legitimate 
situations. 

As the members of this committee know, an orderly investigation on 
imports of blue-mold cheese was in progress by the Tariff Commission 
under the escape-clause procedure when section 104 leading to restric- 
tive quotas on such imports was enacted. 

Our organization strongly opposes the continuation of section 104 
of the present act as proposed in the Hunter bill, H. R. 7432. 

The Hunter bill goes even furtber to invade the present law relating 
to the escape clause and other statutes. It proposes a new section 
164 (b) which would delegate blanket authority to the President to 
enforce controls over imports of any other commodity or product upon 
the recommendation of the Secretaries of Agriculture or Commerce. 
This is perhaps the most fantastic proposal in our entire history of 
tariffs and import regulations. The proposed new section 104 (b) 
contains no instructions as to what kind of investigation the Secre- 
taries of Agriculture or Commerce must conduct, what they are sup- 
posed to look for, or what should be the basis of their recommenda- 
tions. A comparison of this ill-conceived piece of proposed legislation 
with section 336 of the Tariff Act, section 7 of the Reciprocal Trade 
Agreements Act, or section 22 of the Agricultural Adjustment Act will 
at once disclose the shorteomings of the whole proposition. It may 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 903 





be assumed that no Secretary of Agriculture or Secretary of Com- 
merce would administer such a provision of law without a deep sense 
of responsibility to the national welfare, but the power would still be 
invested in these Cabinet officers to recommend an arbitrary curtail- 
ment of imports of any product whatsoever with no advance notice, 
no public hearings, and with no criterion to be followed. 

The Rantsay bill, H. R. 6843, would set a definite quota on any 
imported article which contains certain raw materials that are in 
searce supply in the United States. The underlying purpose of this 
proposal is clear. 

It is based upon the plausible assumption that when certain raw 
materials are so scarce as to require allocation among domestic 
producers working on defense orders, imported products for civilian 
demand may be brought in freely and might take over the domestic 
markets. That could possibly happen in isolated cases if our country 
was on a full-scale war economy with our domestic producers entirely 
occupied with war orders, and foreign countries not in a similar situa- 
tion. But that has not happened in the present situation because 
domestic producers have been able to turn out large quantities of 
defense items and still continue the production of a large volume of 
consumer goods. Moreover, the material shortages are fast clearing 
up and allocations for civilian production are being constantly in- 
creased and end-use restrictions are being removed or liberalized 
almost every day. 

The Ramsay bill has several specifie features to which we strongly 
object. 

These are: 

1. While the United States Tariff Commission would be required to 
report to the President within 60 days of the receipt of an application 
from any individual American producer who is ‘substantial’, there 
appears to be no criterion provided to guide the Tariff Commission in 
the preparation of its reports. The Commission is merely directed to 
report the article or product upon which a limitation of imports has 
been requested, whether it contains any raw material which is under 
priority or allocation control, and whether a substantial portion of the 
American producers of that product have requested that imports be 
limited. No yardstick whatsoever is provided. There is no require- 
ment that a showing be made that imports are increasing to an extent 
that the American producers requesting limitations are threatened 
with serious injury or are likely to lose a substantial portion of the 
domestic market. 

2. The proposed amendment further provides that the Secretary 
of Defense is to certify to the President where the American production 
of the article or product is not sufficient for essential defense needs, 
and also to indicate the quantity of supplemental imports of the 
article needed to meet those defense needs. While the proposed 
limitations would apply generally to all imported articles or products 
containing controlled materials, these restrictions may be eased only 
for those imported articles or products which are related to essential 
defense needs. As this committee knows, many imported articles or 
products containing raw materials under control serve to meet 
essential civilian requirements, but the American consumer has 
apparently again been entirely overlooked by the proponents of the 
proposed amendment. 
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3. The proposed amendment could be used to limit the imports of 
a great many desirable products and articles containing an insignificant 
amount of such controlled materials. There is no provision that the 
imported products or articles to be restricted shall be made chiefly 
of such raw materials. 

4. The calendar years 1947 to 1949, inclusive, are not a representative 
or fair base period for many imported articles or products that would 
be involved. During the years 1947 and 1948, many friendly countries 
which traditionally export to the United States were struggling to 
restore their economies. Their exports of products containing vital 
raw materials were abnormally small during the proposed base period. 
Moreover, to take such an unfair base period and then to limit future 
imports to one-half of the average annual imports in that base period 
would very drastically curtail all such imports. 

5. The proposed amendment calls for a report by the Tariff Com- 
mission within 60 days of the receipt of an application from any 
“substantial”? domestic producer, and the President is required to 
impose the quota limitation within 30 days of his receipt of the 
report from the Tariff Commission. This means that where quota 
limitations are imposed, only 90 days would elapse from the date of 
the domestic application to the date of the Presidential proclamation. 
Apparently, the quotas would be effective on the very date of the 
Presidential proclamation which allows no time for American importers 
to make the necessary adjustments in outstanding firm orders pre- 
viously placed with foreign suppliers. Import trade is conducted 
on a long range basis as American importers usually must make 
irrevocable commitments many months prior to actual importation. 
Widespread concellation of orders by American importers in ease a 
restrictive quota were to be suddenly established would surely do 
untold harm to our international commercial relations, and would 
bring American businessmen in disrepute abroad. 

6. Such a new method of establishing import quotas would involve 
a heavy administrative burden on the Tariff Commission and the 
Department of Defense. The Tariff Commission is already seriously 
understaffed and overworked, and the burden proposed to be placed 
on the Department of Defense would certainly impede rather than 
further the defense effort. 

The continuation of section 104 and the adoption of new restrictive 
proposals aimed at reducing the volume of a wide range of imported 
products at this time when our import trade should be increasing 
would destroy confidence in the sincerity of that international eco- 
nomic policy of the United States as section 104 has already caused 
keen apprehension among friendly countries as to future possibilities 
of getting off the American dole and standing on their own feet. 

If we show that we are ready to violate with impunity our inter- 
national commitments made pursuant to that policy every time some 
pressure group or special bloc demands legislative action in disregard 
of the orderly processes now provided under the escape clause pro- 
cedure or section 22 of the Agricultural Adjustment Act, we may 
expect an era of international economic conflict and retaliation to 
replace economic cooperation. 

For these compelling reasons as well as the inherent defects in the 
pending proposals which I have outlined, we respectfully urge that 
HI. R. 7432 and H. R. 6843 be rejected by your committee. 
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Now, Mr. Chairman, we have heard a lot of testimony today on 
the matter of cheese, but my testimony goes a little beyond that, 
because there are three proposals to amend the Defense Production 
Act now before this committee. 

In the Hunter bill, the proposal is to restore section 104 to the 
Defense Production Act as it stands, and also, a sweeping recommenda- 
tion that controls over imports of any other agricultural or nonagri- 
cultural product, be imposed by the President upon recommendation 
of the Secretary of Agriculture, in the case of agricultural products, 
or upon investigation and recommendation of the Secretary of Com- 
merce in the case of nonagricultural products. 

That would be a new section 104 (b) of the Defense Production Act. 

We also have the Ramsay bill, H. R. 6843, which would authorize 
restrictions on imports by quotas upon application by any American 
producer, of an article containing a material, a raw material, which is 
subject to allocations or priorities at the time of exportation. 

These are very sweeping provisions, and cut straight across the 
existing statutes. 

It is understandable that, if domestic producers are wholly engaged 
in war production, that they may not be able to supply the amount 
of consumer goods that they normally would supply, and it is plausible 
to assume that foreign manufacturers might, conceivably, take over 
the markets while the domestic producers are engaged in these war- 
production efforts. 

But that has not happened, and it is based on the false assumption 
that only this country might be so engaged in war production, and 
that the other countries would be working entirely on civilian 
production. 

We oppose the whole idea of quantitative restrictions. Since the 
war, the United States has, very properly, taken the leadership in 
reducing excessive tariffs and in eliminating the barriers to interna- 
tional trade. 

Another point I should like to make is that these proposals, such as 
the section 104—cheese, as we have heard about all day today——and 
the extension of that type of control to any other products, under the 
Hunter Act, and the Ramsay proposal, to establish a quota of one- 
half of the pre-Korean level—are all contrary to the policy that we 
have been trying to impress upon the friendly nations of the world, 
and the program of expanding international trade. 

Of course, I know the members of this committee all realize that 
the United States is the greatest creditor nation in the world, and by 
all sound rules of ir scmge we should have an excess of imports over 
exports, year after year; the reverse has been true. We have had a 
dollar-gap problem, ant we have poured billions of dollars, through 
economic assistance, in the European countries, to let theta get on 
their feet and export goods so that they could earn the dollars that 
they require to buy our products that they need, not only for military 
purposes, but also for their own internal economy. 

These things cut straight across that, and we also object to the fact 
that these bills, such as H. R. 7432, and H. R. 6843, have been intro- 
duced as amendments to the Defense Production Act. 

If they had been introduced on their own basis, they would prob- 
ably be an important control proposition, and would have been re- 
ferred to the Committee on Ways and Means. As a matter of fact, 
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when the cheese amendment was introduced last July, Chairman 
Doughton, of the Committee on Ways and Means, made the point 
that it seemed that this particular proposition was within the juris- 
diction of the committee rather than as a matter of defense. 

In conclusion, I might say that we seriously suggest that H. R. 
7432 and H. R. 6843 be rejected by this committee and that you ask 
the Speaker of the House to recommit those bills to the Committee 
on Ways and Means, where they properly belong. 

Mr. Brown. Mr. Radcliffe, we are verv glad to have the benefit 
of your testimony. Thank you very much. 

The committee will adjourn until 10 o’clock tomorrow morning. 

(Whereupon, at 5:05 p. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, May 15, 1952.) 

(The following statements were submitted for inclusion in the 
record of the hearings:) 

New York, N. Y., May 15, 1952. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
United States House of Representatives, Washington, D. C. 

Dear Mr. Spence: As secretary of the Switzerland Cheese Association, I 
respectfully request that the attached statement in opposition to the renewal of 
section 104 of the Defense Production Act be inserted in the records of the current 
hearing of the House Banking and Currency Committee. 

Your favorable consideration will be appreciated, 

Very truly yours, 
Apo.ex C. Do.LpEr, 
Executive Secretary, Switzerland Cheese Association. 


STATEMENT OF THE SWITZERLAND CHEESE AssociIATION, INC., IN OPPOSITION TO 
THE RENEWAL OF SEcTION 104 OF THE DEFENSE PRopuctTIon Acr 


The Switzerland Cheese Association, Inc., isa New York corporation organized 
in 1929 to assist in the marketing of cheeses of Switzerland. The association has 
invested substantial sums of money in consumer and trade advertising, to promote 
the consumption of Switzerland Swiss cheese. There is now an established and 
steady market in the United States for this imported product. 

The cheese-import restrictions imposed by the Secretary of Agriculture pur- 
suant to section 104 of the Defense Production Act of 1951 arbitrarily reduces 
this market to about one-half of its potential and seriously threatens the invest- 
ment of the association, 

The following table demonstrates the loss of sales of cheeses of Switzerland sus- 
tained by the producers during the 1i-month period August 1, 1951, to June 30, 
1952, during which the law is scheduled to be in effect: 


TABLE 1 


Total quantities of cheeses of Switzerland which it was planned to export to 
American consumers during 11 months, August 1, 1951, to June 30, 1952 


Approximate 
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Import licenses issued as reported by United States Department of Agriculture, 
August 9, 1951, to June 30, 1952, (all cheese shipped on August 1 or later became 
subject to licensing). 


Pounds Value 


Swiss cheese ; 
Gruyere process cheese i : ‘ ébeibadneneeks 
Other cheese 


$2, 540, 839 
1, 161, 570 
25, 96S 





Q-- 


Pee 21.6525. oie bt wattle aes MNS 7 apm ia welts 6, 026, 126 3, 728, 377 


Approximate reduction of Switzerland’s sales of cheese to United States of 
America caused by the import restrictions: 
Pounds___. cn co ee I es eth 3, 137, 000 
Value_ ; tae Paris ee ee ee oe SHEER cu ve. Ohy Bee, OOO 


The association therefore urges that section 104 of the Defense Production Act 
of 1951 be repealed. 

Apart from this motive of self-interest, the association submits the following 
additional reasons in support of repeal: 

a) The effects of section 104 are contrary to the best interests of the consumer. 

b) Importers, distributors, and retailers of cheese, who have substantial 
investments in their businesses, are faced with an unneeded loss of business 
through the effect of section 104. 

(c) The American cheese industry cannot benefit from section 104, and many 
other segments of American agriculture will be adversely affected. 

(d) Section 104 vitally affects the European farmer and the economy of other 
countries; it is disrupting established friendly foreign relations, 


(a) THE CONSUMER 


DFO 8, issued by the Department of Agriculture pursuant to section 104, for 
all practical purposes, limits the consumption of foreign cheese in the United 
States to 70 percent or less of the quantity used in 1950. The quotas of cheese 
importers are now almost exhausted. Importers’ warehouses are practically 
empty. Retail stores are finding it impossible to replace their stocks from whole- 
sale channels. 

The two principal types of cheese from Switzerland are Swiss cheese and 
Gruyere process cheese. The supply of these cheeses in this country for distribu- 
tion has become negligible, and this is also true of many other imported cheeses. 

The American consumer is deprived of the right to exercise his free choice so 
long as section 104 continues to be law. 

Shortage of imported cheese brought about by section 104 will not cause an 
increase in the production domestically of foreign-tvpe cheese. Milk production 
has remained stable, while fluid-milk consumption has greatly increased, so that 
less milk is now available for the manufacture of cheese and other dairy products. 

Most domestically produced foreign-type cheeses are also in short supply. 
Domestic Swiss cheese, for instance, is not available in sufficient quanities to 
replace Switzerland Swiss cheese excluded by section 104. Assuming the con- 
sumer of imported Swiss should now turn to domestic Swiss, he could not get all 
he needs or wants. He is therefore being deprived of a particular food he prefers. 


(B) THE AMERICAN BUSINESSMAN 


To most of the wholesale cheese dealers in the United States, imported cheese 
is a most important item. To some who specialize in it, it is their whole business. 
They require refrigerated warehouses, experienced staffs, and in some instances 
fleets of trucks. They depend in varying degree on the income derived from 
handling imported cheese. There are several hundred cheese importers in the 
United States; of these, about 50 deal in Switzerland Swiss. 

Stocks of cheese distributors consist in the main of domestically made cheeses, 
but most carry some imported cheese to fill out their lines because of consumer 
preference. They, too, derive some of their income from the sale of imported 
cheese. There are many thousands of cheese distributors in the United States 
whose business depends to some degree on imported cheese, 
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Of the several hundred thousand retail stores in the United States that carry a 
variety of cheeses, many also handle one or more imported cheeses. These stores 
have invested good money in expensive present-day cheese-display equipment. 
Their success as retail merchants depends to a large extent on a full enough line 
to satisfy existing consumer preference. 

With no imported cheese available in the months to come, and with domestic 
producers unable to supply the existing demand, all of these dealers in cheese— 
importers, distributors, and retailers—will suffer losses in income and considerable 
hardship because of the import restrictions imposed pursuant to section 104. 

The following table demonstrates the approximate loss of revenue suffered by 
American business as the result of the loss in sales of cheeses of Switzerland as 
estimated in table 1 


TABLE 2 
Revenue loss to U. 8. Treasury (uncollected duty) _ : $378, 600 
Gross profit of thetten rs : : 156, 900 
Gross profit of distributors___ 310, 000 
Gross profit of retailers_ : 620, 000 
Commissions of brokers (brokerage) - “ : 39, 500 


Estimated minimum loss of anticipated revenue : e 1, 505, 000 


(C) THE AMERICAN DAIRY INDUSTRY AND THE AMERICAN FARMER 


The cheese producers who manufacture foreign-type cheese in America owe their 
very existence to the fact that a foreign cheese had been imported and had found 
acceptance by American consumers. 

Swiss cheese had its origin in Switzerland. Yet, more Swiss cheese is now made 
in the United States than in Switzerland. 

Moreover, the facts show that imports of cheeses from Switzerland do not 
threaten the American dairy industry in the least. Switzerland’s cheeses, because 
they are of outstandingly choice quality, have always commanded prices far above 
those obtainable for the domestic Swiss-type cheeses. In 1951, for example, 
Switzerland Swiss cost 84 percent more at the wholesale level and 70 percent more 
at the retail level than domestic Swiss cheese. The American producers, unaided 
by restrictive legislation, have in the past been well able to hold their ground. 
In 1950, 99,483,000 pounds of domestic Swiss cheese was produced and sold, 
while only 6,383,000 pounds of Swiss cheese was imported from Switzerland. 
Domestic production in that year was up 51 percent over the 1945-49 average of 
65,816,000 pounds annually, and Switzerland imports were still 28 percent below 
the 1939 prewar level of 8,925,000 pounds a year. Yet, in spite of this record, the 
Secretary of Agriculture, acting under section 104, has established quotas for 
Switzerland Swiss which limit imports to an annual rate of approximately 
4,300,000 pounds. It is evident that the imports of cheeses of Switzerland do not 
adversely affect the market for domestic cheese. In fact, their availability in the 
American market may well have caused the noticeable rise in the quality of the 
American-made Swiss-type cheeses, thereby stimulating the consumption of these 
domestic products. 

The per capita cheese consumption in the United States rose from 5.5 pounds 
(1935-39 average) to approximately 7.2 pounds in 1951. A good percentage of 
this inerease is due to the mounting popularity of foreign-type cheeses, a con- 
dition which could not have existed without the interest stimulated by imported 
cheese. 

America, on the whole, is an exporter, not an importer, of farm products. In 
1950 the United States exported over 39 million dollars’ worth of agricultural 
products to Switzerland; in return, the United States purchased less than 71% 
million dollars of farm products from Switzerland. With money obtained from 
exports of cheese, Switzerland buys the American farmers’ cotton, his tobacco, 
his fruits, his fats and oils and his grains, amounting in all to almost six times the 
value of Switzerland’s agricultural products sold to the United States. Switzer- 
land, which is not receiving United States aid, needs that trade in cheese if she 
is to purchase American farm products as freely as she has been. Evidently, 
only repeal of section 104 could accomplish that. 


(D) FOREIGN RELATIONS 


The example of the United States domestic economy, where industrial and 
agricultural products move freely from State to State to the ultimate benefit of 
all, has been presented to Europe as the goal to be achieved. 
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Section 104 has been a most serious blow to that ambition. In Switzerland, it 
has struck at an ancient and vital industry. 

The Federation of European Agriculture, comprising 300 large national agricul- 
tural organizations and institutions from 18 countries, expressed the bewilderment 
of the European farmer in the following paragraph extracted from a recent letter: 

“The council received a report dealing with the restrictive measure taken by 
the United States and its effect on the export of dairy products to the United 
States, especially as it concerns cheese. The burdensome restrictions on the export 
of the products involved have been cause for anxiety, dissatisfaction, and irritation 
in the European countries affected. Exports, and the striven-for economic 
balance between United States and Europe, including the increased productivity 
of European agriculture which had been encouraged by the United States, are now 
painfully disturbed. We regret deeply the emergence of such a development, not 
only because of its economic effects but also in the light of the momentous tasks 
which the United States and Europe, ineluding its agriculture, were to accomplish 
together.” 

The positive effect of section 104 in Switzerland is to force the cheese makers to 
reduce production; the negative effect may be to force Switzerland to enact its 
own import controls, not in retaliation but out of sheer economic necessity. 
Import controls in Switzerland do not mean just a little less cheese; they mean a 
great deal less of the necessities which Switzerland obtains from American farmers 
and manufacturers. Switzerland’s bread, in a very real sense, is made from 
America’s wheat. 

It must be obvious that the exclusion of cheeses of Switzerland serves no useful 
purpose to any group, including the American dairy farmer. At the same time 
it is positively injurious to the consumer, the American firms engaged in importing, 
distributing, and retailing cheese, to American agriculture as a whole, and to the 
Swiss dairy farmer and cheese producer. There is no reason whatsoever to per- 
petuate such legislation, and we respectfully urge the repeal of section 104 of the 
Defense Production Act of 1951. 


STATEMENT OF THE AMERICAN CHAMBER OF COMMERCE FOR TRADE WITH ITALY, 
Inc., RE Section 104 oF THE DEFENSE PRopvUcTION AcT 


This chamber comprises most leading American importers of cheese produced in 
Italy, and, though of course concerned with the defense of their legitimate in- 
terests, is even more deeply perturbed by the repercussions that a renewal of the 
provisions of section 104 would have with regard to American consumers and the 
higher interest of our national economy. 

For 10 months the issues involved have been restated ad nauseam, ever since the 
notorious Andresen amendment was slyly tagged on to the Defense Production 
Act Amendments of 1951 under last year’s July 31 deadline. To again outline 
in detail the reasons for our opposition to section 104 would therefore be repeti- 
tious. In order to furnish an objective and clear picture of developments to date, 
it will suffice to enclose with this statement copy of an article appearing in the 
current issue of the magazine The Reporter, of New York. It is believed that 
this extremely informative article constitutes a fair and comprehensive summation 
of all pertinent facts. For the purpose of further stressing the stand of our 
chamber, we also quote as follows the seven conclusive points of the statement 
which we submitted on September 13, 1951, before the Senate Banking and Cur- 
rency Committee: 

“Summing up, the opposition of our chamber is embodied in the following points: 

“1. The law was adopted without public hearings. 

2. The law violates the spirit, if not the letter, of reciprocal trade agreements 
now in effect. 

“3. This law may incite retaliatory measures by other countries which would 
affect the export of surplus American products. 

“4. This law substitutes irresponsible, whimsical legislation for a reasoned 
appraisal by the United States Tariff Commission, heretofore used to protect 
American industry against unfair foreign competition. 

“5. The inelusion of cheese and dairy products, not previously provided for in 
the Defense Production Act of 1950, serves notice on the world that we will play 
the game of international trade within narrow and selfish limits, belying our oft- 
proclaimed intentions to free trade from the grip of governmental quasi-monopo- 
listie practices. 

“6. The chamber does not consider normal, fair competition, whether in the 
domestic or in the international arena, a shibboleth to serve as excuse for legis- 





910 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


lation establishing conditions favorable to monopoly or likely to mulet the Ameri- 
can consumer. 

“7. The chamber does not accept the philosophy that each of us should be 
guaranteed a profit by law.”’ 

To the above can be added with some measure of pride that as of today many 
facts point unmistakably to the correctness of all our contentions. The inequity 
of enforcing legislation adopted without hearings has resulted in unwarranted 
hardships imposed upon American consumers and traders alike. Here and abroad 
it is being recognized to an increasing extent that the whole structure of American 
foreign trade is imperiled by this glaring example of restrictive legislation. As 
foreseen, retaliatory measures are being adopted by friendly countries, where the 
inconsistencies between avowed American policies and legislation of this kind are 
being gleefully exploited by our enemies. Benefits have derived exclusively to 
a very small, but highly articulate minority of American imitators of foreign type 
cheeses. They do not appear in any way concerned over much greater losses 
that their selfishness is beginning to impose upon far more important sections of 
our agricultural production. And with respect to the American consumer, their 
sole interest can be identified with their eagerness to exact from him higher prices 
for domestic cheeses, as evidenced by recent market trends. 

It is understandable that almost a year ago many legislators, suddenly con- 
fronted with an apparently trivial amendment to the all important Defense 
Production Act, may have voted in its favor without realizing its implications. 
But now that the real issues have been revealed in all their perilous import, it 
would in our opinion be unpardonable that the Eighty-second Congress of the 
United States allow to stand among the essential provisions of the Defense Act a 
section that is extraneous, contrary to our economic policies and injurious to many 
more Americans than the few it places in a position of undue privilege. 

These are the reasons why our chamber respectfully recommends that your 
committee report against continuation of present restrictions on the importation 
of cheese. It is our considered opinion that such action will be in the national 
interest, beneficial to American consumers, to our agriculture and trade, and 
consistent with our international policies, 

Respectfully submitted. 

AMERICAN CHAMBER OF COMMERCE FOR 
TrabDE WirH Iraty, INc., 
Feperico G. MENNELLA, President. 

Sworn to before me this 15th day of May 1952. 

M. Pavut PompPeELt, 
Notary Public, State of New York. 
Term expires March 30, 1953. 


[From the Reporter, May 27, 1952] 
THe Ro.Le or CHEESE IN OvuR FoREIGN Po.icy 
(By Hans Landsberg) 


When the Defense Production Act comes up for revision this summer, American 
cheese manufacturers will be among those who keep a very close watch on its 
progress. Despite the seemingly marginal importance of cheese to United States 
defense, its producers are singled out for considerable favor by the present act. 
This courtesy, known as section 104, was initiated last July, when the 1-vear-old 
act was amended to protect United States cheese against foreign imports. When, 
last January, the administration attempted to kill section 104, it met with its 
first defeat of this year’s session, a resounding ‘Nay’ vote that included every 
Republican present, as well as seven Democrats who also could not ignore the 
cheesemakers’ pleas. 

When this vear’s version of the Defense Production Act is brought to the floor 
within the next few weeks by the Senate Banking and Currency Committee, it 
will contain a slightly weakened version of what has come to be known as the 
“Cheese amendment.”’ But even this sop to the Administration may disappear 
on the Senate floor. The January vote, and the 4-day debate that preceded 
it, indicated just how hardy a perennial the cheese amendment is likely to become, 

A census of the dairy cows in each Senator’s State might have provided a fairly 
accurate index to their sentiments in January, but it would not have told the 
whole story. Dairy interests alone could not have instigated such a vigorous 
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demonstration of the historic old United States protectionist spirit. The vote 
indicated how larger issues may be ignored and long-run goals jeopardized in the 
face of domestic pressure groups, particularly in an election year. 

Section 104 directs the President to prohibit imports of fats and oils, peanuts, 
butter, cheese, and other dairy products, and rice and rice products, ‘‘which the 
Secretary of Agriculture determines would (a) impair or reduce the domestic 
production of any such commodity or product below present production levels, 
or below such higher levels as the Secretary of Agriculture may deem necessary 
in view of domestic and international conditions, or (b) interfere with the orderly 
domestic storing and marketing of any such commodity or product, or (c) result 
in any unnecessary burden or expenditures under any Government price-support 
program,” 

This amendment is known as the cheese amendment not because butter and 
rice are unimportant but because cheese was the major single item added by it 
to the list of commodities that had been previously under import control. Butter, 
for instance, has been practically embargoed since 1942. During the war this was 
done via the machinery for allocation of fats and oils among the Allies. After the 
war, government farm-price-support Operations became the basis of its exclusion. 
Then last year it came under section 104. In addition, even in preceding years 
the quantity of butter and most of the other commodities imported had never been 
substantial. Thus, no domestic pressure groups were offended when Congress 
continued the partial or total exclusion of the other items, and even foreign ex- 
porters had become reconciled to considering the United States a closed market 
for these products. 

When Senator Warren Magnuson (Democrat, Washington) added cheese to the 
list last July, a controversy began which greatly transcends the relatively narrow 
issue as to whether $20 to $25 million worth of cheese may be imported each year. 

In the first place, a problem which should be decided in the arena specifically 
designed for it—the Tariff Commission, established in 1916 to be the central 
arbiter of tariff matters—has been made into a political issue and fixed rigidly 
in a piece of ad hoe legislation by Congress. When asked by Senator J. William 
Fulbright (Democrat, Arkansas) what was wrong with going before the Tariff 
Commission and seeking relief there, one of the cheese producers’ star witnesses, 
E. W. Gaumnitz, executive secretary of the American Cheese Institute, had 
nothing better to reply than that the reason for inserting Magnuson’s amendment 
‘on the face of it must have been that there was no relief otherwise.’’ Senator 
Fulbright shot back: “I presume vou know more about how it got there than I do.” 
The amendment’s raison d’etre is simply that the Tariff Commission is a far 
tougher court to go before than Congress. 

As a growing number of industries seek relief from foreign competition, particu- 
larly under last year’s more elastic version of the Trade Agreement Extension 
Act, it is vital that Congress be kept from assuming a function specifically delegated 
to an executive agency. The argument that it takes too long to wait for a verdict 
from the Tariff Commission might induce Congress to look into the workings of 
the Commission and strengthen it where necessary. But it should not be used as a 
justification for setting up Congress as a competing body. Lobbies are quick to 
learn, and the spectacular success of the cheese people may next encourage the 
producers of everything from glassware to felt hats to skip the Tariff Commission 
and go directly to Congress, as the tuna-fish producers have already done. 


SUBSIDIES AND SECURITY 


The second objection to the cheese amendment is the underlying philosophy 
that the Government is obliged to keep in business, at the expense of everybody 
else, any company that chooses to engage in unprofitable production, and that 
the American economy has now reached such a degree of maturity, even of 
rigidity, that shifts from one field of enterprise to another must not be allowed 
unless they are Government sponsored. 

The Senate hearings produced astounding evidence about this attitude. 
Throughout the hearings the only specifie instance of domestic producers who 
suffer from foreign competition was the case of twenty-odd blue-cheese manu- 
facturers concentrated in Minnesota and Wisconsin, who complained of being 
drowned in a sea of Danish imports. Yet when asked by Senator Blair Moody 
(Democrat, Michigan) whether there was “any reason why the blue-cheese manu- 
facturer cannot shift to some other kind of cheese,’’ Mr. Gaumnitz of the Cheese 
Institute replied, ‘‘No, he ean shift.’’ During the same hearings, the president 
of one of the principal companies making foreign-type cheese said that his firm 
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had had to close down exactly one blue-cheese plant in Wisconsin with an at- 
tendant lay-off of 19 employees. 

The broader economic argument of the cheese protectors was that cheese im- 
ports at the 1951 rate would bring down milk prices so much as to discourage 
production, and since milk production is essential to national security, there 
must be a limit on imports. 

Senators waxed lyrical in their praise of milk as vital to our security. “If the 
security of the Nation is threatened, as some of us believe it is,’’ said Senator 
Aiken (Republican, Vermont), ‘“‘then the most important thing we can do is to 
assure ourselves of an adequate supply of milk and milk products in the event 
that importations should be cut off completely by enemy action.” 

Nothing was proved as to the detrimental effect of cheese imports. Two of the 
country’s three great farm organizations, the American Farm Bureau Federation 
and the National Farmers Union, went on record in favor of repeal, the latter 
agreeing with Senator Moody that the things that are wrong with dairying are 
much better looked for in our domestic agricultural set-up than in the import 
field. The Department of Agriculture itself, as recently as February 15, in its 
bulletin, Dairy Situation, has said: “In all parts of the country, the opportunity 
for comparatively good earnings in nonfarm pursuits has been operating in recent 
years to limit milk production. In general, farming sections of the Nation the 
relatively large cash farm incomes of the past decades have resulted in farmers 
becoming less inclined to milk cows.’ Furthermore, says the Department, 
‘“* * * the supply of milk for manufactured dairy products * * *_ will 
reach another record low in 1952.” 

Against these long-run tendencies, the attempt to relate cheese imports to the 
generally unfavorable dairy picture stands up poorly. In the first 6 months of 
1951, when American cheese production was running at an annual rate just below 
1.2 billion pounds, cheese imports stood at 55 million pounds, or less than 5 per- 
cent of domestic production. Because of the cheese amendment, imports Were cut 
down to a rate of 37 million pounds beginning in August, 1951. The reduction of 
18 million pounds supposedly makes the difference between a healthy and a ruined 
dairy industry. When it is remembered that less than 10 percent of all milk pro- 
duced annually in the United States goes into cheese production, the theory be- 
comes even harder to believe. 

There are other economic snags. Most of the imported cheeses do not compete 
with domestic types. Almost without exception they are higher-priced. Many 
of the foreign types are not made here at all. But since the amendment men- 
tioned only “cheese,” the Department of Agriculture slapped controls on all 
cheeses, though it must have known that reduced consumption of many of them 
would not add one iota of increased consumption of domestic cheeses. 


INTERNATIONAL REPERCUSSIONS 


One might have expected—as the administration apparently did—a tidy 
majority of Senators to vote for repeal of section 104 on the basis of the inter- 
national implications of such controls. 

In an effort to avail itself of a specific waiver contained in the General Agree- 
ment on Tariffs and Trade (GATT) which we signed along with 18 other nations 
in 1947, section 104 declares import controls on cheese to be ‘‘necessary for the 
protection of the essential security interests and economy of the United States in 
the existing emergency in international] relations. * * *’ The identical 
wording in GATT permits a member country to free itself of obligations under the 
agreement. 

In August 1947, after section 104 was passed, the State Department’s top 
economist, Willard Throp, put in the record the protests of Canada, Italy, Den- 
mark, the Netherlands, New Zealand, Switzerland, and France, and pleaded for 
repeal. Later that year at Geneva he managed to keep the GATT nations from 
going on record in a vote of censure. The basis of his case must have been that 
Congress would surely repeal the amendment and meanwhile nothing must. be 
done to goad it into a taking a stiffer position. 

The GATT participants will not hold Mr. Thorp’s wrong guess against him 
personally, but they will now feel free to bring the United States before the bar 
of GATT at its fall session. The Dutch, to whom we made tariff concessions on 
cheese only last year, have already announced that they may abrogate their 
concessions tous. Italy has lodged a pretest with the State Department in which 
it attacks United States policy both for the inconsistency between our preaching 
of free trade and our erection of fresh trade barriers, and for the folly of trying to 
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pressure Europe into higher exports to the dcllar countries while slamming the 
door in the face of some of the most premising exports. 

A country cannot buy what it cannot pay for. Therefore, either we reduce our 
exports because of curtailed imports or we finance the exports with foreign-aid 
dollars, as we have done in the past. Apparently the Senate would prefer to give 
our resources away than to be paid for them with imports. 


THE HIDDEN DAMAGE 


The damage done by the cheese amendment is threefold. Economically, we 
are keeping Europe from earning dollars. In so doing we have seriously misled 
a number of countries which, under our guidance, have invested funds and effort 
in export drives, and which are now wondering whether such ventures will be 
worth while in the future. It is difficult for us to realize what the cheese amend- 
ment has meant to countries like Italy and Denmark, which in 1950 derived 
10 percent of their earned dollar income from cheese. 

The second damage is psychological. We are forfeiting our role of leadership 
in the freeing of world trade, and when we admonish Europe to ‘‘integrate,’’ to 
remove internal trade barriers and expose each nation to intra-European compe- 
tition, the exchange value of our words has been sadly debased. Nations that 
we are maintaining financially are getting used to the fact that they have no right 
to call us to account for any of our actions. 

Finally, there is the political damage. The cheese amendment offers just the 
sort of unfavorable propaganda that our enemies might have to invent if we did 
not voluntarily hand it to them. For years they have proclaimed that America’s 
aim, through the Marshall plan, was to conquer the markets of Europe while 
keeping its own tightly closed. Now they have proof. 





GOVERNMENT ContTrRoLs OvEeR ForEIGN TRADE AND FOREIGN EXCHANGE— 
RESOLUTION UNANIMOUSLY ADOPTED AT THE INTERNATIONAL TRADE ForUM 
SronsorepD By ILLiInois MANuFAcTURERS’ AssociATION, Marcu 26, 1952, at 
KIMBALL Hauu, CuHiIcaco 


American international trade is suffering serious damage from the effects of 
arbitrary restrictions, exchange regulations, quotas, and export and import con- 
trols imposed by numerous governments, including the United States. These 
restrictions and regulations impair the free flow of international commerce and 
retard the defense effort of the democratic nations. This situation has persisted, 
notwithstanding repeated commitments and statements by responsible govern- 
mental officials of their intent and determination to remove all barriers which 
deprive American foreign traders of the same measure of freedom enjoyed by 
foreign traders of other nations in duing business with us. 

Under article 14 of the agreement of the International Monetary Fund, the 
50 member countries have undertaken to reduce foreign-trade restrictions by 
March 1952. However, with minor exceptions, this agreement is not being 
carried out by the participating nations, including our own country. The 1951 
annual report of the International Monetary Fund contains the following state- 
ment: 

“If unnecessary restrictions are retained at the present time, it will be all the 
more difficult to remove them in the postemergency period. Further, in a world 
of scarcities induced by rearmament programs, more efficient use of economic 
resources would be possible as a result of the reduction of restrictions.” 

Little consolation can be derived from the plethora of reciprocal-trade agree- 
ments, when it is realized that the participants in these agreements have found 
the means of abrogating the principles upon which such treaties are founded. 
Notwithstanding the assertions that such treaties are designed to abolish re- 
strictions and facilitate free trade, such restrictions have been intensified all over 
the world, including our own country. 

The United States Government, at the expense of the taxpayers, continues to 
contribute funds, materials, and services to aid in the economic recovery and 
well-being of countries which have remained firmly nationalistic and arbitrary 
in their retention of restrictions which have prevented American exporters from 
sharing trade benefits in the same manner which this country extends to other 
nations, 

It is the consensus of opinion of those assembled here that: 
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Whereas the continued retention of controls over foreign trade and foreign 
exchange is doing irreparable harm to international trade and is a contributing 
factor to the present economic instability of most countries; and 

Whereas the disregard of agreements and pronounced policies raises doubt as 
to the sincerity of the contracting parties and has a negative effect on the rela- 
tions between the democratic nations; Therefore be it 

Resolved, That the United States Government as well as the governments of 
other nations adhere to the articles of agreement of the International Monetary 
Fund and bring an end to the impediments, restrictions, and controls which stifle 
international commerce and impair the efforts to create stable economies for the 
mutual defense of the democratic nations. 





FRENCH CHAMBER OF COMMERCE OF THE UNITED STATEs, 
New York, N. Y., March 31, 1952. 
Hon. BRENT SPENCE, 
Chairman of the House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Sir: Referring to the public hearings which are presently being held by 
your committee in connection with the new Defense Production Act, we under- 
stand that at the same hearings is considered H. R. 6843, a bill to place quotas on 
imports of products containing materials which are subject to priorities and allo- 
cations in the United States. 

While we realize that defense requirements have severely in the past and 
recently to a much lesser extent, hampered American producers of many consumer 
items containing materials in limited supply, we feel that H. R. 6843 is so sweeping 
in character that it becomes a threat to regular and normal imports in a very wide 
range of items. It would place quotas on imports of a tremendous variety of 
commodities, ranging, for instance, from automobiles to paint brushes with metal 
handles. 

If enacted, this bill would be in effect out and out protectionism, and we con- 
sider that it would have, due to its general character, even a much more injurious 
reaction on the dollar-earning capacity of friendly nations than the present import 
restrictions on dairy products. 

As a matter of fact, the same objections may be voiced, only to a much greater 
extent against the enactment of H. R. 6843 as against the proposed extension of 
import restrictions on dairy products. These objections were given in my letter 
addressed to you on March 20, 1952. 

We cannot think for a single moment that H. R. 6843 will be enacted, because 
such an enactment would deal a tremendous blow to the reciprocal trade-agree- 
ments program and to the spirit of internationa] economic cooperation constantly 
advocated by the United States over a Jong period of years. It would at the 
same time indicate a serious disregard for the interests of American consumers, 
in establishing a virtual monopoly of the American market for many types of 
consumer goods. 

But, in view of the fact that publie hearings are now being beld in connection 
with this bill, we wish to join our voice to that of the many trade associations 
which already have opposed the enactment of this legislation, and we respectfully 
request that our statement be made part of the record of these hearings. 

Yours faithfully, 
Pierre G. Martin, 
Executive Vice President. 





Driep Fruit AssociaTION OF CALIFORNIA, 
San Francisco, May 1, 1952. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuarrman: The Dried Fruit Association of California and the 
California Dried Fruit Export Association take this means of submitting to you 
and to the members of your committee our views with respect to section 104 of 
title I of the Defense Production Act. 

The Dried Fruit Association of California is a trade association, having in its 
membership both commercial and grower cooperative firms handling over 95 
percent of California’s average annual production of 500,000 tons of dried fruits. 
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This represents the annual conversion of approximately 2 million tons of fresh 
fruit and grapes into dried deciduous tree fruits and raisins. In years prior to 
World War II, approximately 40 percent was exported, predominantly to 
countries of northern and western Europe. 

The California Dried Fruit Export Association, organized under the Export 
Trade Act (Webb-Pomerene), has in its membership both processor and merchant 
exporters. 

From its inception these associations have supported the theory and practice 
of the reciprocal] trade-agreements program. In the interest of harmony with 
this policy, we respectfully urge the deletion cf section 104 from the Defense 
Production Act. From the viewpoint of the undersigned associations, section 104 
conflicts with the intent and purpose of the trade-agreements program and other 
internationa] trade commitments to the extent that it constitutes an act of 
international bad faith. It has provoked a retaliatory attitude on the part of a 
number of European governments. This is most unfortunate, coming as it does 
at a time when, operating under Federal] marketing orders and with support from 
an export (subsidy) program instituted with the Department of Agriculture, our 
dried-fruit industry is desperately striving to dispose of an exportable surplus. 

In addition to the reciprocal] trade-agreements program, the undersigned associa- 
tions have supported other measures designed to build world trade on a sound and 
continuing basis. The export of United States agricultural products in many 
lines has increased notably over recent years. A sustained high volume of export 
is necessary to support our expanding productive economy. 

Accordingly, it is not felt that any category of agricultural products, or for that 
matter any other goods or services, should enjoy mandatory protection against 
import under any new specific provision in law. In the interest of good interna- 
tional relations, all adjustments and controls not provided in currently effective 
tariffs should be sought on the basis of the judicial approach provided in section 
22 of A. A. A. and so-called escape clauses currently provided in law, treaties, 
and other trade commitments. 

In view of our background of a half century of substantial export of dried fruits, 
preponderantly to Western Europe, the undersigned associations have constantly 
in mind the eventual necessity for this country’s reestablishment of a balance in 
commodity exchange as the only basis for a balance in currency exchange. It 
is, however, recognized that the current world situation does not provide a founda- 
tion for the rapid accomplishment of this end purpose. 

At the same time, it is our conviction that, since we have adopted a forward- 
looking poliey with respect to international trade, our legislative actions should 
be consistent with established international commitments, and uniformly fair in 
the matter of adjustments affecting our own industries, 

And further, it is our contention that the Defense Production Act is not a 
proper vehicle for the enactment of import controls in that it does not provide 
an opportunity for the Members of the Congress to meet the issue on the basis of 
their individual convictions. Imports regulations are certainly not related to the 
primary provisions of the act; namely, domestic economic controls. 

On behalf of not only the dried-fruit industry but other considerable segments 
of the Nation’s fruit industry dependent on export outlets, the undersigned associa- 
tions bespeak your committee’s thoughtful attention to the considerations briefly 
recited herein. 

On the basis of this statement, we respectfully urge your support for deletion 
of section 104 of title I of the Defense Production Act. This expression of view- 
point extends to any substitute proposal for any regulation of import applicable 
to any specific category of products. 

We further respectfully request that this letter be made a part of the written 
record of your committee hearing in the matter of the currently pending reenact- 
ment of the Defense Production Act. 

Sincerely yours, 
H. C. Dunuap, 
Vice President, Dried Fruit Association of California and 
Secretary, California Dried Fruit Export Association. 
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THURSDAY, MAY 15, 1952 


House oF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. 
Brent Spence (chairman of the committee) presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Rains, Deane, Dollinger, Burton, Hays, Wolcott, Gamble, Talle, 
Cole, Hull, Seott, Nicholson, Widnall, Betts, and Kilburn. 

The Cuarrman. The committee will be in order. 

We will resume hearings on the Defense Production Act. 

Due to circumstances beyond which we have no control, we will 
have to suspend shortly. The House meets at 11 o’clock, and there 
will be a roll call as soon as the House meets on the adoption of the 
constitution for Puerto Rico, and then there will be two conference 
reports, so we will have to adjourn at 11 o’clock, which I regret 
very much. 

The clerk will call the first witness. 

The Crerk. The first witness is Mr. Charles Holman, of the Na- 
tional Milk Producers Federation. 

The Cuarrman. Mr. Holman, it is always a pleasure to have your 
views. 

Mr. Houtman. It is always a pleasure to appear before this com- 
mittee, Mr. Chairman. It is one of the wisest committees and one of 
the most considerate to me that there is in the Congress. 

Mr. Chairman, I have a statement which I will proceed to present. 

The CuarrMan. You may proceed as you desire. 

Mr. Hotman. Thank you, sir. 


STATEMENT OF CHARLES W. HOLMAN, SECRETARY, 
NATIONAL MILK PRODUCERS FEDERATION 


Mr. Hotman. I am Charles W. Holman, with offices at 1731 Eve 
Street, Washington, D. C. I am secretary of the National Milk 
Producers Federation, which is a Nation-wide or ganization of dairy 
cooperatives composed of 92 direct member associations. Affiliated 
with these direct members are more than 600 local and regional 
cooperatives nearly all of which are engaged in manufac turing | some 
or all forms of dairy products. Our latest records show that approxi- 
mately 450,000 dairy farm families are the owners of these cooperative 
associations. These farm families reside in every State in the Union 
except New Mexico and Nevada. A recent survey shows that these 
cooperatives market annually approximately 22 billion pounds of 
whole milk equivalent which is a little more than one-fifth of all the 
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milk and cream that leaves the farms in commerce. During the past 
vear the wholesale dollar value of these products exceeded $1 billion, 

Appended to this statement is a copy of the resolution of the dele- 
gate body of our federation which at our last annual convention in 
November of 1951 in Dayton, Ohio, set forth the position of our 
organization. ‘ 

The federation renewed its opposition to the principle of price con- 
trols. The federation further believes that the methods used for so- 
called wage stabilization and price controls are not comparable and 
the administrative procedure with respect to price controls inflicts 
unnecessary hardships upon processors and handlers seeking to obtain 
actual compensation for increased costs. 

If, however, it is the intention of the Congress to extend the present 
act, we recommend that the extension be for no longer than June 30, 
1953, in order to enable the new Congress to review the national and 
international situation as to whether all parts of this act should be 
continued for any period beyond that time. 

Also, if the dairy industry and particularly the dairy farmers whom 
the federation represents are to live under this act it is absolutely 
essential that the Congress continue in effect the following parts of 
the act especially related to milk and cream and their products. These 
parts are: 

1. Complete exemption of the Agricultural Act of 1949. This act 
establishes a new parity and carries a directive to the Secretary of 
Agriculture to support the prices of perishable and semiperishable 
products which include milk and cream and their products. 

2. Exemption of the Agricultural Marketing Agreement Act of 
1937, as amended. This act is applicable to Federal order milk 
markets administered by the Secretary of Agriculture and authorizes 
him to establish minimum prices at the producer level. 

3. Retention of the Cole-Ives amendment to the Defense Produc- 
tion Act. This amendment authorizes the Secretary of Agriculture 
to determine producer ceiling prices of fluid milk and cream in non- 
Federal order markets. 

4. Retention of the amendment to the Defense Production Act 
which requires that no ceiling prices for milk and cream for manu- 
facturing purposes shall be established without approval of the 
Secretary of Agriculture. 

5. Retention of section 104 of the Defense Production Act giving 
the Secretary of Agriculture the authority to establish standards for 
import controls of dairy products. 

In addition, the federation favors amending the Defense Produc- 
tion Act to require equitable treatment under OPS regulations of 
agricultural cooperatives with respect to handling margins. 

The Federation also opposes any legislative proposal to implement 
price controls by the use of consumer and producer subsidies such 
as were employed for dairy products and meats during World War II. 

The Federation would further favor a legislative mandate to the 
Office of Defense Production for it to so control its regional offices that 
there will be no conflicting regulations. 

At the present time a condition of chaos is developing in OPS, due 
to the fact that inexperienced and sometimes inefficient regional offices 
are set up, with the same type of inefficient and inexperienced directors, 
and they are making rulings in which one region conflicts with another, 
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and it is far worse than the conflicts that we sometimes have between 
one Federal district court and another in different parts of the country, 
which finally have to be settled by the Supreme Court. 

With respect to price control, the position of our delegate body has 
been to remove control of produc er prices of dairy products as far 
from OPS as might be possible. This is because of responsibilities 
previously vested in the Secretary of Agriculture with relation to milk 
and dairy product pricing. 

There has consequently been developed within the Department of 
Agriculture a small but highly trained body of technicians familiar 
with normal production and pricing problems. It was believed that 
these matters should be exclusively under the Secretary’s administra- 
tive authority. Fortunately, the Congress, in passing the Defense 
Production Act of 1951, incorporated all the provisions requested by 
us to vest minimum milk pricing authority exclusively with the 
Secretary of Agriculture. 

I will now deal very briefly with the reasons why this committee 
should continue in the Defense Production Act the administration of 
these provisions by the Secretary of Agriculture. These provisions 
are concerned with: 

The Agricultural Act of 1949. This act contains two most im- 
portant provisions affecting the welfare of dairy farmers and the 
producers of certain types of perishable products including milk and 
cream. For these perishable or semiperishable products, it provides 
for a continuation of very reasonable support prices which can serve 
as a cushion in times of adversity when unmarketable surpluses have 
to be disposed of. 

While the basic price support for these commodities does not exceed 
90 percent of parity, a provision of the law allows the Secretary, after 
a public hearing, to increase minimum price supports to such levels 
above 90 percent of parity as he may feel are necessary to justify the 
maintenance of an adequate supply. In order to remove any conflict 
with OPS ceiling prices at parity, it is necessary to exempt the pro- 
visions of the Agricultural Act of 1949 from the Defense Production 
Act. We, therefore, urge the retention of the present exemption. 

The Agricultural Marketing Agreement Act of 1937, as amended. 
Members of this committee are familiar with the fact that approxi- 
mately 160,000 dairy farm families supplying 44 major and many 
secondary markets are served by what is known as the Federal milk 
marketing order system. This important law had its origin when the 
Agricultural Adjustment Act of 1933 was passed by the Congress. 
This was a time of great economic distress. During that period the 
price of fluid milk and cream going into urban markets was unduly 
depressed because of chiseling practices which created chaotie condi- 
tions with which the cooperatives could not cope. After many trials 
and as many errors on the part of all, this system was crystallized in 
the law of 1937. 

Its administration has given general satisfaction. The law is so 
drawn that it encourages a cordial working relationship with respect 
to milk pricing in these milksheds between producers, industry, con- 
sumers, and the Department of Agriculture. Producers take the 
initial steps in securing milk orders and also the initial steps in ob- 
taining amendments to them. In the course of these proceedings, the 
Department of Agriculture frequently offers its own suggestions both 
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in what are called the promulgation hearings and in the hearings 
relating to amendments. The Secretary holds public hearings and 
makes public his conclusions as to what is fair for a milkshed with 
respect to methods of arriving at producer prices and pooling returns. 
The producers then vote as to whether they will accept or reject the 
Secretary’s decision. That provision of referendum acts in two ways: 
(1) It serves as a curb upon the administrative branch with regard to 
fairness of treatment, and (2) it serves as a curb upon extremists 
within the producer groups. 

While there are many flaws and minor criticisms, the administration 
of the act is popular and has done a great deal for agriculture and the 
people. Beyond the naming of methods of determining producer 
prices and pooling arrangements the authority of the Secretary ends. 

The Federal milk marketing order system is so imbedded into the 
economic structure and its workings are so satisfactory to producers 
and the public that the retention of this exemption now in the Defense 
Production Act is of vital importance. 

3. The Cole-Ives amendment. This amendment was first incor- 
porated into the Defense Production Act in 1950 and is generally 
considered to be one of the most important provisions of the act 
affecting dairy farmers. 

The amendment sets up two simple congressional directives. They 
provide that in a non-Federal order market minimum producer ceiling 
prices of milk used for fluid distribution shall not be lower than the 
highest of two criteria: (1) parity, or (2) a price which in such market 
areas bears the same ratio to the average farm price of milk sold 
wholesale in the United States as the price for such fluid milk bore to 
the average farm price during the base period, as determined by the 
Secretary of Agriculture. It also contains another more important 
provision which I shall quote: 

Provided, however, That whenever the Secretary of Agriculture finds that the 
prices so fixed are not reasonable in view of the price of feeds, the available supplies 
of feeds, and other economic conditions which affect market supply and demand 
for milk and its products in any such marketing area, he shall fix such prices as 
he finds will reflect such factors, insure a sufficient quantity of pure and whole- 
some milk, and be in the public interset, which prices when so determined shall 
be used as the ceiling prices to producers for fluid milk in such marketing areas 

It is estimated that approximately 700,000 milk producing families 
may be affected by the Cole-I[ves amendment when the time is ripe 
to make it effective. In its objective of insuring that minimum ceil- 
ing prices will not be below levels necessary to maintain production, 
it has some administrative advantages with respect to speed over 
the normal operation of the Federal milk marketing order system. 
It does not require a public hearing and it does not require a pro- 
ducer referendum. Undre its scope, the Secretary could move with 
great rapidity following a check of the actual conditions prevailing 
in a nonorder milkshed. It is extremely important that the Cole- 
Ives amendment be retained in order to assure a price balance between 
Federal order markets and non-Federal order markets. 

The Cole-Ives amendment has been of incalculable value to every 
dairy farmer in the United States who produces milk in milksheds not 
under a Federal order. Approximately 8 out of 10 dairy farmers 
selling milk for fluid use do not operate under a Federal milk order. 
In the absence of the Cole-[ves amendment a wide gap in price ceiling 
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treatment would exist between dairy farmers under Federal milk 
orders and those not under such orders. This would result in an 
inequitable relationship between the two groups of dairy farmers. 

Without the Cole-Ives amendment the imposition of price ceilings 
on dairy producers operating under a Federal milk order would be 
under the control of the Secretary of Agriculture, whereas dairy 
farmers in milksheds not under Federal orders would be subject to 
actions by the Office of Price Stabilization. On the basis of dollars 
and cents, dairy farmers, through the protection of the Cole-Ives 
amendment, have been benefited very materially. 

Since the enactment of the Cole-Ives amendment last year the price 
to farmers for milk sold wholesale throughout the United States on a 
seasonably adjusted basis has increased 36 cents per hundredweight. 
On the basis of the alternative price provision of the Cole-Ives amend- 
ment these dairy farmers on the national basis were able to receive 
this 36 cents per hundredweight without the imposition of price 
ceilings. In other words, in absence of the Cole-[ves amendment 
these farmers could have been subjected to price ceilings at some level 
within the 36-cent increase. 

Unquestionably the Cole-[ves amendment has affected favorably 
the interests of a very important segment of dairy farmers. 

4. Pricing of milk for manufacturing purposes. This provision 
(better known as the Talle amendment) prohibits the establishment 
of ceiling prices for milk used for manufacturing purposes in non- 
Federal markets unless the Secretary of Agriculture has determined 
that such prices are reasonable in accordance substantially with the 
last provision quoted above. Also, it gives him the power to adjust 
minimum ceiling prices for grade, location, and season of the year. 
We urge that this amendment be retained. 

I have described the four portions of the Defense Production Act 
which are concerned with the authority of the Secretary of Agriculture 
in his pricing of dairy products. I desire now to show that by the 
four powers above described the Secretary of Agriculture may coor- 
dinate and maintain in balance the prices and ceilings for milk going 
into all types of utilization. I wish particularly to emphasize the 
fact that in the Marketing Agreement Act, the Cole-Ives amendment, 
and the Talle manufacturing amendment the same principle can be 
brought to bear upon this coordination. That principle is described 
in the quotation from the Cole-Ives amendment. 

Let us see how this would happen. If conditions should occur 
where ceiling-price controls for dairying would become general, the 
Secretary, in determining minimum ceiling prices for urban milkshed 
milk in excess of bottled consumption would be guided under this 
law by his previously determined minimum ceiling price of milk going 
exclusively into manufactured uses. That determination would be 
guiding both in relation to the Federal milk marketing order system 
and the non-Federal order system. It would of course be modified by 
territorial differentials. 

I know of no other way in which a semblance of order can be pro- 
duced and maintained under a far-flung network of price controls. 
So, in the presert law we have a closely interlocked minimum price 
authority given to the Secretary of Agriculture which starts with price 
supports of manufactured products then extends to minimum price 
ceilings for milk going into manufactured uses and to the prices of 
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fluid milk used‘ia both the Federal order and the non-Federal order 
markets. 


EQUITABLE HANDLING CHARGES FOR COOPERATIVES 


The National Milk Producers Federation has called to the attention 
of the Office of Price Stabilization the discriminatory nature of section 
11 (b) (3) Git) of the general ceiling price regulation. 

Section 11 (b) (3) (ii) is discriminatory because it denies to co- 
operative organizations subject to its terms the flexibility with respect 
to margins that other types of business organizations enjoy under 
section 11 (b) (2) of the same order. 

This results from the fact that cooperatives under section 11 (b) 
(3) (ii) must pass back to producers the total gross sales revenue 
resulting from price increases above base ceiling prices. 

The chief discrimination, however, results from the fact that 
organizations pricing under section 11 (b) (2) need not reduce their 
ceiling prices as the amount paid to producers for raw agricultural 
products declines. This gives them a chance, particularly in the 
milk industry, to offset in seasons of low milk costs the losses which 
they suffer in their margins during the seasons of high milk costs. 

Section 11 (b) (3) (iii) was not in the original general ceiling price 
regulation. Prior to the time it was added, cooperatives were pricing 
under section 11 (b) (2) and treating their current payments to pro- 
ducers as their most recent customary purchase. They were thus in 
exactly the same situation as other groups, and there was no unjust 
discrimination against them. The sharp competition, particularly in 
the dairy industry, kept prices charged by cooperatives closely in line 
with those charged by others and also ke ‘pt the prices paid producers 
in line with the buying prices of other organizations. The original 
order had some advantage of greater simplicity in that it set up one 
rule instead of two. 

In order to correct the inequities which now exist in section 11, we 
ee the following points to OPS on February 21, 1952: 

That cooperatives pricing under section 11 (b) (3) (iil) be per- 
ieee to compute their ceiling prices under section 11 (b) ( (2), treating 
the prices currently paid to produce ers as their most recent customary 
purchases. This should be done immediately to relieve the unfair 
discrimination that now exists; 

That in any revision of section 11 (b) (2), or in any new pricing 
formulas applied to the dairy industry, reasonable adjustments be 
provided to cover increased costs, and 

That an appropriate general order be issued approving price 
increases made by cooperatives during the time section 11 (b) (8) (ii) 
was in effect, provided all net margins are allocated or returned to 
producers. This would relieve to some extent the harm already caused 
by section 11 (b) (3) (iii). 

We now point out to the committee that to date we have not been 
advised of any satisfactory action taken on these recommendations. 

It appears that there are two major proposals of revision in OPS 
policy that are of major concern to our people. The first is concerned 
with the earnings standard. It has been the policy of OPS to establish 
resale prices of dairy products at levels which would reflect 85 percent 
of average profits enjoved by the entire industry during the three best 
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of the last 4 years. It is now proposed that this criterion be applied 
to individual firms rather than to the industry as a whole. 

An illustration of the effect that such a change in policy may have 
is as follows: Suppose the producer price of milk went up from $5.50 
to $5.96 per hundredweight. Under past policy OPS would be 
required to allow a 1-cent-a-quart increase to fluid distributors. Under 
the proposed policy the profits of the individual firms would be exam- 
ined and if a full cent increase resulted in profits in excess of the 85 
percent standard the full cent increase would be denied. This, of 
course, would have the effect of basing increases in the resale price on 
profits of the more efficient firms, since, even though granted, the less 
efficient firms could not stay in business with a resale price above 
that charged by the more efficient firms. 

The second matter of concern deals with the proposed amendment 
to Fluid Milk Price Regulation 63 which has delegated the establish- 
ment of resale prices to local offices. Under this regulation the base 
period is January to June 1950 (with provision for more representa- 
tive periods in areas where necessary). Price adjustments will allow 
up to approximately 85 percent of cost changes in each of these areas. 
Now it is proposed that an examination be made of the base period 
selected in each area to determine whether profits during that period 
were higher than necessary. 

In cases where that situation would be found to exist it is pre- 
sumed that the usual price increases necessitated by cost changes 
would not be permitted. 

The National Milk Producers Federation feels that these two 
changes would have the result of discriminating against the more 
inefficient plants, and would place OPS in the position of attempting 
to revolutionize the marketing system by forcing the weaker plants 
out of business. We do not believe that these are the objectives that 
the Congress had in mind as being a proper field of action for OPS. 
We therefore favor an amendment to the Defense Production Act that 
would prevent these two described changes in OPS policy. 

Why are import controls necessary? Import controls for dairy 
products entering the United States have been made necessary because 
of the various forms of trade barriers that have been instituted by 
foreign countries. In a recent speech made by Secretary of State 
Dean Acheson before the National Conference on International and 
Economic Development, Mr. Acheson said that for 12 years he had 
worked to reduce international trade barriers, but that today there 
were perhaps more such barriers than 12-years ago. 

Of the nine principal countries from which the United States receives 
cheese imports, eight have some form of control over all or certain 
imports from the United States. Argentina, Canada, Denmark, 
France, Italy, New Zealand, and Norway all require import licenses 
for some or all goods imported from the United States (appendix A). 
The Netherlands and the British Commonwealth each have their 
monetary areas, exchange controls, preferential tariff rates, and politi- 
cal ties. 

In September 1949 Denmark, the Netherlands, Norway, and New 
Zealand, all heavy exporters of dairy products, devalued their cur- 
rencies more than 30 percent (appendix A). What has been the effect 
of this devaluation? The effect may be illustrated by Danish butter 
and cheese. The comparative prices of Danish and United States 


97026—52—pt. 2——9 




















924 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


butter before and after devaluation were as follows. (International 
Financial Statistics-International Monetary Fund, April 1952.) 


| January- October- 
| August 1949 | December ay ore 1952 
(before de- 1949 (after 
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Before devaluation, Danish butter sold for 3 cents less in Denmark 
than our domestic price. Since devaluation, Danish butter has sold 
for 28 to 36.5 cents per pound less than United States butter. 

An additional factor is that Denmark and other dairy product ex- 
porting countries establish different prices on exports to different 
countries without reference to cost or the relationship of prices of 
other dairy products. The case of blue-mold cheese is an example. 
It was brought out at a hearing on blue-mold cheese before the 
United States Tariff Commission on April 14, 1952, that Danish blue 
cheese prices quoted to United States cheese importers were set by 
a Danish quasi-governmental dairy export association at arbitrary 
levels on the advice of a representative stationed in the United States. 

At this same hearing articles from Danish publications were read 
setting forth statements that the currency devaluations should greatly 
assist cheese exports. 

At this hearing, the National Milk Producers Federation presented 
evidence showing sharp downward trends since 1947 in the production 
of blue cheese at a typical midwestern plant and in the United States 
as a whole (chart 1). 

Domestic production of blue cheese has suffered because of two 
sets of adverse price relationships that have existed since late 1949. 
First, the price of imported Danish blue cheese moved from a differ- 
ential of 11 cents above domestic blue in August 1949 to a differential 
3.7 cents below in July 1950. This price relationship continued 
unfavorable to domestic blue cheese through 1951, with the Danish 
price to wholesalers in New York 2 cents under the domestic price in 
September 1951. Second, this depressed price of imported blue 
cheese has tended to hold the price of domestic blue cheese down 
during 1951 relative to prices paid farmers for milk for all manufac- 
turing purposes. Domestic blue cheese prices, in terms of milk 
equivalent, rose 60 cents per hundredweight from June 1950 to 
December 1951. During the same period manufacturing milk prices 
rose $1.38 per hundredweight. This disparity has resulted in blue 
cheese being crowded out of the competitive market for domestic 
milk supplies in some areas (chart 2). 

With these price relationships and no import restrictions what 
happened to imports and domestic production? From i945 through 
1951, total supplies of blue cheese were fairly constant, averaging 
about 10.5 million pounds (chart 3). In 1947 our annual total supplies 
were about 11 million pounds, with almost 100 percent supplied by 
domestic production. During 1948 and 1949 foreign milk production 
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apparently increased and about 13 percent of our total annual supplies 
of approximately 10 million pounds were imported, with a corre- 
sponding reduction in domestic production. 

On September 18, 1949, Denmark devalued its currency 30.5 per- 
cent, and in May 1950, the tariff was reduced from 5 to 3 cents and 
from 25 to 15 percent advalorem on the signature of Denmark to the 
Trade Agreements Pact. In 1950, 3.5 million pounds of blue-mold 
cheese were imported, of which 3.2 million pounds came from Den- 
mark. Imports represented 31.3 percent of our total supplies. In 
1951, over 5 million pounds of blue-mold cheese were imported of 
which more than 95 percent came from Denmark. In 1951, imports 
represented about one-half of total domestic supplies. 

Therefore, during the period 1945-51 our domestic market has 
absorbed an annual volume of blue cheese which has varied little from 
10.5 million pounds, and as imports have increased domestic production 
has been forced to adjust itself downward to the total market demand. 
In 1947 the total market supply was 10.6 million pounds. We sup- 
plied it all. In 1950, the total market supply was 11.1 million pounds. 
Imports supplied 31 percent of it. Domestic production was 28 
percent below 1947. In 1951, the total supply was 10.2 million 
pounds. Imports supplied one-half. But domestic production was 
only one-half that of 1947. The other half had been displaced by 
imports. 

What has happened to imports and domestic production since 
import quotas were instituted in August 1951? 

Actual imports of blue cheese in 1951 were 5.05 million pounds, or 
98 percent of domestic production. But after August, imports were 
on a quota basis as determined by the Secretary of Agriculture under 
the provisions of section 104 of the Defense Production Act. Prior 
to the establishment of quotas, 1951 imports were at the annual rate 
of 6 million pounds, or about 50 percent of 1951 domestic production. 

Also the annuai quota rat2 is about one-half actual imports in 1951, 
but abovt equal to the average rate during 1937-41. The response 
of the domestic blue-mold-cheese industry to this changed policy is 
indicated by the fact that total United States production in January 
and February of 1952 was 30 percent above that of a year earlier. 

In view of these developments let us speculate on what would 
happen to domestic blue-cheese production in the next 3 years if 
import quotas were abandoned. ‘The decline of domestic production 
when imports have been restricted lend credit to the inference that 
without quota controls domestic production would be practically 
eliminated in the very near future (chart 4). 

Would a foreign-trade policy which produces this result be a just or 
reasonable one? Quotations from a statement filed by the United 
States Department of Agriculture with the Tariff Commission in the 
blue-cheese hearings indicate that it would not be: 

Recommendation of Secretary of Agriculture: 

It is our belief that tariff concessions on blue-mold cheese and unforeseen 
developments in recent years have caused serious injury to domestic producers 
of this cheese prior to the control of imports under section 104 and threaten 
to cause further serious injury to these producers upon the expiration of that 
authority. 

x * * * x * 7 
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Under section 7, authority is provided for the withdrawal or modification of a 


tariff concession, its suspension in whole or in part, or the establishment of import - 


quotas to the extent and for the time necessary to prevent or remedy injury to 
the domestic industry. 

Import quotas would, in our opinion, give the most definite assurance that 
imports would not result in serious injury to the domestic industry. Quota 
limitations on imports would thus permit domestic producers to plan ‘their pro- 
duction of blue-mold cheese on a basis of knowing the maximum quantities which 
could be imported and sold in competition with their supplies. Furthermore, 
quota limitations would make it impossible for foreign countries to negate the 
effect of a tariff increase by devaluation of their dollar-exchange rates. 

In March, the Secretary of State filed a letter with the Senate 
Banking and Currency Committee in which he stated: 

Italy’s sensitivity to the possibilities which these cheese restrictions have 
created for Communist propaganda is due in part to the fact that southern Italy 
has been particularly hard hit by the restrictions. As you know, the widespread 
poverty and unemployment in southern Italy have created a fertile ground for 
Communist agitators. Before section 104 was enacted, one of the bright spots 
in the economy of soutern Italy was a growing export trade in cheese. Pecorino, 
romano, and other pungent cheeses of the area were coming to the United States 
in growing volume, giving employment to southern Italy, and giving dollars 
to the Italian economy. 

As of March 1, 1952, Italy had supplied less than three-fourths 
of the cheese imports allocated to her for the August 1951 through 
June 1952 period. If Italy was hurt by these restrictions it appears 
that she would have used up these allocations as quickly as possible 
in order to be ready to take advantage of any additional allocations 
that may have been made available by congressional or administrative 
action. This is particularly true in view of the apparent encourage- 
ment given by the State Department that such action was possible. 

There are those who have said that the only proponents of section 
104 were 22 blue-cheese manufacturers. Recorded testimony, taken 
by the Senate Committee on Banking and Currency during March 
1952, shows that representatives of the National Milk Producers 
Federation, the Dairy Industry Committee, the National Grange, and 
the National Council of Farmer Cooperatives urged the retention of 
section 104. Representatives of the American Farm Bureau Federa- 
tion stated it was their opinion that the failure of the administration 
to act under other available, but nonmandatory, provisions to control 
imports was responsible for the enactment of mandatory section 104. 

Under the standards established by section 104, the Secretary of 
Agriculture has ruled that importations of butter, cheese, nonfat dry- 
milk solids, casein, peanuts, peanut oil, flaxseed, and linseed oil should 
be limited to protect domestic production goals and attendant imple- 
menting price-support programs. Does the Congress wish to censure 
the Secretary for bis action, or itself for making this action possible? 

The Secretary of Agriculture in his findings under section 104 has 
ruled that ineffectively controlled imports of dairy products would 
unquestionably sbrink our domestic dairy industry or greatly increase 
the cost of our support program designed to prevent the shrinkage 
of that industry. Under American standards and price levels and 
with the stage of technology existing for milk production, American 
farmers will not maintain the level of milk production that has been 
announced as being in the national interest at price levels which are 
competitive with the production of nations where currency is devalued, 
where costs are much less, and where standards of living are lower. 
Resultant prices for dairy products would mean that domestic pro- 
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ducers would turn at increasing rates to more attractive alternatives 
than milk production. 

In its recent action, the majority of the Senate Committee on 
Banking and Currency indicated that it was the consensus that the 
maintenance of the power to control the importations of the products 
mentioned was necessary. The committee differed only in method. 
Therefore, it appears that the issue of need has been clearly resolved. 

It is now only a matter of form and to that I wish to address my 
remarks presently. But first, let me pause to say that the spurious 
arguments against need have been attempts to bemuse and befuddle. 

There are those who have said that we had very large dairy exports 
which were two and one-half times our dairy imports, and that these 
imports were necessary to protect our exports. Let us review the 
background of this argument in arriving at an appraisal. 

Our export markets are dependent far more on many other factors 
than on the repeal of the provisions of section 104. We are present- 
ing documentary evidence that the abnormally high level of our 
dairy-product exports in the last few years has been due to a wide 
variety of subsidies. 

Already these exports have begun to show very marked declines 
because of reduction of subsidy funds, recovery of the dairy industry 
in nations receiving exports, the resurgence of historically important 
dairy-exporting countries {n their own dairy production and in their 
efforts to regain their own prewar markets. These efforts to recoup 
markets are materially aided by long existing political and economic 
ties and favorable conditions of import controls as between these 
countries. 

For the one dairy product, nonfat dry milk, in which expansion of 
domestic demand has fallen farthest behind, production expanded 
under the impulse of government during World War II, and for 
which we have been most interested in finding export markets, we 
have been the least successful in finding paying export customers. 
Our exports of this product have been relatively large, but they have 
been subsidized to about 90 percent of their domestic support-price 
value (chart 6 and table 2). 

The history of the United States dairy industry is that it has been 
on a self-sufficient basis, neither exporting nor importing in any 
sizable volume. From 1925 until the beginning of World War II, 
our imports of dairy products exceeded our exports, but neither 
equaled an annual volume of 1 percent of our total milk production 
or 1 billion pounds in terms of milk equivalent. Beginning with 
lend-lease and other foreign-aid programs, our dairy exports increased. 
But with the reduction of these export subsidies in 1950 and 1951, our 
dairy exports have shown very marked declines (chart 5). It appears 
that from 1948 through 1951 that the United States paid out of its 
own pocket approximately $300 million for dairy products exported 
and shipped abroad, and whose commerce-reported value was less 
than $600 million (table 2). 

In recent vears, our dairy exports have been a repetition of OPA 
tie-in sales, but in reverse. For every dairy product unit we have 
sold, we have given a second unit to encourage the recipient to take 
the first. In some products, we have paid the recipient to take both 
units. Under such conditions, the false impression of expanded 
dairy-product exports has developed. 
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Even if dairy imports had anything to do with dairy exports, which 
is extremely doubtful, does the Congress favor maintaining imports 
of dairy products for the purposes of maintaining this type of export 
market? 

To better understand our dairy-product export program and its 
subsidization, let us briefly review the nature of these export outlets. 
In 1949-51 13 countries received 76 percent by value of all United 
States dairy products exported as reported by our Commerce Depart- 
ment (table 1). These 13 countries represent four distinct categories. 
These are: 

1. Former Allies or potential Allies whom we have been aiding toward 
economic recovery, such as Belgium, France, Greece, and the United 
Kingdom, and whose exports in recent years have been furthered 
largely by ECA, or similar appropriated allotments. In 1949-51 this 
group received 30.1 percent of our total dairy exports. Normally 
they do not import from us. In 1939 they took less than 4 percent of 
our exports. 

2. Conquered and occupied countries as Germany and Japan, in 
which the United States Government has engaged in extensive civilian 
relief feeding. In 1949-51 these two countries received 10 percent of 
our total dairy exports. In 1939 it was less than one-tenth of 1 per- 
cent. These first two groups received 40 percent of our exports in 
1949-51, but less than 4 percent in 1939. * 

3. Countries with which the United States has close trade and 
political ties, as Cuba and the Philippines. In 1949-51 these two re- 
ceived 18.1 percent of our dairy exports, and in 1939, 22.8 percent. 

4. South American countries as Peru and Venezuela with which we 
have natural commerce in oil and other products. ‘These two in 
1949-51 received 17.9 percent of our exports and promise to be good 
markets in the future, particularly for dried whole milk. 

Commercial exports of dairy products to countries which have 
protested restrictions under section 104, as Canada, Denmark, 
France, Italy, the Netherlands, New Zealand, and Switzerland have 
been insignificant, and most of these countries are in direct competition 
with the United States for the small volume of legitimate commercial 
dairy export business that we now have. 

Immediately following World War II the volume of United States 
dairy exports as reported by the Commerce Department showed 
relatively large increases. However, these increases were directly 
associated with various types of export-subsidization programs. 
These export programs took a variety of forms, among which were 
the following: 

1. Purchases with funds appropriated for foreign-aid programs, such 
as ECA, UNNRA, and Army relief feeding. 

2. Purchases for export by agencies to which the United States 
has contributed funds, such as the United Nations’ Children’s Fund, 
and the International Refugee Organization of the United Nations. 

3. Negotiated sales for export of dairy products by the USDA in 
disposing of Government purchases. 

4. Donations of the USDA to relief agencies for foreign distribution. 
These agencies were the Christian Rural Overseas Program, Israel 
Government, and various other foreign governments and _ relief 


groups. 
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On May 2, Mr. Thorp, Assistant Secretary of State for Foreign 
Affairs, made the statement before this committee that: 

In 1951, we sold the world $121 million worth of dairy products, and imported 
only $25 million worth of such products. 

Other have testified that our dairy exports were 2% times our 
imports. 

I have demonstrated in a previous section and by table 1 that only 
about 40 percent of our dairy export business is with countries with 
which we can expect to maintain dairy-product trade, Exports to 
others have been based on gifts ora high degree of subsidization. How 
much has this subsidization been percentagewise? That depends on 
where you start the measurement. 

Relief fund expenditures on all dairy products from 1948 through 
1951 were 32 percent of Commerce’s s reported export values (table 2, 
col. 13). But Commerce’s values do not include Commodity Credit 
losses on negotiated sales for export. When these losses are included 
in export values then the total subsidization for the 1948-51 period 
becomes 38 percent on all products (col. 14). And if to this is added 
the $43.3 million worth of dairy products donated by CCC for export 
(col. 15) the total value of exports would be $696.4 million and the 
amount of subsidization would be $290 million, or 41.6 percent for 
the 4 years. 

If 40 percent of our exports were at legitimate commercial values, 
then the percentage of subsidization on the remainder was 63.5 per- 
cent. The percentage of subsidization on nonfat dry milk, if dona- 
tions for exports are considered, ran approximately 92 percent for the 
4-vear period. The picture by individual products may be had by 
reference to chart 6. Data are not available for a complete break- 
down of subsidization by years. 

For example, a great many of the stenigements made in 1950 
and I hope that Mr. Thorp learns this—were filled in 1951, and that 
in itself makes a considerable difference in the picture. 

The heaviest rates of subsidization were in 1948 and 1949. As 
these relief programs have been reduced, so have our exports (chart 
5). In 1950 and 1951 they have fallen to below 2 billion pounds milk 
equivalent, and were less than 2 percent of our milk production. 

The Dairy Situation for October 1951, page 20, states: 

Factors which have helped account for the decline in United States exports of 
dairy products have been an increase in milk output abroad, a decrease in recent 
years in United States funds for foreign relief, and a strong domestic demand. 

Juring the past 3 vears, milk production increased in practically all countries 
of the world for which records are available. Production now exceeds that of 
the pre-World War. II period in every country except Austria and Switzerland. 

During the period of 1948-51 when the United States subsidized 
dairy exports so heavily, apparently the chief limiting factor on our 
volume of exports was the amount of products available. Of course, 
if we had imported larger quantities at support levels we could have 
increased volumes available for export at the subsidized levels. 

In other words, you bring in a pound and you ship out a pound, 
and make it a part gift. 

Now as to weaknesses of other control legislation, opponents of 
section 104 say there are other laws under which dairy, oils, and fats 
imported can be controlled. Those who advocate import controls 
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under other laws open the question as to how effective these other 
laws may be. They also raise the question as to whether they want 
a law that says what it means or one that may be interpreted to suit 
the policy of a particular agency at a particular time. In advocating 
dependence on these other laws, they imply the necessity of controls— 
but they would leave the method to questionable and delaying pro- 
cedure. 

The other laws and regulations, which are not just as good as 
section 104, are: (1) Section 22 of the Agricultural Adjustment Act; 
(2) section 7 of the Trade Agreements Extension Act of 1951; (3) 
section 101 of the Defense Production Act; (4) and title III of the 
Second War Powers Act (Public Law 590, 81st Cong.), which was 
adopted by the Senate Committee on Banking and Currency as a 
substitute for section 104, and only yesterday the Senate committee 
took up the question of readopting a slightly modified section 104, 
and that was lost, this time, on a tie vote of 5 to 5. 

I would not be a bit surprised if the issue does not come up again 
in the committee before any bill is reported to the floor of the Senate. 

Section 22 of the Agricultural Adjustment Act authorizes import 
controls when imports interfere with price supports or other programs 
of the Department of Agriculture. It was amended in 1948 to provide 
that it could not be enforced in contravention of trade agreements, 
but this was switched in 1951 to provide that trade agreements may 
not be applied in a manner inconsistent with section 22. 

The trouble with section 22, however, is its long-winded procedure. 
The Secretary of Agriculture must have reason to believe that imports 
will interfere with any domestic agriculture program and must so 
advise the President. If the President agrees, he refers the matter to 
the Tariff Commission. The Tariff Commission investigates and 
if it also concurs, it reports back to the President. The President must 
then apply controls if he finds that the facts so warrant. The tree 
nut growers tried for relief under section 22 in 1948. In December 
1951 they received partial relief. 

The ineffectiveness of section 22 is well illustrated by the fact 
already mentioned that in 1950 uncontrolled cheese imports of 56,- 
000,000 pounds were admitted while at the same time the Government 
had to remove 109,000,000 pounds of domestic cheese from the market 
in order to maintain prices at 90 percent of parity. 

This is a presection 104 period. Also, it should be borne in mind 
that section 22 failed completely to prevent the potato import fiasco 
a few years earlier. 

Although emergency action may be taken under section 22 with 
respect to perishable products, many dairy products would not 
necessarily fall into this category. 

The use of import controls under section 22 would be a violation of 
the general agreement on tariffs and trade unless the controls, as 
actually applied, were within one of the exceptions in the agreement. 
The reasonable controls applied under section 104 are not a violation 
of the agreement because they are qualified under the security excep- 
tion of the trade agreement. 

Section 7 of the Trade Agreements Extension Act of 1951 is a form 
of escape clause written into law for the first time on June 16, 1951. 
It authorizes import controls under certain conditions when serious 
injury is threatened by increased imports which result in whole or in 
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part from a concession granted in a trade agreement. Here again, 
the time element makes the procedure wholly ineffective. The Tariff 
Commission has a year in which to make an investigation and report 
to the President. 

To illustrate, in June of 1951, the National Cheese Institute applied 
to the United States Tariff Commission for relief for the American 
blue-cheese industry under the terms of section 7. Not until April 
14, 1952, would the Commission stage a public hearing. At the time 
this statement is presented to your committee there has been no 
reported action. 

The escape clause in the trade agreements has not proven effective. 
It has been in the agreement since 1947, and many applications for 
relief under it have been made. However, relief was actually granted 
in only one instance, and that action was protested. 

Another great difficulty is that even though it may have been 
determined that serious injury will result, the President may or may 
not control imports as he sees fit. 

The real joker involving these and similar provisions is how to 
qualify the controls actually imposed under one of the exceptions in 
the general agreement on tariffs and trade. Under the exception 
relating generally to agricultural programs, in order to control imports 
of agricultural products, a corresponding control must be imposed on 
domestic production. 

And that means percentagewise. If, for example, 50 million pounds 
of butter came into this country, and that was cut 10 percent, under 
this clause it would be necessary for the Administrator of this pro- 
vision to apply to Congress to get the right to reduce the total domes- 
tic production of butter by that percentage. That percentage might 
be several times greater than the total amount of butter coming 
into this country. 

If, under this exception, the Secretary of Agriculture deemed it 
necessary to cut import quotas of dairy products by 25 percent, he 
would have to ask Congress for authority to reduce domestic pro- 
duction by the same percentage. 

In the case of cheese, that would mean a reduction in domestic 
production approximately 20 times as great in volume as the reduc- 
tion in imports. ‘The entire procedure would be only slightly more 
fantastic than allowing uncontrolled imports while we subsidize sim- 
ilar exports. If it were not tragic, it would have all the elements of 
high international comedy. 

Section 101 of the Defense Production Act contains broad powers 
of allocation similar to those used to control imports during the war. 
But the Department of Agriculture informed members of the House 
Agriculture Committee, just before section 104 was passed, that it 
would not be used to control butter imports. When controls on 
butter, rice, and flax under the Second War Powers Act were about 
to expire in 1951, the Department shifted controls on rice and flax 
to section 101 of the Defense Production Act but left butter com- 
pletely unprotected until after section 104 was passed. 

My understanding of the reason he was able to shift on rice and 
flax was that he was able to declare that those two products were in 
international scarcity. 

The same arguments which can be brought against 101 can apply 
to Public Law 590 which is being considered by the Senate Com- 
mittee on Banking and Currency. 
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_ It is our understanding that on a motion of Senator Robertson of 
Virginia, the Senate Committee on Banking and Currency has tenta- 
tively adopted a substitute amendment for section 104 of the act. 
This substitute is somewhat similar to Public Law 590 which was 
enacted by the Eighty-first Congress. The products covered by the 
Robertson substitute are a the same as those covered by 
section 104. 

Legislation similar to Public Law 590 served a purpose under the 
conditions that prevailed during the time it was in effect. But it 
would be wholly inadequate under present conditions to protect the 
dairy industry against serious harm. 

Under Public Law 590, the broad power of allocations could be 
used to control imports upon a determination by the President that 
controls were (a) essential to the acquisition or distribution of products 
in world short supply, or (b) essential to the orderly liquidation of 
temporary surpluses of stocks owned or controlled by the Government. 

During the war, fats and oils and dairy products were in world short 
supply and imports were excluded from this country to assist in chan- 
neling those products to our allies who needed them worse than we 
did. However, neither fats and oils nor dairy products are now in 
world short supply so this provision is inoperative. 

After the war, and particularly in 1950 when Public Law 590 was 
last extended, there were surplus Government stocks of butter, milk 
powder, linseed oil, and possibly other products. Import controls 
were therefore available under condition (6) above, and they were 
used, particularly on butter and flax products. 

At the present time, there are no Government surpluses of butter or 
cheese and only a relatively small amount of nonfat dry-milk solids. 
The second condition is therefore also inoperative for all practical 
purposes. 

It was because of these reasons that Public Law 590 had to be 
abandoned when it expired in 1951 and some more effective system of 
control enacted in its place. The same reasons which made it neces- 
sary for Congress to change from Public Law 590 to section 104 in 
1951 make it utterly impractical to change back to Public Law 590 
form of control now. 

The Robertson substitute would provide no control whatever on 
butter and cheese imports at the present time. As a result, such 
imports would flood the market forcing domestic prices down to the 
support level. As excessive imports continued, domestic production 
would be forced into the Commodity Credit Corporation at support 
prices. Only after a Government-owned surplus had been built up 
would the Robertson substitute provide relief. In the meantime, the 
domestic price structure would have been forced to the support level, 
storing of domestic stocks by commercial interests would have been 
rendered impractical, and a volume of imports would have been 
admitted which could demoralize the market and the industry for 
many months after the controls were actually applied. 

This would be a pronounced case of locking the barn door after the 
horse had been stolen. Both foreign countries and the domestic 
industry would suffer from such illogical controls. Imports would 
come in with a rush until a Government surplus built up—then they 
would be cut off until the surplus was liquidated. At that point the 
controls would go off and another great rush of imports would come in 














3 
“ 
: 
5 
| 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 933 


until another Government surplus were built up, and so forth. The 
domestic source of supply of one of our most essential foods would 
soon dry up under such treatment. 

Now, as to why section 104 should be retained: 

1. Section 104 of the Defense Production Act provides for reasonable 
and effective control over imports of foreign dairy products. It also 
provides for import controls of peanuts and all fats and oils, excluding 
petroleum and petroleum products, coconuts and coconut products. 
It is not an embargo. It merely authorizes the Secretary of Agri- 
culture to limit imports which would impair domestic production 
below present levels, interfere with domestic storing or marketing of 
the products, or unnecessarily burden Government price support 
programs. It is a provision of great flexibility. To illustrate, with 
respect to cheese, butter and the milk powders, the Secretary set as 
import quotas the average of imports for the years 1948-50. But 
with respect to casein he chose the year 1950 as the norm. 

2. Reasonable and effective controls of dairy product imports are 
essential to the maintenance of the domestic dairy industry, to the 
protection of domestic consumers, and to the public interest. 

3. In the face of war threats, the maintenance of a dependable and 
adequate domestic source of supply of such vital foods as milk and 
dairy products is essential to our national security. 

4. Despite statements to the contrary, section 104 is not in violation 
of the trade agreements entered into by the State Department. 
Section 104 is drawn under an exception set out in article X XI of the 
General Agreement. That exception states: 

Nothing in this Agreement shall be construed * * * to prevent any 
contracting party from taking any action which it considers necessary for the 
protection of its essential security interests * * * taken in time of war or 
other emergency in international relations * * ¥*, 

Now, Mr. Chairman, I desire to call attention to the fact that the 
whole import problem, with respect to dairy products, is complicated 
by the fact that there is no way to protect the consumers of this 
country from unsanitary, dirty, filthy, imported dairy products. 

The responsibility for that protection has fallen to the Food and 
Drug Administration. The Food and Drug Administration has a 
relatively small appropriation to carry out many, many different 
kinds of activities, and I might say, including inspection of hotels and 
restaurants in the matter of fraudulent sales of oleomargarine. 

Compelling economic reasons for the necessity of import controls 
over dairy products have been pointed out. It has also been demon- 
strated that the only effective procedural method that would insure 
that these economic reasons be observed is through the retention of 
section 104. There are, however, other very serious reasons why 
dairy product imports should be subjected to more intensive review 
and control. These deal with sanitary and health aspects. 

In the United States great progress has been made to improve the 
quality of dairy products, through the inauguration and enforce- 
ment of sanitary measures and the elimination of cattle diseases. 
In this, Federal, State, and local governments have all been diligent. 
On the other hand, while some foreign countries exporting dairy 
products to the United States have also made real progress, it is a 
well-known fact that several others have not. This fact is causing 
our people a great deal of concern. 
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The United States has been long concerned with the threat to both 
human health and financial loss from livestock diseases such as tuber- 
culosis, brucellosis, and foot-and-mouth disease. For years large : 
sums have been spent by both the Federal and State Governments : 
to eradicate or control these diseases. In the current fiscal year 
alone our governments (Federal and State) are spending $11.9 
million on brucellosis and $7.8 million on tuberculosis-eradication 
programs. 

Since the outbreak of the foot-and-mouth disease in Mexico in 
1945 the United States has spent $123 million on the control of that 
disease. Recent outbreaks in Canada are presenting additional 
problems. The Department of Agriculture is currently proposing an 
expenditure of $25 million for the establishment of a foot-and-mouth 
disease research laboratory. Imports of fresh and frozen meats from 
countries presently infected with foot-and-mouth disease are now 
prohibited. We are informed that foot-and-mouth disease is preva- 
lent in every country of the world except the United States, Australia, 
New Zealand, and Central America. The disease is of a recurring 
epizootic nature. 

The incidence of tuberculosis in cattle in the United States has been 
reduced from 4.9 percent in 1918 to 0.14 of 1 percent in 1951. Com- 
pared to this the incidence of tuberculosis in cattle in specified 
countries has been variously reported in recent vears as follows: 


x 


Percent | Percent 
Sweden_ -_- ; pele 31 Bveance: 1... er _. 40-45 
Denmark _ puts ae 2| Great Britain-—_- -_- ..... 30-35 
Switzerland : oa) 0-30 1 Atistralie. 2... .....--- 4 5-10 
Holland___ PO ee ; : (?) 
Germany -_-_---- Ee ree ee 40-50 | 


1 Varies by sections. 
2 Requested but not yet available—Thought to be very high. 


Source: From data secured from Bureau of Animal Industry, USDA. 


In the United States the incidence of brucellosis in cattle has been 
reduced from 11.5 percent in 1935 to 3.1 percent in 1951. In contrast, 
brucellosis is reported to have the following incidence in certain foreign 
countries (proceedings of the Third Inter-American Congress on 
Brucellosis, Washington, D. C., November 1950): 


France: Percent 
Cattle—Brucella abortus _ __- = “ en 2 bie i 
Sheep and goats—Brucella melitensis_--—_—- ~~ bie ba 2 ae 

Italy: 

Cattle—northern part—Brucella abortus : eR Pa 

Cattle—sheep and goats— Brucella melitensis__-— ~~~ fe Se aaa 
Switzerland: Cattle_._._._._.-_-- bt Ls en de ee ised sha see eect 
Argentina: Goats__- a ees Te Ce PE RL Pe a OTe Se EEN . 5-80 


1 Frequent to heavy. 


RESULTS OF ITALIAN CHEESE INSPECTIONS 


A recent exchange of correspondence between Representative 
August H. Andresen of Minnesota and Commissioner C. W. Crawford 
of the Food and Drug Administration brings out some very revealing 
points regarding Italian cheese, as reported in the Congressional 
Record. (The full text of the exchange is carried in appendix pp. 
5 through 11.) 
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Mr. Andresen wrote the Commissioner in part as follows: 


As a specific example I would appreciate knowing how many separate lots of 
cheese have been imported from Italy during the past 12 months, how many 
of these have been inspected, what tests have been made to guard against the 
transmittal of communicable diseases such as those mentioned above, and what 
were the findings on these tests. 

To this question the Commissioner replied: 

You have asked for specific information on the number of separate lots of cheese 
imported from Italy during the past 12 months, on the number of these lots 
inspected, and the results of the examinations made. We regret that we do not 
have complete statistics of this kind immediately available. However, vou may 
obtain an idea of the volume of importations and type of coverage given from the 
following: According to the Bureau of Census approximately 15,000,000 pounds 
of Italian cheese were imported during the calendar vear 1951. We estimate that 
at least 1,600 different entries were involved. Each entry probably represents a 
composite of cheeses from a number of producers. During this period, the three 
offices which deal with the bulk of Italian cheese importations examined samples 
from 77 lots. Of the lots examined 12 were denied entry because of filth and 1 
because of failure to conform with the requirements as to fat and/or moisture. 

From this it appears that of 1,600 lots of Italian cheese imported in 
a year the Food and Drug Administration, because of limited person- 
nel and budget, was able to inspect only 77 lots or 4.8 percent. Of 
these 77 inspected lots, 15.6 percent were denied entry because of 
filth. But remember that only 4.8 percent of the 15 million pounds 
imported was inspected as a sample. If this sample was representative 
it may be concluded that of the 14,280,000 pounds that were not 
inspected that 15.6 percent, or 2,227,680 pounds, was so filthy that it 
would have been denied entry if it had been inspected. 

Further on that, Mr. Chairman, the Food and Drug Administration, 
for several years has been inspecting American dairy manufacturing 
plants and doing a very fine job of it. 

We are advised that most of their inspections, however, result from 
tip-offs as to the condition of plants. Consequently, their inspections 
are spot.and surprise checks and are not as representative of the total 
quantities of dairy products produced as would be the import samples 
taken by Mr. Crawford’s assistants. As you will note, he states that 
every one of these entries undoubtedly came from a great many 
shippers. 

Now what does the Food and Drug Administration do in our case? 
It closes up the plant, or it closes up the department of the plant that 
it finds is not providing the right kind of milk supply and handling 
that milk supply under the right kind of methods. And that plant 
remains closed until the organization or company that owns it has 

«qualified as to the standards which the Food and Drug Administration 
requires. 

No such control over foreign dairy plants or farms is available to 
the Food and Drug Administration of the United States, and for years 
we have felt that that was one of the greatest weaknesses in our whole 
program. 

Now I will come to the recommended action. 

Let us be practical. Friendship is a fine thing, but it is a reciprocal 
matter. When our Food and Drug people find an incidence of filth 
in food imports from a given country of these proportions what should 
be our course of action: (1) accept this intolerable situation; (2) 
increase the cost of inspection so that each of 1.600 lots would be 
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properly inspected; or (3) require the offending countries to keep the 
product at home until satisfactory assurance is given that it complies 
with our standards. 

In regard to the danger of diseases being carried by imported dairy 
products the Commissioner wrote: 

The only effective procedure for the detection of the organisms of brucellosis 
and tuberculosis in dairy products is animal inoculation tests which, in the case 
of both diseases, require a period of 6 weeks to 8 weeks before results are available. 
The application of such test procedures to all imports of dairy products is therefore 
practically impossible as a routine procedure. 

Yet we know that, while the United States is practically free of 
tuberculosis in cattle and has a very low incidence of brucellosis, 
many of the countries exporting unpasteurized cheese and other dairy 
products have an incidence of these diseases commonly ranging from 
40 to 50 percent. 

It must be concluded that the State Department is overenthusiastic 
in its blanket endorsement of free trade. In the case of blue cheese 
we have seen how another governmental agency, the Department of 
Agriculture, which is close to the subject, has pointed out that the 
domestic blue cheese industry was being ruined by trade policies 
followed before the enactment of section 104. In the case of Italian 
cheese just cited, the Food and Drug Administration has pointed up 
crying needs for reviewing our import policies. 

Our Government was originally set up for checks and balances of 
power. These cases exemplify the need for a preservation of that 
principle rather than a blind policy of following one broad generalized 
procedure with instructions to “permit no contradictory action.” 

Mr. Chairman, that concludes my direct statement. I ask that 
the charts and appendixes to my statement be included in the record. 

The CHarrMan. Without objection, that may be done. 

(The documents referred to are as follows:) 
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Chart 1. Index of Annual Production of Blue Cheese - U.S. and Dairyland 
, Cooperative - 1947-1952. 1/ (1947 = 100) 




















100 

90 ame 

80 \ 

TO ama ™ eg &-- United States 

\ 
60 — \ 
Fag, 2 
ya, ~ 
Dairyland ~ y, 
ho = Cooperative ---> \ / 
i‘ 4 

LS es, hail 

20 ——4 

10o— 

0 
| | | I 
1947 1948 1949 1950 1951 1952 


1/ 1952 estimated on basie of production during first 2 months for U. S. and 
during the first 3 months for Deiryland Cooperative. 


Chart 2. Price Relationships of Domestic and Imported Danish Blue.Cheese and 
U.S. Average price of milk for manufacturing purposes, by months 
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Chart 3. Quantity and Source of United States Supplies of Blue Cheese 
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Chart 4 - Source of United States Supplies of Blue Mold Cheese - 1947 - 195k* - 


Million 


With Projections for 1952 through 1954 Without Import Quotas. 





pounds 
14 4 
a3 
12") 
ae 


10 “] 





Total 
Supply 


















Domestic 
Production 


_—_ 


a 








1947 


T T La U 
"h8 "hg "51 52 


#9 DD= 1952-1954 projected without import controls. 


97026—52—pt. 2——10 





939 








oe 4 


940 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Chart 5. Milk Equivalent of Imports and Exports of Dairy Products, U.S.. 


1925 - 1951 
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Chart 6 --Approximate Degree of Subsidization of United States Exports 


of Dairy Products -- 1948 - 1951 
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APPENDIX A 


EXISTENCE OF TRADE BARRIERS OF PRINCIPAL COUNTRIES ExPporRTING CHEESE 
to Unrrep STaTEs 


BARRIERS OTHER THAN CURRENCY DEVALUATION ! 


1. Argentina.—All imports require exchange licenses. Multiple currency prac- 
tices result on the buying side from three buying rates, including the use of a 


free market rate. Pesos for 


Exchange rates in selling: United 

States 

Item: ; dollar 
EE Se ae ae ae eee ae ». #00 
Ae © See 12” eee eee earn: Gee em SS 
Nonessential and buying items __----__- Soe a ey se eee Pte 114, 60 


! Free market rate. 


Transfers of capital require approval and are effected at the free market rate. 

2. Canada, September 30, 1950—Imports of textiles, leather goods, prepared 
foodstuffs, and certain miscellaneous goods-from Cuba, Dominican Republic, EI 
Salvador, Guatemala, Haiti, Panama, U. 8. 8. R., United States and possessions, 
and Venezuela require import licenses. 

3. Denmark.—Restrictions are exercised through licenses required for some 
imports from certain countries and for most imports from all other countries, 
and through licenses required for nontrade payments. 

4. France.—Same as Denmark. 

5. Netherlands.—The Netherlands, its overseas territories and the Republic of 
Indonesia constitute an exchange control territory the ‘Netherlands monetary 
area.”’ Transfers on capital account are approved only in exceptional cases. 

6. Italy—Same as Denmark. 

7. New Zealand.—Imports from ‘“‘scheduled’’ countries, including the United 
States, require import licenses. Transfers of capital require approval and are 
very difficult to obtain by ‘“‘nonresidents.”’ 

8. Norway.—Same as Denmark. 

9, Switzerland.—Payments for imports from countries with which Switzerland 
has no payments agreement, including the United States, can be freely effected. 


CURRENCY DEVALUATION ? 


1. Denmark.—On September 18, 1949, the Danish krone was depreciated from 
20.8376 to 14.4778 United States cents per krone or 30.5 percent. 

2. Netherlands.—On September 21, 1949, the Netherlands guilder was changed 
from 37.6953 to 26.3158 United States cents per guilder, or 30.2 percent. 

3. Norway.—On September 18, 1949, the Norwegian krone was depreciated 
from 20.15 to 14 United States cents per krone, or 30.5 percent. 

4. United Kingdom.—On September 18, 1949, the United Kingdom pound 
sterling was changed from 403 to 280 United States cents per pound sterling, or 
30.5 percent. 





RESOLUTION CONCERNING THE DEFENSE PrRopuction Act ADOPTED BY THE 
DELEGATES TO THE ANNUAL CONVENTION OF THE NATIONAL MILK PRODUCERS 
FEDERATION, IN Dayton, Onto, NOVEMBER 1951 


DEFENSE PRODUCTION ACT 


When the Defense Production Act of 1950 was being considered, our Federa- 
tion felt that with competent and sympathetic administration the act could be 
a constructive force in the protection of the national economy under the un- 
settled semiwartime conditions. But from the time of its passage to the present 
our experience with its administration has been one of disillusionment. Persons 
in the upper levels of the agency inexperienced with our problems got into control 
of the Office of Price Stabilization and renewed the tactics of the old Office of 
Price Administration. This led to a revulsion of feeling among our people and 
a strong desire that the act in its entirely be repealed. Our attitude was re- 





Exchange restrictions, International Monetary Fund, April 1951. 
3 Schedule of Par Values, International Monetary Fund, March 1, 1952. 
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flected by a resolution passed on May 9, 1951, by the executive committee of 
the federation. The text of this resolution stated: 

“The National Milk Producers Federation opposes authority for price and wage 
controls as set forth in the present Defense Production Act and in amendments 
which have been proposed. It opposes subsidies on agricultural products as 
provided for in proposed legislation to extend and amend the present act, and in 
any other legislation. 

“The federation does not oppose proposed amendment of the Defense Pro- 
duction Act to extend authority for allocations, priorities, credit controls, and the 
requisitioning and condemning of property.” 

Recognizing that such action might be unattainable the federation also re- 
quested the Congress to inelude certain protective features with respect to the 
administration of producer prices and to entrust undivided power with respect 
to such administration to the Secretary of Agriculture. 

These requests to convey these exclusive powers to the Secretary of Agriculture, 
all of which were embodied into law, were: 

1. Exelusive administration of. the Agricultural Act of 1949. 

2. Exclusive administration of the Agricultural Marketing Agreement Act of 
1937, as amended. 

3. Exclusive administration of the Cole-Ives amendment to the Defense Pro- 
duction Act dealing with the prices of fluid milk-in non-Federal orders markets. 

4. Exclusive administration of the pricing of milk for manufacturing purposes. 

5. Exelusive administration of the standards for import controls of dairy 
products. 

The federation further favored allocations among industries of basic raw 
materials, including agricultural plant equipment and farm machinery and 
equipment. 

As to further powers that may be considered by the Congress in connection 
with this act and other acts, we oppose any roll-backs of the prices of agricultural 
commodities or products processed from them. We oppose individual rationing. 
We will oppose with every force at our command subsidizing the food bill of the 
consumer by paying subsidies directly to the producer in lieu of prices. 

As to essential foods, we favor the provisions of the act which authorize the 
President to channel materials and commodities into lines of production that are 
deemed critically necessary to the rearmament program and to civilian needs. 

Should it become necessary to establish priority systems, we call attention to 
the fact that agriculture is most important to an adequate defense program. We 
therefore urge full recognition of the preeminent position of food products in the 
successful conduct of any rearmament program. With respect to both alloca- 
tions and priorities we urge that greater recognition be given to the Secretary of 
Agriculture in carrying out his responsibilities as claimant agency for the needs 
of agriculture. 





CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., May 6, 1952. 
Commissioner CHARLES W. CRAWFORD, 
Food and Drug Administration, 
Federal Security Agency, Washington, D. C. 

DeEaR Mr. Crawrorp: Recent outbreaks of hoof-and-mouth and other animal 
diseases in foreign countries have led to restrictions on the importation of fresh 
and frozen meats. This situation prompts me to raise a question both as to the 
standards and inspection procedures used by Food and Drug to prevent the 
spread of disease through imported dairy products. Therefore, I would appreciate 
your outlining— 

(1) Standards employed for butter and cheese, both of domestic and foreign 
origin, which are calculated to prevent the spread of human or animal communi- 
cable diseases; and 

(2) The procedure which the Food and Drug Administration follows in making 
inspections to insure that both domestic and imported dairy products comply 
with established standards, 

Specifically, I would appreciate your pointing out what procedures are employed 
to prevent the transmittal of hoof-and-mouth disease through dairy products 
from Canada, South America, Europe, or other places from which we import 
dairy products and which have current or recurrent outbreaks of this disease. 
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Similarly, I would appreciate vour giving the same type of information with respect 
to anthrax, brucellosis, and tuberculosis. 

As a specific example, I would appreciate knowing how many separate lots of 
cheese have been imported from Italy during the past 12 months, how many of 
these have been inspected, what tests have been made to guard against the trans- 
mittal of communicable diseases such as those mentioned above, and what were 
the findings on these tests. 

Does the degree of incidence of a particular disease as tuberculosis in milk 
animals in the country of origin influence the type or frequency of inspections? 
Also, if the inspection of cheese imports from a given country shows a considerable 
amount of adulteration, how does this affect inspection procedure on future 
imports from this particular source? 

Your reply by Friday, May 9, would be greatly appreciated. 

With kindest personal regards, I remain 

Sincerely yours, 
Aucust H. ANDRESEN. 


FrepreRAL Stcurity AGENCY, 
May 9, 1952. 
Hon. Aucust H. ANDRESEN, 
House of Representatives, 
Washington, D. C. 

Dear Mr. ANDRESEN: This replies to vour letter of May 6 in which you re- 
quest information as to the standards and inspection procedures employed by the 
Food and Drug Administration to insure against the spread of certain infectious 
diseases through imported dairy products. We will first answer in general terms 
the questions asked in the numbered paragraphs on page 1 of vour letter. 

(1) The Federal Food, Drug, and Cosmetics Act, which is the principal statute 
enforced by this Administration, requires butter and cheese and other manufac- 
tured dairy products moving in interstate commerce to be prepared from clean 
and wholesome materials under sanitary conditions which protect them from con- 
tamination with filth, and to be free from any substances which would render them 
injurious to health. In addition, definitions and standards of identity for cheese 
and cheese-food products promulgated under the act require either the pasteuriza- 
tion of the milk used in their manufacture, or the aging of the cheese for a sufficient 
time to insure with reasonable certainty the disappearance of pathogenic organ- 
isms before shipment in interstate commerce. The factual basis for this require- 
ment will be discussed in detail below. These requirements are applicable to im- 
ports as well as to products of domestic origin. Further, fluid milk and cream 
imported into this country are subject to the requirements of the Federal Import 
Milk Act which is also enforced by this Administration. Under that act milk 
and cream may be imported only from shippers which have been granted permits 
by the Federal Security Administrator. Permits for such importation may be 
issued only upon satisfactory evidence that animals in the herds producing such 
milk or cream have been tuberculin tested and are otherwise in healthy condition, 
and that the dairy farms and plants handling the milk or cream are in acceptable 
sanitary condition. At the present time the only effective permit is held by a 
Canadian shipper. The act does not apply to other dairy products. 

(2) Our program on manufactured dairy products of domestic origin is based 
primarily on the factory inspection. Each factory inspection includes examina- 
tion of incoming milk and cream for evidence of filth and decomposition, attention 
to the adequacy of the pasteurization process and, in the case of cheese products 
required to be aged in lieu of pasteurization, attention to the procedures employed 
to insure that the requirements are met. If the factory inspection evidence 
indicates a violation of these standards, samples are examined from the interstate 
output of the firm. 

The program on imported dairy products differs from that on products of 
domestic origin in that we do not have opportunity for factory inspection of the 
foreign producers, since we have no inspectors stationed in foreign countries. 
We do, however, examine samples from lots offered for imports. The extent of 
sampling is based upon previous experience on the likelihood of violation in 
specific products, as related to manufacturers and country of origin. Samples 
are examined for filth and for compliance with the fat and moisture requirements 
of any applicable standard of identity and for pasteurization where pasteurization 
is specifically required. If aging is permitted in lieu of pasteurization, at the 
present time we have no entirely adequate procedure for determining compliance 
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since we are unable to obtain records and other information on the aging of cheese 
of foreign origin. However, most of the types of cheese commonly imported, 
particularly from Italy, must necessarily be aged sufficiently to meet these require- 
ments in order to develop the quality characteristics of these types of cheeses. 

You have asked for specific information on the number of separate lots of 
cheese imported from Italy during the past 12 months, on the number of these 
lots inspected, and the results of the examinations made. We regret that we do 
not have complete statistics of this kind immediately available. However, you 
may obtain an idea of the volume of importations and type of coverage given from 
the following: According to the Bureau of the Census approximately 15,000,000 
pounds of Italian cheese were imported during the calendar year 1951. We 
estimate that at least 1,600 different entries were involved. Each entry probably 
represents a composite of cheeses from a number of producers. During this 
period, the three offices which deal with the bulk of Italian cheese importations 
examined samples from 77 lots. Of the lots examined 12 were denied entry 
because of filth and one because of failure to conform with the requirements as to 
fat and/or moisture. These lots were not examined for evidence of pasteurization 
because they were of a type for which aging may be substituted for pasteurization, 
and possessed the characteristics of such aging. 

The second paragraph of your letter asks specifically what procedures are 
employed to prevent the transmittal of hoof-and-mouth disease, anthrax, bru- 
cellosis, and tuberculosis through dairy products from Canada, South America, 
Europe, or other places from which we import dairy products and which have 
current or recurrent outbreaks of these diseases. It is pertinent to discuss each of 
these diseases and the possible role of dairy products in their transmission. As 
you know, hoof-and-mouth disease has been eradicated in this country and such 
restrictions as have been placed upon the importation of meat and meat products 
and animal byproducts by the Department of Agriculture have been successful in 
preventing the reintroduction of the disease into the United States. Although 
dairy products have been imported from several foreign sources over a period of 
years, there is no evidence that they have been responsible for entry of the virus 
of hoof-and-mouth disease into this country. It is known, of course, that the 
virus may be present in the milk of animals affected by this disease but the milk 
flow in the infected animals is markedly decreased and becomes abnormal in 
character so that there is comparatively little chance that milk from infected 
animals will be used in the manufacture of dairy products. 

It is also known that anthrax bacilli may appear in the milk of infected cows 
shortly before death. Here again the milk flow is markedly reduced and the milk 
is highly abnormal in character. There is no evidence of the transmission of 
human anthrax through milk from infected animals. Anthrax in humans in the 
United States is comparatively rare and is largely confined to certain industries 
where workers handle infected wool, hair, hides and similar materials. These 
industrial cases constitute the great proportion of human anthrax, the remaining 
cases occurring largely in farm workers who are in direct contact with infected 
animals. 

Both brucellosis and tuberculosis represent significant hazards to human 
populations where the disease exists in dairy cattle or other dairy animals. Out- 
breaks of both diseases have been shown to have resulted from consumption of 
raw milk and cream from infected animals. One of the organisms responsible for 
human brucellosis, Brucella abortus, is also the cause of contagious abortion in 
cattle. Contagious abortion of cattle is relatively common in the United States 
and the possible existence of viable Brucella in dairy products was a matter of 
real concern to this Administration. In preparation for hearings to develop 
standards of identity and quality for cheeses under the authority of the Food, 
Drug, and Cosmetic Act, a study was made of the incidence of Brucella organisms 
in commercial cheese. This study indicated that about 10 percent of the domestic 
cheeses sampled in our survey had contained living Brucella organisms. This 
fact among others led to the requirements in the standards for cheese that such 
products be prepared from pasteurized milk or that they be cured or held for e 
minimum of 60 davs before being marketed for human consumption. While no 
organized survey was made of the incidence of Brucella in imported cheese prod- 
ucts, we have from time to time examined samples of goat cheese from Mexico, 
where brucellosis in goats is known to exist, without in any case finding Brucella 
organisms present. These studies also indicated that in the majority of cases, 
infected cheeses held for a period of 60 days no longer contained living Brucella 
although oceasionally the organism survived for longer periods. A careful search 
of the literature and field investigations conducted to develop evidence of the 
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transmission of brucellosis by cured cheese products failed to reveal infections 
from this source. 

With reference to tuberculosis, we have also conducted studies to determine 
the hazard from imported dairy products. Our concern was occasioned by the 
knowledge that while the tuberculosis eradication program in the United States 
had largely eliminated infected animals from dairy herds such progress had not 
been attained in many foreign areas. Therefore we initiated a program in 1938 
to test imported dairy products from various foreign sources for tubercle bacilli. 
Samples of butter and cheese from several foreign countries were examined b 
animal inoculation techniques and in no sample could the organism be found. 
The negative results on imported butter are not surprising in view of the fact 
that cream for butter-making is necessarily pasteurized, to destroy spoilage 
organisms which otherwise would sharply limit the market or distribution life 
of the product, and since this pasteurization also destroys the pathogenic organ- 
isms. While raw milk for cheese manufacture may harbor tubercle bacilli, the 
long-curing process for most cheeses imported in the United States and the un- 
favorable environment for survival of tubercle bacilli makes the isolation of this 
organism unlikely. 

There is no evidence that routine examination of dairy products for the virus 
of hoof and mouth disease or anthrax organisms would be a significant safeguard 
to publie health since the possibility of finding the organisms in such products is 
extremely remote. The only effective procedure for the detection of the organisms 
of brucellosis and tuberculosis in dairy products is animal inoculation tests which, 
in the case of both diseases, require a period of 6 weeks to 8 weeks before results 
are available. The application of such test procedures to all imports of dairy 
products is therefore practically impossible as a routine procedure. In our 
opinion, the absence of proven or suspected cases of human brucellosis or tuber- 
culosis from domestic or imported dairy products such as cheese and butter 
indicates that routine tests for the organisms of these diseases would not be a 
significant contribution to public health. 

Summarizing the situation, there does not appear, under ordinary conditions 
of import traffic in dairy products, any material danger of these infections from 
this source. It should of course be borne in mind that the sanctions employed 
under the Food, Drug, and Cosmetic Act are not designed as general quarantine 
or embargo measures to exclude products contaminated with disease-producing 
organisms. Enforcement procedures employed under the Federal Food, Drug, 
and Cosmetic Act provide for the examination of samples from specific importa- 
tions or interstate shipments. It is our understanding that the Department of 
Agriculture and the Public Health Service are empowered to set up quarantines 
for the specific purpose of excluding disease-producing organisms. We are sug- 
gesting that you might wish to consult the Department of Agriculture and the 
Public Health Service on this subject. 

Sincerely yours, 


C. W. CRawFrorp, 
Commissioner of Food and Drugs. 
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Tarte 1.—United States exports of dairy products by countries of destination, 1939, 
1949, 1950, and 1951 '— Dairy product export value by years 
CONDENSED AND EVAPORATED MILK 
[Thousands of dollars] 














| | | Percent of 
. 1949-51 United States 
Group and country | 1939 | 1949 | 1950 1951 total | 1949-51 total 
| | | } ya | dairy prod- 
| | | ucts exports 
Group 1: | | 
ER SR eaeees nee eens Pe ee capa 4, 504 | ee 4, 756 | 4.3 
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eS ee ae Loin casino gach ae ee LR Ox Seen eee 
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' { i 
ALL CHEESE 
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See footnotes at end of table, p. 949 
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Tasie 1.—United States exports of dairy products by countries of destination, 1939, 
1949, 1950, and 1951'!—Dairy product export value by years—Continued 


DRIED WHOLE MILK 
{Thousands of dollars] 
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NONFAT DRY MILK SOLIDS 
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See footnotes at end of table, p. 949. 
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TABLE 1.—United States exports of dairy products by countries of destination, 1939, 
1949, 1950, and 19511—Dairy product export value by years—Continued 
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1 Bureau of Census data. 
3 Less than $500. 


Source: National Milk Producers Federation, May 1952. 
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The CHarrRMAN. Are there any questions? 

Mr. Tatiz. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tautyze. Mr. Holman, you have cleared up a matter of con- 
troversy in yesterday’s testimony. I refer to that part of your state- 
ment on page 25. 

A witness, Mr. Fromer, said that our export was only 2 percent. 
I challenged his statement and asked him if it was not rather, 32 
percent. 

I read on page 25 of your statement: 

Export to other countries has been based on a high degree of subsidization. 
How much has this subsidization been percentagewise? That depends on where 
you start the measurement. 

Then you go on to say: 


Relief fund expenditures on all dairy products from 1948 through 1951 were 
32 percent of Commerce’s reported export values (table 2, column 13). But 
Commerce’s values do not include Commodity Credit losses on negotiated sales 
forexport. When these losses are included in export values then the total subsidi- 
zation for the 1948-51 period becomes 38 percent of all products (column 14). 
And if to this is added the 43.3 million dollars worth of dairy products donated by 
CCC for export (column 15) the total value of exports would be 696.4 million 


dollars and the amount of subsidization would be 290 million dollars, or 41.6 per-— 


cent for the 4 years. 


Now it seems to me that that should clinch the matter. That 
covers the ground. And to speak of 2 percent in the face of these 
facts is clearly not reliable testimony. 

Mr. Houtman. That is correct, sir. We believe these figures that 
you have just quoted are verifiable. We did our best to check it, 
and we think they are correct. 

Mr. Tate. I am sure they are. 

On page 26 of your statement, dealing with the alternative pro- 
posals that have been suggested in lieu of section 104, I believe vou 
have answered that argument very effectively. 

And I am very glad to see that on page 31 of your statement, at 
the bottom of the page, you quoted from the exception from article 
21 of the general agreement. 

Mr. Hotman. Yes, sir. 

Mr. Tate. In other words, section 104 came into being because 
of an agreement already made, that made allowance for that kind 
of provision in the law if it were found to be necessary. 

Mr. Houtman. That is correct. It was drawn so as to fit within 
the provisions of article 21 of the agreement. 

Mr. Tair. It was also testified yesterday that there were practi- 
cally no obstacles in foreign countries against our exports to them, 
Well I know for a certainty that that is not true, and I mentioned 
some of them like quotas, licenses, price arrangements, barter agree- 
ments, the devaluation of currency, differences in rates of exchange, 
and many other devices that obstruct the freedom of trade. 

Mr. Houtman. Yes, sir. 

Mr. Tatie. And much as we might like to have free trade in a world 
at peace, where the lion and the lamb would lie down together, we 
have to face the world as it is and not as we would like to have it be. 

Mr. Houtman. That is correct, sir. And I have attached to my 
statement a table, in appendix A, which classified the type of restric- 
tions which are in effect now in these other countries. 
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And I mentioned earlier that eight of the nine countries which have 
protested have put in restrictions against the United States. 

Mr. Taye, On page 32 of your statement, you deal with a funda- 
mental matter, the health of our people. 

Now may I ask, when the inspections are made on foods coming 
into this country, are the inspections made at the point of departure, 
or are they made at the point of arrival? 

Mr. Houtman. They are made at the port of entry. 

Mr. Tate. Port of entry? 

Mr. Houtman. Yes, sir. I understand that the samples that are 
taken are sent to the laboratory, and the product from which a sample 
is taken is held awaiting the report of the laboratory. 

Mr. Tauuer. I am very happy to note that you suggest we set up 
import standards, because certainly, in the case of dairy products, 
products, that all of our people need and want, if ever health were to 
be taken into account it would be in the matter of products of that 
sort, and surely that is something that should be done immediately, 
and it amazes me that not more has been done in that direction. 

Mr. Houtman. Mr. Talle, so far as the port of import is concerned, 
we have certain standards, but I do not believe that we have any 
mechanism whereby these products can be inspected in foreign 
countries, nor do we have any arrangements with those foreign 
countries to require them to make the same kind of high-class standards 
of inspection which we make in this country. 

We have an arrangement with Canada for their inspection of 
their plants, on milk and cream that may be imported into this 
country. Their inspections have to be satisfactory to the agency 
that is administering the Lenroot Act. But on manufactured prod- 
ucts, we do not have that machinery and we need it very badly. 

Mr. Tatte. I recognize that it is very difficult and could be done 
as I see it, only through international treaty arrangements—and 
even after those arrangements were made, it would require a great 
deal of education and reworking of methods abroad possibly to put 
them into effect on a satisfactory basis. 

Mr. Houtman. Yes. I am further advised that the enforcement 
which the Food and Drug Administration is able to do is limited to the 
sample inspected. 

Mr. Tauue. Yes; which in my opinion is most unsatisfactory. 

Mr. Houtman. That is right. We think that every shipment 
should be inspected, or better that the exporting country should be 
required to keep their product at home until it meets our standards. 

Mr. Tatur. I agree, Mr. Holman. The hour is late so I will not 
take up any more time. Thank you, Mr. Holman. Thank you, 
Mr. Chairman. 

The CuarrMan. Are there any further questions? 

Mr. Ratns. Does the House meet at 11, Mr. Chairman? 

The CuatrMan. The House meets at 11, and the first thing will be 
a roll call, I understand, on the rule for consideration of the Puerto 
Rican Constitution, and there are two conference reports coming up 
immediately afterward. 

I thought perhaps we might recess to meet at 3 o’clock, and the 
witnesses can check with the office to see whether or not we will be 
able to meet at that time. 

Are there any further questions of Mr. Holman? 
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Mr. Rains. Not at this time. 

The CHarrMAN. You may stand aside, Mr. Holman. We are very 
glad to have your views. 

Mr. Houtman. I desire to thank the chairman and the committee 
for a courteous hearing. 

The CuatrMan. The committee will recess to reconvene at 3 o’clock. 

(Whereupon, at 10:57 a. m., the committee recessed to reconvene 
at 3 p.m. the same day.) 


AFTERNOON SESSION 


(The committee reconvened, pursuant to its recess, at 3 p. m.) 

Present: Chairman Spence (presiding), Messrs. Brown, Deane, 
Burton, Hays, Gamble, Talle, Kilburn, Nicholson, Widnall, and Betts. 

The CHarrmMan. The committee will be in order. 

We are proceeding under difficulties, and can only sit while the 
House is in general debate. I understand it will be in general debate 
for about an hour and a half, so we will try to make use of that time. 

I understand, Mrs. Rogers, that you have a statement you would 
like to make. 

Mrs. Rogers. Mr. Chairman, I would be very glad if I could file 
a brief statement with the committee. 

The CHatrMan. We will be very happy to have it. 

Mrs. Rocers. It seems to me that the canners do need relief. 
There is a tremendous excess of supplies at the present time, more 
than there has been ina great many years, and prices of canned goods 
are very low anyway. So perhaps, if the Secretary of Agriculture 
could lower or remove controls op canned goods, and reimpose them 
if necessary, that would be helpful. 

The Cuairman. Thank vou very much, Mrs. Rogers. Your state- 
ment will be inserted in the record. 


STATEMENT OF HON. EDITH NOURSE ROGERS, REPRESENTATIVE 
IN CONGRESS, STATE OF MASSACHUSETTS 


Mrs. Rogers. Why canned food price controls are unwarranted. 
Canned food prices are not, have not been, and will not exercise any 
inflationary pressure. Here are the facts: 

1. Production of canned fruits, juices, and vegetables last year was 
the greatest in history—over 300,000,000 cases. 

2. Supplies on hand April 1 of this year were the largest in history— 
101,000,000 cases. 

3. Supplies are so great the Department of Agriculture has recom- 
mended a 15 percent decrease in processing vegetable tonnage for this 
year. 

4. The BLS retail price index of canned fruits and vegetables has 
been, since 1947, consistently under the index of the cost of living 
and under the all food index. Canned fruits and vegetables today are 
24 points under the cost of living index and 64 points under the all 
foods index. 

5. Only 12 percent of the pack of canned fruits and vegetables is 
now selling at ceiling prices. 

6. Canned foods meet the suspension standards of OPS, 

The CuatrMan. Call the next witness, Mr. Clerk. 
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The Crerx. Mr. Haymes and Mr. Pierce, representing the Dairy 
Industry Committee. 
The CuarrMAN. You may proceed, Mr. Haymes. 


STATEMENT OF P. L. HAYMES, REPRESENTING THE DAIRY 
INDUSTRY COMMITTEE 


Mr. Haymes. My name is P. L. Haymes and I am an executive of 
the United Milk Products Co., of Cleveland,Ohio. In appearing before 
your committee I am representing the Dairy Industry Committee 
with offices in the Barr Building, Washington, D.C. This is a central 
committee composed of official representatives of national associa- 
tions whose members are engaged in the dairy manufacturing, process- 
ing, and distributing fields, and has been in existence since 1934 as an 
organization concerned with major problems confronting the entire 
dairy industry. The member associations are as follows: American 
Butter Institute, National Creameries Association, National Cheese 
Institute, American Dry Milk Institute, Evaporated Milk Association, 
Milk Industry Foundation, and International Association of Ice 
Cream Manufacturers. 

Price controls are a deterrent to production and we believe that price 
controls on all foods in general and dairy products in particular should 
be terminated not later than June 30, 1952. However, I am going to 
limit my remarks to the dairy industry, in which I have spent my life. 

The dairy industry produces, manufactures, processes and dis- 
tributes milk and all forms of dairy products to our 150 million people 
every day. 

Milk and cream are produced on about two-thirds of the Nation’s 
farms every day. These farms are located in every State of the 
Union and because of the highly perishable nature of the product it 
must be handled everyday without interruption. 

This industry employs full time, at least one and a half million 
people and provides a livelihood for at least 10 million persons. 

The dairy industry contributes more than $10 billion annually to 
our national commerce and aside from milk and cream, supplies 
approximately 40 percent of our beef. Housewives spend about 15 
percent of their food budgets on dairy products and for this they get 
nearly 30 percent of the food consumed annually in this country. 
About one bite out of every three on our national menu is a dairy 
product. 

The dairy cow is unique in its contribution to our economy. She 
makes this contribution in two distinct ways. First is conservation. 
The dairy cow can consume the various grasses, ensilage and other 
unpalatable vegetation and convert this into proteins, fats, vitamins 
and other human health-giving nutrients. The manure from the dairy 
cow is returned to the soil to maintain fertility for the production of 
needed crops. 

The second is food. Bottled milk and cream, evaporated milk, 
butter, cheese, ice cream and many other nutritious products are 
provided from the milk of the dairy cow. Some of the calves go to 
market as veal and provide about 60 percent of the veal used. Other 
calves are raised to replace older cows to maintain the milk producing 
herd while the older cows go into the beef market. 
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As a major contribution to our economy, the dairy farmer is unique 
in that he can produce and sell many thousands of dollars worth of 
dairy products each year and still have as good if not a better farm 
than before. 

To maintain and expand this great industry to meet the increased 
demands of an increasing population, we need maximum production, 
which can be achieved expeditiously and effectively only if price 
controls are removed from milk and dairy products, for the following 
reasons: 

A program of price controls for dairy foods is the poorest way in 
which this major food industry, with its important contributions to 
the health and morale of the nation, can be prepared for a national 
emergency in this period of rearmament. All of the arguments 
against price controls are sound—none of the arguments for price 
controls carries weight—when applied to the dairy industry. 

The present supply of dairy foods is sufficient for current domestic 
demands, so that arguments for price controls based on scarcity are 
not valid. 

The lifting of price controls from dairy foods at this time will 
not result in inflationary price advances, so the arguments for controls 
based on runaway prices are not valid. 

4. The price-control mechansim is operating to diminish production 
and to weaken the processing and distribution facilities of the industry. 
A continuation of price controls will magnify these problems. 

Price controls should be ended on dairy products promptly to 
restore incentives and to permit flexibility within all branches of the 
industry, so that production will be expanded and adequate industry 
facilities maintained to meet the ever-increasing nutritive needs of 
the Nation. 

There is a strong case against the imposition of any price controls 
on the economy, even in a period of national emergency, which has 
been clearly presented by the United States Chamber of Commerce , 
in the monograph of its committee on economic policy, entitled 
“The Price of Price Controls.’’ A partial digest is attached as annex 
A. Reading the entire monograph is recommended. 

Congress has recognized the dangers in such a law by enacting it as 
temporary legislation. 

The law was adopted at the commencement of our rearmament 
program in the belief that a program of price controls and allocations 
would help prepare our economy for full-capacity operations with the 
output of goods geared to defense and wartime needs. It was neces- 
sary for many industries to shift from peace to wartime goods. Tem- 
porary artificial scarcities may have justified temporary price controls 
and allocations. 

But the dairy industry had no problem of shifting from peace to 
wartime goods and presents a complete contrast to those industries 
where temporary price controls and allocations may have been in the 
public interest. The dairy industry’s contribution to the rearmament 
effort must be a continued steady and adequate flow of dairy foods 
which are so essential to the health of the Nation. And we must face 
the possibility that the domestic agricultural economics of our overseas 
allies may again be disrupted and that dairy foods must be available 
for export. We must have a program which encourages in every way 
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and discourages in no way an expanding production of milk and 
milk products. 

The Dairy Industry Committee favors the continuation of import 
restrictions on fats and oils because we are convinced it is another 
means of stimulating the increase in farm milk production so necessary 
in this country. If farmers believe fats will come in unlimited from 
abroad, domestic production will be curtailed. 

Europe provides the logical market for these world supplies. 

The Congress should place no obstacle in the way of increased 
domestic production of milk. 

The philosophy of decontrol or suspension formulas as advocated 
by many, based on decontrolling or suspending price ceilings, if the 
product remains below some specified price level for a given period 
of time, is valueless to the dairy industry for the simple and cogent 
reason that these prices are supported virtually at ceiling levels by 
statutory requirement. As evidence of this, we give below the farm 
price of butterfat and manufacturing milk in June 1950 and January 
1951, compared with the support price: 


June 1950 January 1951 Support price 

whicid eee eee Sad 1d Cees TOE AE, EES 2 Daa EA Ie PE ate 
Butterfat per pound. - | $0. 599 | $0. 701 | $0. 692 
Manufacturing milk per hundre dwe ight - , R 3.06 | 3.90 3.85 


We need price-control termination on dairy products as an added 
stimulus to increase production. Without such termination, this 
industry may be irreparably harmed for years to come, and our entire 
Nation injured far beyond any good the supporters of price control 
can ever conjure. 

The present supply of dairy foods is sufficient for current domestic 
demands, sothat arguments for, price controls based on scarcities 
are not valid. 

Generally speaking, there are no present shortages of foods or feeds 
in the United States, although feed production has been less than feed 
consumption, so that we are eating into our feed reserves. Crops 
have been ample. 

Dairy products are not now in short supply. Every vear, to be 
sure, during the period of seasonally low production, a few spots 
experience shortages, which are met by shipments of milk from other 
areas. In contrast to conditions in the last World War, there is 
now no significant demand for export of dairy products to foreign coun- 
tries. The bulk of our national production is available for domestie 
consumption. 

The USDA expects that the total milk production in 1952 will be 
about the same as the 115.6 billion pounds in 1951 and states that the 
pattern of milk use probably will continue to change in 1952. The 
Department expects consumption of butter to decline to a new low 
and consumption of fluid milk, ice cream, and some of the other manu- 
factured dairy products to show slight increase over 1951. 

The end of price controls on dairy foods at this time will not result 
in inflationary price advances, so the arguments for controls based on 
runaway prices are not valid. The industry does not foresee any 
abrupt and pronounced rise in dairy products prices. The price regu- 
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lation by the Federal milk marketing orders issued under the Agri- 
cultural Marketing Agreement Act, whose influence spreads far 
bevond the areas regulated, will keep prices in line with economic 
conditions. 

Laws in effect in 16 States further regulate the price of milk in 
accordance with the economic conditions of those States. In addi- 
tion, the perishability of dairy foods, the customary low-profit margin 
per unit, and the keen competition among processors and distributors 
guarantee reasonable prices. This is illustrated by the fact that 
profits after taxes of 15 dairy companies were 2.2 cents per dollar of 
sales compared with 6.2 cents for all companies in 1951, as reported in 
the monthly letter on economic conditions of the National City Bank 
for April 1952. In the previous vear the comparison was 3 cents and 
7.7 cents. Price adjustments, when required, would be moderate 
and no more than necessary to promote needed adjustments in pro- 
duction, utilization and capital requirements of the industry. Dairy 
foods are certain to remain cheap in comparison with foods in general 
and with the increased consumer purchasing power. 

The price-control mechanism diminishes and weakens the proc- 
essing and distribution facilities of the industry. Postponement of 
the termination of controls will magnify these problems. 

The United States Department of Agriculture says that 1952 milk 
production may be slightly smaller than 1951, because: (a) Feed con- 
centrates will continue high in price; (6) decline in feed supplies rela- 
tive to livestock numbers; (c) supply of dairy farm labor will be no 
greater; (d) and wages will be higher. This apparent shrinkage in 
milk production in 1952 is in the face of an increase in the human 
population at the rate of 2.5 million annually. It is our belief that 
production will shrink more than the Department indicates, unless 
dairy foods are freed from price controls. 

Since the price freeze in December 1950, the price of milk at the 
farm has not been directly controlled because of the parity pass- 
through. But farmers do not know what the Secretary of Agricul- 
ture and the Director of Price Stabilization may do under the law, 
which provides that ceilings cannot be placed on the farm price of 
milk when it is below parity or below prices of June 1950. Milk and 
butterfat have been at parity most of the time since January 1, and 
it is the fear that ceilings may be placed on farm prices at any time. 
Farm prices of milk at 103 percent of parity and butterfat at 96 per- 
cent of parity are in a position of disadvantage compared with meat 
animals which are at 131 percent parity. The United States Depart- 
ment of Agriculture reporting on an index number basis shows the 
farm price of dairy products at 291 compared with meat animals at 
372. All kinds of livestock compete for the common feed supply. 
Under free pricing, there is a continuous balancing of the numbers of 
different classes of livestock when one class gets out of fair relation- 
ship with the others. This is one of the principal factors determining 
the long-time trend of milk production. Controlling the farm prices 
of milk at this time would freeze those prices in an unbalanced com- 
petitive relationship to other livestock products where competition 
with alternative farm enterprises exists. 

Cost absorption, as applied to the processor, manufacturer, and 
distributor of dairy foods, both proprietory and farm cooperatives— 
is injuring dairy products business enterprises, particularly small 


business. 
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As stated in an editorial appearing in the New York Times on 
February 21, 1952, the general approach to stabilization by the 
authorities seems to be that, while escalation is to be the guiding 
principle in the case of wages and agriculture, cost absorption should 
be the key to policy in the field of business and industry. 

The 1951 Eric Johnston so-called profits test holds that ceilings are 
fair and equitable if an industry’s dollar profit before taxes is running 
at 85 percent of the best 3 years of the 4-year span 1946-49. The 
Putnam modification adds that an industry must earn before taxes 
not less than 10 percent of its net worth. 

Neither of these formulas makes adequate allowance for the in- 
ordinately large proportion of the post-Korea tax rise borne by 
business nor for the declining value of the dollar. Earnings before 
taxes are used by the Government as a guidepost, despite the fact 
that a business concern has no real profits until after it has paid its 
taxes. And earnings on net worth are used as a guidepost, although 
net worth is based essentially on original value, which has little rela- 
tion to reproduction costs in terms of the buying power of the present 
dollar. 

Cost absorption, as practiced under OPS price orders, squeezes 
earnings to a point of danger for the maintenance of business. Price 
controls interfere with the normal and efficient functioning of the 
industry. Controls create additional costs, deplete financial strength, 
work against proper maintenance and expansion of facilities, and lead 
to deterioration of quality and service. In the dairy industry, where 
profit margins have always been small, exemption of dairy foods from 
price control is imperative if the processing industry is to continue to 
be the strong, able tool providing the greatest share of food on Ameri- 
can tables. 

Price controls should be ended now on dairy products to restore 
incentive and to permit flexibility within all branches of the industry, 
so that production will be expanded and adequate industry facilities 
maintained to meet the ever-increasing nutritive needs of the Nation. 

One of the many important nutritional elements is calcium, of which 
nearly three-fourths is supplied by dairy products. Even now, a 
considerable share of our population does not receive a sufficient quan- 
tity of calcium and other vital nutrients, because dairy products are 
not more abundantly available. 

Milk production in the United States reached a peak in 1945 and 
has since declined, although not drastically. Production in 1951, 
with the advent of price controls, was less than in 1950, before price 
controls. During the first quarter of 1952, daily production of milk 
was 0.93 percent less than in the first quarter of 1951. Meanwhile, 
population has been growing at a rate of 2% million persons a year. 
Production of milk per capita in the United States was the lowest in 
1951 of the past quarter century. 

In the last few years the per capita consumption of fluid milk. 
cheese, evaporated milk, and ice cream has been maintained by 
diverting milk to domestic use which was previously exported and by 
expanding production in the market milk areas to offset the drop in 
milk production areas where butter is the important outlet. From 
now on, unless milk production is expanded, the per capita consump- 
tion of those products will have to decline as has butter because there 
are no longer substantial export surpluses available for diversion to 
domestic use. 
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In order to contribute a maximum to the Nation’s health and 
morale in case of a continuing emergency, the dairy industry’s greatest 
incentive is price flexibility. 

Price flexibility directs milk in proper volumes and proportions to 
different milk products and to different markets; price controls create 
maladjustments in production and distribution and interfere with 
the normal flow of milk to meet consumer needs. 

Price flexibility is needed because production gains on dairy farms 
can only take place slowly. Milk cows that have gone to the butcher 
cannot be brought back nor can they be replaced within less than 3 
vears’ time. An incident in contrast to that is the potato situation at 
the present time. This potato famine can be relieved in maybe 6 
months, maybe 12 months, by another crop. We have about two 
crops a year in the North and South. But it takes 3 years to replace 
an extinguished dairy herd. 

Mr. Tatue. If | may interrupt, a cow is equipped with only one 
udder so the possibility of increased production is-limited by that 
physical fact. 

Mr. Haymes. That istrue. Their productive capacity is distinctly 
limited. 

In the competition of our diminishing feed reserves dairy farmers, 
in making their necessarily long-time plans, must not believe that 
price incentives will be lacking. Without question, prices of dairy 
products are low, relative to prices of many other livestock products. 

Just as price controls and allocations may have helped to get the 
Nation’s armament program under way, the incentive of flexible 
prices in the absence of price controls would help the dairy industry 
to supply, process, and distribute its products. 

Price controls should be terminated on dairy foods at this time to 
restore incentive, restore necessary flexibility within the industry and 
expand production to meet the ever-increasing nutritive needs of the 
consuming public. Price adjustments, where required, would be 
moderate. Under no circumstances should price control of dairy 
foods be extended beyond June 30, 1952. The burden should be on 
those who would extend price control to show its necessity——-and none 
exists. Our free institutions are in jeopardy if Government continues 
to control for control’s sake. Actually, everything possible should 
be done to maintain this industry as a great source of strength to 
our country. 

The dairy industry stands definitely opposed to further extension 
of price controls on dairy foods. Termination of price controls on 
dairy foods is in. the public interest. Adequate supplies and keen 
competition in a free economy will do a better job for consumers, 
farmers and the industry than wil controls. 

Mr. Chairman, we have an appendix and a chart which we would 
like to have included in the record. 1 would like to call your attention 
to the chart, which is taken from the Department of Agriculture, 
which gives you an idea of the increase in all cattle, and particularly 
in beef cattle in recent years, as compared to the decrease in dairy 
cows kept on farms in the United States. 

You will note that for the past 75 years our total number of cattle 
has continued to increase at a slightly greater increase than the 
total number of milk cows, and at the extreme right-hand side of the 
chart you see that beef-animal numbers have been continuing steadily 
upward since the last war, while our dairv-cattle numbers have been 
decreasing. 
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The CuarrMan. Without objection, the chart and appendix may 
be included in the record. 
(The information is as follows:) 


APPENDIX A 


The committee on economic policy of the United States Chamber of Commerce, 
in its report entitled ‘‘The Price of Price Controls,’’ develops the inadequacies of 
price controls as a means of combating inflation in digest about as follows: 

The price system in a free economy performs three basic functions. It guides 
the consumer in choosing what he buys with his income. It facilitates the move- 
ment of goods and services from producer to consumer. It conveys the wishes of 
consumers to producers and distributors, indicating to them what to produce and 
supply. 

For a short-run emergency, there may be a case for emergency control over 
prices during a period when supplies of certain resources are unavailable for sudden 
and large changes in demand and the price system in a free market economy 
cannot correct the situation in a reasonable period of time. But such conditions 
do not lessen the long-run adverse implications of price controls with the market 
distortions they bring about. 

What happens when prices are held below market levels? 

1. Restraints upon consumption are lifted and the consumer is encouraged to 
buy. 

2. But producers are not encouraged to raise production. In fact, the. 
restraints placed upon prices serve notice on producers to reduce production, 
Consequently, shortages develop and available supplies have to be rationed. 

3. With artifically restrained prices encouraging consumption and discouraging 
production, inevitably subsidies to producers have to be adopted in order to 
maintain incentives. 

If price controls are imposed over any length of time, rationing and subsidies 
become inevitable. As Professor Paarlberg phrases it: 

“Ceiling prices, rationing and subsidies are the three-legged stool of an economy 
which endeavors to hold prices below the equilibrium level. A stool] will not stand 
for any length of time on one or two legs, but needs all three. 

“Tn England, they understand this better than we do for they have been at it 
longer. They fix prices, ration, and subsidize agricultural commodities pretty 
well across the board; they have had to do this to make the svstem work. We 
will have a similar experience if we stay with it long enough. If we don’t let the 
price system function, we shall have to step in and do the jobs that the price 
system formerly did for us.””! 


Price controls are at best a temporary stop-gap measure. They are not a 
legitimate long-term means for combating or handling inflation. This is the 
record, as quoted from The Price of Price Controls: 

‘1. Price controls have never worked for any length of time. These controls 


can be no more than a short-term expediency. Even with the patriotism of 
World War IT, it didn’t take long for price controls to break down. 

“Contemporary experience of other countries suffering from inflation shows 
that the use of direct price controls and drastic penalties did not prevent prices 
from rising. 

“2. Price controls exact a heavy toll on our resources. Price controls involve 
tremendous costs that are both measurable and less definitely measurable. These 
costs are spelled out in manpower, money, diversion of resources; in costs to the 
taxpayer, the consumer, the businessman—and the entire economy. 

“3. Price controls mean heavier burdens for the taxpayer. Price control 
machinery necessitates a Nation-wide organization and the diversion of man- 
power and other resources from productive channels. 

“4. Price controls involve heavy burdens on business and industry. Compli- 
ance with the flood of control regulations, often times conflicting and confusing neces- 
sitates additional labor, diverting regular employees to handle the added work 
load, and a waste of management’s time. The heavy compliance costs hit 
smaller enterprises particularly hard. 

“5. Price controls delude the consumer. Price controls do not guarantee 
adequate amounts of any product, but, in fact, present the consumer with ever- 
short supplies. The shortages during and after World War II testify to this. 

“Price controls mean black market in which prices are higher than those 
determined by a free market. 

1 Price Freedom—The Key to Economie Freedom, from an address by Professor Don Paarlberg, Purdue 
University. 
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“Price controls mean quality deterioration and standing in line for searce 
items, and put a premium on ‘knowing the right people.’ 

“6. Price controls curtail production. Price controls do not permit the price 
system to exercise its legitimate function of distributing goods and guiding 
production. 

“Price controls set prices at levels below those that would be determined by a 
free market, and thus prevent production of necessary items. The meat industry, 
the dairy industry, and the lumber industry are but'a few examples of the per- 
»etuation of shortages that resulted from price control during and after World 
Var II. 

“Price controls are not flexible. Inequities between products and between 
industries are the result. 

“Price control is, in effect, profit control, since profits are the basic determina- 
tion in the adjustment of price ceilings. 

“7. Price controls lead to a lowering of moral standards. Willful and non- 
willful violations result from price-control regulations. Many businesses are 
forced to ignore ceilings in order to stay in business. Others, through confusion 
and difficulty of interpretation, unconsciously ‘break the law’. Consumers are 
driven into black markets and ‘paying under the table’ for needed items. Law- 
abiding citizens are thus encouraged to evade the regulations. 

“8. Price controls are largely ineffectual in fighting inflation. Inflation is pri- 
marily a monetary phenomenon. Price controls cannot reach the sources of 
inflation; they deal only with the symptoms. 

“Y, The after effects of price controls are a potential danger to our economy. 
Price controls only cover up inflation. By helping to bottle up excessive purchas- 
ing power, & postemergency boom-bust situation is created. 

“This disproportionate burden of price controls on small business can seriously 
weaken its future position in our economy. 

“Price controls are another step in the direction of a Government-controlled 
economy. ‘Emergency’ controls may tend to become ‘normal’ controls. 

“10. While there is something to be said for price controls, on net balance they 
do more harm than good. This is especially true during a long defense and 
mobilization period or a time of one-quarter war when the patriotic appeal is less 
effective.” 
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The CuarrMan. Are there any questions? 

Mr. Tatir. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tauie. Mr. Haymes, vou pointed out very appropriately that 
increased production is essential. 

Mr. Haymes. Yes, sir, that is correct. 

Mr. Tauue. By culling herds and scientific feeding and careful 
husbandry, it is possible to increase production, is it not? 

Mr. Haymes. Yes, sir. 

Mr. Tair. However, as I pointed out a moment ago, there is a 
limit bevond which you cannot go? 

Mr. Haymes. That is correct. 

Mr. Tate. Now may I ask you, is this another way of asking for 
termination of price controls so that prices may be increased substan- 
tially to stimulate production? 

Mr. Haymes. No. As to any price adjustments, they would be 
very moderate. 

We were gaining on production for 2 years, in 1949 and 1950, until 
price controls were imposed, and in 1951 our dairy production turned 
downward, due, in great measure, to the fact that we had no flexibilit Vy, 
we had a freeze period, no price flexibility, to prevent the diminish- 
ment of production or to stimulate new production. 

With a downward trend for the last 14 months in dairy production, 
total, in the United States we think we have reached a time where it 
is necessary to reverse that trend and get another balance between 
supply and demand, such as we have always been able to hold in 
free pricing. 

We need that flexibility that comes with free pricing, and we can’t 
have it if we have rigid controls. 

Mr. Tatie. Another question: Are you saying that milk produc- 
tion has decreased because of price controls, even though there is 
a parity pass through, and there has been no ceiling on the farm price 
of milk and butterfat? 

Mr. Haymes. Yes, sir, the production has decrease 1, and the rec- 
ord shows clearly that we have had a downward trend, and it is that 
trend that we are trying to reverse. 

The comparison of 1 month of 1951, with the corresponding month 
of 1950 shows a decrease right straight down, except for a couple of 
months in the entire year, and the trend, from the beginning of 1951 
down to the present time, has showed that corresponding monthly 
decreases right along. 

In the first quarter of this year, we have a decrease, as I pointed 
out in my statement of ninety-three one-hundredths of 1 percent— 
in round figures 1 percent—and it has been pretty much that way in 
each of the months so far this year. 

In the month of April, just reported, we have a similar decrease. 
It is not quite as much as that, but it is lower than it was a year 
ago, the total volume of production coming off the United States farms. 

That is the trend we want to reverse. 

Mr. Tauie. Milk and other dairy products are very important 
in the consumers’ market basket. 

Now will not a modest adjustment in price injure consumers sub- 
stantially with dairy products occupying the place they do in the 
market basket? 
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Mr. Haymes. No, any adjustment that will take place will be 
fractional. It will be very small and very moderate. 

As a matter of fact, the American housewife spends about 15 percent 
of her food budget for dairy products, and gets 30 percent of her food 
consumption. 

Dairy products have always been a bargain, and should be main- 
tained in plentiful and abundant supply at all times so that there is no 
curtailing or cutting back. 

Consumer resistance is the best price control that we know of. 
We have learned that from experience. And the keen competition 
in the industry, coupled with consumer resistance, would always 
prevent anything more than small moderate adjustments that are 
bound to be necessary, season to season, and time to time, and we must 
have some latitude, some leeway there, to make those adjustments 
if we are going to maintain the production adequate to the needs. 

Mr. Tate. Just one more question: There has been some talk of 
decontrol. There has been talk of setting up some kind of formula 
for decontrol. Of course I don’t know what the committee will do; 
nor do | know what the Congress will do. But I would like to ask 
this question: If Congress should prefer to continue price controls 
temporarily, with appropriate formulas for decontrol or suspension of 
products, under certain conditions, what sort of decontrol formula 
would help the dairy industry? 

Mr. Haymes. I don’t know of any. There isn’t any. There isn’t 
any formula at all that would help. The need of the dairy industry 
is to have flexibility of pricing, so that they can meet local, immediate 
conditions, and meet them immediately, instantly, wherever they 
happen to occur, whether it is in the New England States or Okla- 
homa or Tennessee or Wisconsin, wherever it may be in the dairy 
regions. 

There isn’t any decontrol formula that could be attempted that 
would work. The only time that a decontrol formula should ever 
even be considered in our total dairy picture is if we had to approach 
a time of rationing of milk, and so far as we can see, there is no need 
for that. 

In the same way, we feel there is no need for controls. 

Mr. Tatite. Thank you, Mr. Haymes. 

The CuarrmMan. Mr. Hays. 

Mr. Hays. Did you, Mr. Haymes, somewhere in your statement, 
mention anything about how much of an increase in costs the industry 
has absorbed in recent years? 

Mr. Haymes. I didn’t mention that specifically, sir. 

Mr. Hays. There is an indication of it. 

Mr. Haymes. Oh, ves; there is an indication of it in my statement, 
by showing the reduction in income of dairy companies as compared 
with the preceding year’s period. 

One of our witnesses will give you some very detailed information 
on that today. 

Mr. Hays. Can you answer this question: What is the probable 
profit per quart of fluid milk that is delivered or bought by the general 
consuming public? What is the profit that the dairy company makes 
on it, per quart? 

Do you have any statistics on that? 
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Mr. Haymes. Well, the average profits have been shown in lots of 
literature, and in some information that you will receive today. 

In order for a milk company to operate successfully, replace its 
equipment, maintain itself, and do a good job for the consumers and 
for the dairy farmers who supply the milk, and still have some degree 
of security, they should earn at least 3 percent on their sales. 

Mr. GamBLeE. Is that gross or net, sir? 

Mr. Haymes. The earnings last year were right around 2 percent, 
and in some cases were nil. 

Mr. Gams eE. Is that before or after taxes?) That has become an 
important question. 

Mr. Haymes. There are no earnings, sir, until after taxes. 

Mr. Gamsue. That is what I thought. 

Mr. Haymes. We are operating in the industry just now where the 
Government has issued support prices for the 12 months’ period from 
April 1 this year, to April 1 next year, and current selling prices are 
just about where those support prices are. 

That shows you that there is no great surge in the situation, and it 
shows you that the Government still feels the necessity of posting 
support prices and making purchases to keep those prices up, at the 
point where they just about exist now. 

Mr. Hays. I have one more question. Your chart shows that the 
number of dairy cattle have been declining, and I think that is accu- 
rate. But do you maintain that that is all because of price control, or 
could part of that be attributed to the fact that the average number 
of pounds per cow has been increasing, number of pounds of milk 
per cow per year? 

Mr. Haymes. Well, the number of pounds of milk per cow has been 
increasing steadily for about 15 years, but the cow population has 
been declining quite rapidly, and the milk production, after we had 
reached a high point in 1945, then slumped off after the war, and rose 
again in 1949 and 1950, just a little. But the trend was in the right 
direction. 

True, we had 15 or 20 pounds more per cow production and less 
cows. One offset the other. But beginning in 1951, the trend was 
downward, despite the fact that we had in 1951 a little higher increase 
per cow. 

Mr. Hays. I wanted to get that into the record because I anticipated 
that question might be raised, because a great many agricultural 
publications are featuring the fact that through artificial breeding 
rings, culling, and other practices in animal husbandry, that the 
average production per cow is increasing, and I wanted your obser- 
vations on whether that could be the answer, or whether it was pricing, 
and I think you have answered the question. 

Mr. Haymes. Had it not been for the fact that the productive 
capacity per cow has increased steadily—there is a terrific reduction 
in cow numbers, from 27 million cows to 22 and a half million cows- 


and that would have placed this country’s dairy supply in jeopardy. 
There is no question about that. 

Scientific evidence shows that we have made great strides in the 
production per cow, and in dairy management and improvement of 
dairy facilities, and also continuous improvement in the quality of 


milk. 
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This nation has the finest quality of milk in the world, and it has 
an industry that operates on about the keenest competition in the 
world, as well as the lowest margins. 

Mr. Brown. Are there any other questions? 

Mr. Betts. 

Mr. Berrs. I noticed here, Mr. Haymes, that you represent about 
seven organizations. Are they all national in scope? 

Mr. Haymes. Yes, sir; the Dairy Industry Committee represents 
the American Butter Institute, the National Creameries Assoc lation, 
the Evaporated Milk Association, National Cheese Institute, Ameri- 
can Dry Milk Institute, International Association of Ice Cream 
Manufacturers, and the Milk Industry Foundation, which deals with 
delivery of fluid milk all over the country. 

Mr. Berrs. Do you feel that you are speaking for the majority of 
the members of each of these organizations? 

Mr. Haymes. Yes, sir, we are confident that we have the concensus 
of opinion of the dairy industry. 

Mr. Berrs. Would you give us some idea about the extent of 
the membership? 

Mr. Haymes. Well, the associations that I just named are the 
representative associations of each of the six branches of the dairy 
industry, and they comprise the entire industry. 

For. example, the Evaporated Milk Association comprises over 95 
percent of the entire evaporated milk industry, and the figures are 
somewhat comparable in each of those associations, so that it is 
representative of the entire industry. 

Mr. Brown. Are there any other questions, gentlemen? 

Mr. GamBue. I have one. 

Mr. Brown. Mr. Gamble. 

Mr. Gamsue. It is your contention, is it not, sir, that the Agri- 
cultural Marketing Agreement Act and the laws affecting these 16 
States would tend to stabilize the price of milk even if controls were 
taken off; is that correct, sir? [I mean that is your contention? 

Mr. Haymes. The answer to your question is “Yes’’, sir. There 
are 44 areas where Federal milk marketing orders exist, and 16 
States where State control exists. 

Mr. Gamsue. Yes, sir. 

Mr. Haymes. Those areas are designed to set minimum prices to 
producers. They weren’t designed to fit into milk control. 

On top of that has come the OPS, which has set ceilings, or has 
patterns to set ceilings, whereas the milk marketing orders in the 
Federal areas set prices to producers. But they have a stabilizing 
effect in every one of those areas. They offer a facility in fluid milk 
areas for inserting incentives in milk prices at times when production 
is very low; at times when alternative farm enterprise is attracting 
dairymen to go over to beef-raising, or to hog-corn, insteac of dairying. 

Mir. Gampce. In other words, these marketing acts in these 16 
States more or less regulate the price anyway, do they not? 

Mr. Haymes. Yes, sir; competition does the rest, Mr. Gamble. 

Mr. Gampue. Yes, sir, it is good competition. 

Mr. Haymes. Yes, sir, they set the price to the producer and 
competition sets the price to the consumer. 

Mr. Gampie. Now just one question on decontrol. If there was 
an automatic decontrol provision put into this bill, would that tend 
to help stabilize the situation from the milk standpoint? 
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Mr. Haymes. I don’t think there would be any question but what 
it would not. There isn’t any design or pattern of decontrol formula 
that anybody could figure out that would fit the dairy business or 
that would ever catch up to it. It is a fast-moving business. It is 
constantly changing. It can’t wait. 

It can’t start an action to consider decontrolling a commodity in 
March, and then settle it in August without teriffic disruption in the 
industry. 

We had a sample of that last year when the windfall order came 
out by the OPS, towards the end of May last year, limiting the 
increase of price on any inventories. It came out just at the begin- 
ning of the pasture season. It said that you could not accumulate 
stocks and then sell them at any higher prices later on than the prices 
at which you held them, and that frightened the butter storers, and 
they didn’t store butter. 

The result was that then we had only 10 percent as much butter 
at the end of the butter season, in March of this year, as we ordi- 
narily have, and the prices went out of sight—temporarily, until 
there were more supplies coming into the market. 

Those things point up the fact that there isn’t any consideration 
that you can take up in the dairy industry but what has to be aeted 
upon instantly. You have to have flexibility. You have to have the 
responsibility back where it happens. 

That order that came out on the 29th of May last year was a mis- 
take, and it was so admitted by the OPS, but it wasn’t canceled until 
7 weeks later, in the middle of July, and in the meantime, the pasture 
came and the pasture went and the butter didn’t go into storage. 

Mr. Gamsie. That is all, Mr. Brown. 

Mr. Brown. Are there any other questions, gentlemen? 

If not, you may be excused, Mr. Haymes. 

Mr. Haymes. Dr. Pierce has a short statement. 

Mr. Brown. You may proceed, Mr. Pierce. 


STATEMENT OF C. W. PIERCE, PROFESSOR OF AGRICULTURAL 
ECONOMICS, OF THE PENNSYLVANIA STATE COLLEGE 


Mr. Prerce. My name is C. W. Pierce and I am a professor of 
agricultural economics at the Pennsylvania State College. For the 
past 15 vears practically all of my work has dealt with economies of 
the dairy industry. My appearance here is at the request of the Dairy 
Industry Committee, to which I am glad to respond. 

Our economy has become great in an atmosphere of economic free- 
dom, in which both producers and consumers have been free to make 
their own production and consumption decisions in the light of what- 
ever prices their individual decisions collectively have caused. If we 
observe our record and believe in its meaning, a decision to extend 
price controls will have to be fortified by the most compelling of 
reasons. 

In the brief time at my disposal, I want to present and interpret 
some of the factual material which relates to the question of price 
controls for dairy products. 

Total milk production in the United States in 1951 was 115.6 billion 
pounds. This was 1 billion pounds less than in 1950 and 1950 pro- 
duction was 3 billion pounds less than the peak reached 5 years 
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earlier in 1945. During this same period population grew rapidly. 

The increase from January 1951 to January 1952 has been estimated 

by the Bureau of the Census as being 2.7 million people. In 1951 we 

had less milk produced per capita than in any of the previous 25 
ears. 

During the period between the termination of price controls after 
World War II and the institution of the price controls under the 
Defense Production Act, the dairy industry did a remarkable job in 
adjusting a declining milk supply to the needs of an increasing 
population. 

Remember, that in an attempt to maintain adequate milk produc- 
tion during World War II, subsidies were introduced within a year 
following the first price ceilings for dairy products in 1942. Price 
controls during World War II left the dairy industry in a state of 
maladjustment as far as the domestic peacetime economy was con- 
cerned. At the end of World War II our market milk areas were 
inadequately supplied with milk. Since 1945 milk production has 
increased in those areas; for example, in New York State and Penn- 
sylvania, by 10 percent. Production of milk and sales of bottled milk 
have been brought into reasonable balance in such areas, with some 
scattered shortages this past fall. 

At the end of the war we were exporting sizable quantities of whole 
milk manufactured dairy products, concentrated milk and cheese. 
These products were produced largely in the Midwest. With little 
change in milk production in the midwestern area, in Wisconsin and 
Michigan, for example, the excess of supply for a disappearing export 
market has been absorbed into domestic uses. 

In the areas where butter has been the chief market for milk, the 
production of milk has declined and meat animals have increased as 
the American consumer has in the market place expressed a preference 
for other products. 

The output of milk from farms during 1952 and in the immediately 
following years will depend on several factors. These factors include 
the feed supply, the proportion of feed that will go to dairy cows, the 
number of dairy cows, and the availability of labor to care for pro- 
ducing dairy herds. The price of milk will be of major importance 
in determining how well dairy farmers will be able to compete for a 
share of the feed and labor supplies. 

Numbers of dairy cows have been declining for several years. There 
are an increased number of young stock in herds now. Whether or 
not these young stock will result in increased dairy-cow numbers, 
however, will depend on what dairy farmers think of the outlook for 
the price of milk, the cost of feed, prices of animals culled for beef, 
and the opportunity to compete successfully for farm labor. 

Our needs for an increased milk supply are obvious. Milk and 
dairy products are highly desirable foods if we are to have a healthy 
people. Because of the balance of food nutrients, milk has frequently 
been referred to as ‘““Nature’s most nearly perfect food.” 

Calcium, of which three-fourths is supplied by milk products, is one 
of our most critical elements. Our population is growing rapidly. 
Much of this population growth is due to a high birth rate. Growing 
children, more than anyone else, need adequate supplies of milk. 
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Earl J. McGrath, United States Commissioner of Education, in a 
recent article, stated: 

By 1957-58, it is estimated that the total enrollment, kindergarten through 
secondary schools, will reach more than 32 million, or 6 million more children than 
are currently going to school. 

The Bureau of the Census estimates a population of 190 million 
people by 1975. Agricultural Secretary Brannan states that to main- 
tain our present rate of per capita production we will then need an 
additional 30 billion pounds of milk. This is a greater increase than 
occurred during the past 25 years. These statements as to needed 
increased supplies do not consider that present rates of consumption 
are less than nutritionists recommend for good diets. 

Returning to immediate needs, 1 year’s growth in population re- 
quires an additional 2 billion pounds of milk. Milk production re- 
quires long-term planning by dairy farmers because it takes several 
years to raise a cow. 

Retail prices of dairy products have increased less since before World 
War II than has the average of food prices. Fresh fluid milk has 
increased less than three-fourths as much as the index of all food prices. 

On a dry-weight basis dairy products are inexpensive foods when 
compared with prices of other livestock products. In terms of each 
of several highly desirable food nutrients, there is no other food in 
which these nutrients can be purchased at as low prices as in fresh 
milk, cheese, and concentrated milk. Even at somewhat higher 
prices than now exist for dairy products, especially fresh milk, these 
products would be relatively inexpensive as compared with prewar; 
as compared with other livestock products on a solids basis; or as 
compared with per capita disposable consumer income. In 1939, the 
average factory employee worked 12 minutes to buy a quart of milk. 
Now, he works only 9 minutes, 

Milk is produced on more than 2 million farms in the United States. 
Milk is processed and the different products manufactured in thou- 
sands of plants throughout the country. I would like to supply you 
with one illustration of the competitive situation in the fluid-milk 
industry. 

In my State of Pennsylvania, we have a milk-control commission 
which requires licenses of each processor and distributor of fluid-milk 
products. In 1949, the commission issued 691 licenses to fluid-milk 
dealers. This does not include more than 500 producer-distributors 
of fluid milk. The State is divided into 14 marketing areas. The 
least number of licensed dealers in any one of these marketing areas 
is 22 in the York market. 

The commission licensed 32 distributors in the Philadelphia market 
plus an additional 32 in the suburban Philadelphia area and 140 han- 
dlers of fluid milk in the Pittsburgh market. 

The fluid-milk industry has for vears followed a policy of obtaining 
a low rate of profit per unit of product, depending upon volume and 
turn-over for dollar profits. The average rate of profit earned in 
1950 by 529 fluid-milk distributors for whom the Pennsylvania com- 
mission had records was 4.3 cents per dollar of sales before income 
taxes and 2.7 cents after taxes. Of 565 distributors for whom 1949 
records were available, 127 operated at a loss. 
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Other branches of the dairy industry are characterized also by 
numerous processing plants. The 1950 estimates prepared by the 
Bureau of Agricultural Economics, USDA, of manufactured dairy 
products, were based on reports received from over 3,000 plants making 
butter; over 2,000 plants making cheese; over 3,000 plants making ice 
cream for wholesale distribution, and more than 400 plants producing 
concentrated milk products. It is estimated that moré than 24,000 
plants in the United States process some type of dairy products. 

These data are illustrative of some of the competitive forces in the 
dairy industry. 

The dairy industry is primarily a domestic industry. Defense 
preparations have not required the diversion of milk products to 
other than normal uses. Consequently, the defense effort has not 
caused artificial scarcities. 

Milk production takes place every day of the year. The same is 
true of the production of manufactured dairy products. Due to the 
seasonal production of milk, the excess output during the spring 
months is made into butter, cheese, and concentrated milk, and 
stored to supplement supplies during the period of low production. 
With continuovs output, any change in price, regardless of when it 
occurs, does affect production. 

I am familiar with the statement made by Mr. Haymes and I agree 
with the platform of the Dairy Industry Committee, which he has 
presented, 

A program of price controls for dairy foods is the poorest way 
in which this important food industry can be prepared for the role 
it must play in the economy. The termination of price controls 
would not result in inflationary price advances. The price-control 
machinery is operating to diminish incentives for production and to 
weaken the industry’s processing and distribution facilities. 

Price controls should be ended on dairy products promptly so that 
production will be expanded and adequate industrial facilities main- 
tained to meet the increasing nutritive needs of our country and to 
keep the industry prepared to help meet the food needs of our allies 
in case of war. 

I trust that the data I have presented will be helpful to the com- 
mittee. 

That concludes my statement, Mr. Chairman. 

Mr. Brown. Very well. Are there any questions by the members 
of the committee? 

If not, you may be excused, gentlemen. We are very glad to have 
your views. 

The clerk will call the next witness. 

The CLerk. Mr. Benjamin F. Castle, the Milk Industry Founda- 
tion. 


STATEMENT OF BENJAMIN F. CASTLE, ON BEHALF OF THE MILK 
INDUSTRY FOUNDATION 


Mr. Casrie. My name is Benjamin F. Castle. I am the executive 
director of the Milk Industry Foundation, Washington, D. C., the 
national trade association of the fluid-milk-distributing industry. 
This industry, which as you know is active in every village, town, and 
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city in the United States, is ranked by the Office of Price Stabilization 
as the sixth largest industry in the United States. The characteristic 
of this industry is the great number of small milk dealers operating 
less than 20 milk routes. 

It is estimated by the Olsen Publishing Co., of Milwaukee, who for 
many years has been compiling industry statistics, that there are 
approximately 15,000 milk dealers in the United States of which 
slightly more than 5,000 have more than 4 routes. This is another 
way of saying that 10,000 milk distributors in the United States have 
less than 4 routes. The percentage composition in number of routes 
as shown by our membership substantially corroborates the Olsen 
figures. 

I have before me the membership chart of the Milk Industry Foun- 
dation which shows membership by size as of the year 1949. This 
shows that approximately 24 percent of the total membership operate 
10 milk routes or less and that 38 percent of the membership have 
between 10 and 20 routes. This indicates that 62 percent of our 
members are small-business men. 

Before leaving the subject of the small size of the average milk 
handler, I would like to point out that the regulations of OPS in my 
opinion are causing a rapid disappearance of small milk handlers. 

Only this noon, gentlemen, I received an authentic letter from the 
Iowa Milk Dealers Association in which they said that 75 of their 
members had sold out or gone out of business in the last year. That 
is a startling thing. That only confirms our general observations. 
We had hoped that we could bring to you an over-all national state- 
ment but we have not been able to get it. But we have very good 
evidence that the little fellow is being squeezed out. You will hear 
later, if you have time, which I hope you will have, what a very serious 
situation it is. 

I do not believe that the gentlemen of the Congress intended that 
any form of price controls should put businessmen out of business. 

I have a chart here showing the extent to which, prior to price 
controls by the Federal Government, our industry was controlled. 

Now the red States are territories covered under the Federal 
Marketing Act. Where the Federal Marketing Act prevails—and you 
will see that it covers a very dense population of the United States, 
the minimum price that our people pay to the farmer is prescribed. 
So there is price control of the minimum price to be paid to the farmer. 

In 12 States, there are State milk-control boards, which not only 
fix the fair price to the farmer, but fix the resale price to the consumer, 
and in 5 or 7 other States, there are State milk-control boards which 
protect the farmer by seeing that he gets a fair minimum price. 

Competition takes care of the resale price, I assure you. It makes 
no sense to me to superimpose upon this excellent State organization 
of State milk-control boards, a Federal bureaucracy, which, by 
remote control, attempts to improve upon the work of the State milk- 
control boards. I assure you they do not improve upon it; they 
merely ‘‘gum” the works. 

Mr. Kiipurn. If that is true, why does our law put out of business 
so many small-business men? 

Mr. Castie. Because, sir, the Office of Price Stabilization is com- 
mitted, strange as it may seem, to a policy of cost absorption in our 
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industry. Our industry is one that has historically very small mar- 
rins. 

When Mr. DiSalle appeared before this committee, or at least before 
the Senate committee, or perhaps both, he held forth on cost absorp- 
tion, and he pointed out that in this period of increasing economic 
activity, the volume of production would increase, and therefore it 
would be possible for manufacturing corporations to absorb costs. 

Well, you gentlemen know that in the aircraft industry you could 
have orders for a hundred planes today, and a thousand at the end 
of the month. Obviously, your overhead would be spread over a 
larger number of units and there may be something in cost absorption 
for the durable goods industry. But definitely it is not applicable to 
our industry. 

Mr. Kiitpurn. You do not get my question, I do not think. 

Mr. Casrie. Pardon me. 

Mr. Kinpurn. If the State people regulate all those densely 
populated areas as far as your industry is concerned, bow does our 
law affect them. It does not affect them at all, does it? 

Mr. Casrie. Why, ves, sir, it does, the ceilings are prescribed by 
the Federal Government today, regardless of what the State thinks 
would be a fair price. 

Mr. Kinpurn. I do not think that is true in New York State. 

Mr. Castie. They have to have approval from the Office of Price 
Stabilization. 

Mr. Hays. As I get it, the States regulate the price you pay for 
the raw product to the farmer end the Federal Government is regulat- 
ing the price you can sell it for, so that you are in between them. 

Mr. Caste. Well, in some cases the State—if it were left alone— 
would prescribe the resale price. Now in Pennsylvania it does that. 

Mr. Nicnotson. They do it in Massachusetts. 

Mr. Casrie. They do it in Massachusetts, and they do it in 
Alabama. They do it in California. They do it well. They have 
had, for a long time, experience in this work, and we never dreamed— 
at least | did not—that when the OPS came in, “We are going to 
grant you autonomy, you are doing a good job on price control now.”’ 
Oh, no. They had to start mixing in with it. 

In Califorria, for example, they issued an order that destroyed the 
historic spread between store and retail prices. Well, tbey finally 
revoked it. But it would not have been done by the California Milk 
Control Commission, because they are experienced and know their 
business. 

Mr. Kinsurn. What do you want us to put in this bill? 

Mr. Castie. My recommendation would be that where you have 
State milk-control boards, you simply say, “The OPS will not be 
operative for milk.”’ . 

If we believe in State autonomy, in home rule, that is the way to 
do it. And the economy aspect of it is not to be overlooked, in my 
opinion, gentlemen. 

Now another point. We have plenty of evidence to support the 
view that milk dealers are having a difficult time surviving under price 
control as administered by OPS. I quote from two letters which, 
I assure you, are samples only. 
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The first letter is from a milk dealer in Florida who wrote to his 
Senator on February 16 telling him that he had just sold his business. 
This is what he had to say in explanation: 

One of the contributing factors to our decision to sell was the ever-narrowing 
margin of profit in our industry. This, coupled with the OPS theory of cost 
absorption, is forcing many independent dairies out of business. Not only is this 
deplorable situation affecting the independents but it is also having its effect on 
the larger companies, the only difference being that the larger companies can 
stand the squeeze a little longer. é 

Here is an extract from a letter written by a small dealer in New 
Jersey to his Senator. He says: 

There are milk men in the northern part of New Jersey that are absorbing, in 
addition to the approximate half-cent-per-quart increase in operating costs, a labor 
increase of approximately $8 to $12 per man per week and have been since the 
first week in November. That means that it has been about 444 months that 
these dealers have been absorbing this increased labor cost awaiting relief from the 
OPS. 

I am sorry to have to assume this attitude, but I believe the OPS is deliberately 
seeking every way they can to delay this relief. If it is continued much longer, 
I am afraid you are going to bave some casualties among the smaller independent 
milk dealers who cannot subsidize their fluid-milk operations with the profits 
derived from their manufacturing operation of other products as they do not have 
any other line than fluid milk and cream. These dealers will be forced out of 
business. and I think it is very unfair to have a price control set up with the author- 
ity to make these kinds of moves. 

They cannot stand the unfair and inequitable policy of cost absorp- 
tion which is being inflicted upon them by the operation of OPS—a 
policy contrary to the intent of the Congress as shown by a careful 
reading of the Defense Production Act. The words “fair and equi- 
table ceilings)) certainly meant something to you gentlemen, but they 
do not apparently mean very much to those who are charged with 
the administration of the act. 

Controls are nothing new for the fluid-milk industry. The map 
which I show you of the United States indicates the great extent of 
Federal marketing order controls and State milk controls. The Fed- 
eral controls administered by the Production and Marketing Admin- 
istration of the Department of Agriculture, as you see, cover a very 
substantial segment of the United States from the standpoint of pop- 
ulation density. The Federal orders issued in these marketing areas 
prescribe the minimum price to be paid to dairy farmers for class | 
milk and other classes of milk. 

In passing, I would like to remark that the milk handlers pay the 
class 1 milk price which runs from $1 to $1.50 per hundredweight 
higher than fluid milk sold in other classifications. This works out 
at 2 to 3 cents per quart higher than milk, for example, that is used 
for making butter, cheese, and evaporated milk. The State milk- 
control boards in at least 12 States not only fix the minimum price 
to be paid to dairy farmers, but fix the retail prices to consumers. 
About seven other States have milk-control boards which fix the 
minimum price to be paid to the dairy farmer. , 

So even before the advent of the Office of Price Stabilization, our 
industry was thoroughly controlled from the standpoint of Federal 
and State administrative agencies. However, the supreme control of 
the fluid-milk business is the competitive situation that exists in all 
milk markets. A differential of 1 cent in the retail price of milk will 
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cause an immediate shift of customers from the higher-price seller to 
the lower-price seller. 

I am speaking now, of course, of home delivery. In most cities 
and towns in the United States for a number of years there has been 
a differential between store retail prices and home-delivery prices due 
to the fact of course that it costs more to deliver in small quantities 
to homes than in large quantities to stores. The trend of stores sales 
has been upward. It is estimated that now about 55 percent of sales 
are for home delivery whereas in 1935 it is estimated that 70 percent 
throughout the country were home deliveries. 

In light of the fact that the fluid milk industry was already sub- 
stantially controlled, we did not regard the advent of the controls 
indicated by the Defense Production Act as anything substantially 
new. We had had a disillusioning experience with the OPA, but after 
reading the Defense Production “Act of 1950 and noting its several 
references to “fair and equitable” ceilings and margins, we could not 
believe that an industry operating under a very low profit margin, such 
as ours, could be subjected to the price absorption doctrine put forth 
by Mr. DiSalle. 

Also, we were very proud of the record which fluid milk had made 
with respect to the general food average; we realized that it was a 
healthy situation and felt confident that OPS would recognize the 
fact that although we were paying the farmer substantially higher 
prices for milk as compared to the pre-Korean period, our retail prices 
had not advanced in the same proportion. We did not believe that the 
theory of cost absorption, which certainly has some application to 
production by, say, airplane manufacturing companies, would be made 
to apply to our industry. The fact is that as of today, where milk 
handlers are under an area price regulation of OPS, they are allowed 
only 85 percent of their operating cost increases in computing price 
ceilings. In my opinion this is a fantastic, unwarranted and _ pre- 
sumptuous position to be taken by OPS. 

It will astonish you to know that increases in such unavoidable 
costs as repairs and repair parts, tires, tubes, and chains, fuel (oil, 
coal, and gasoline), outside transportation, indirect labor including 
general office and administrative labor, washing powders, refrigeration 
materials, purchased power and water, building upkeep, credit losses, 
sales promotion expense, insurance, traffic losses, uniforms and laun- 
dering, depreciation charges, taxes and licenses, motor-vehicle regis- 
tration, purchased storage, rent, purchased ice, communications, 
telephone, telegraph, postage, office supplies, dues and subscriptions, 
are not considered in establishing ceilings for milk, cream, cottage 
cheese, buttermilk, and chocolate milk. OPS has stated that they are 
allowing us 85 percent only of the increase in operating costs which 
have occurred since the pre-Korean period. This is applying cost 
absorption with a vengeance. 

The root of the trouble with SR 63, which is‘the procedural regula- 
tion of OPS about which we are now complaining, is the application 
of the theory of cost absorption to an industry which cannot stand 
this strain. 

Gentlemen, I will quote from a few letters which we have seen 
confirming the statement I have just made that cost absorption for 
our industry is a method of business strangulation for the unfortunate 
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milk dealers. Here is one from a milk dealer in Pennsylvania written 
to his Congressman. He says: 


On February 8, Mr. Benjamin F. Castle, executive director of the Milk Industry 
Foundation, mailed a letter to you in which he stated how seriously hurt the milk 
dealers are in many parts of the country. 

I happen to be one of them who had higher operating costs in 1951 than I ever 
experienced before, resulting in a profit of less than 1 percent in our sales dollar. 
I operate as an individual, and it is impossible to continue to live personally and 
continue to operate on such a small profit. We should have between 3 percent and 
4 percent on above-mentioned basis. 

The OPS theory of cost absorption does not work with such small profits. 
Presently OPS is expecting the industry as a whole to absorb increases in our 
operating expenses. Labor, containers, and repair costs have increased to the 
extent that insufficient profit is left. 

Here is another one from a leading milk executive who quite recently 
became president of one of the largest milk companies in the country. 
He is noted for his operating efficiency and for his ability to analyze 
costs, and I may say that he has been operating in a highly competitive 
market. This is what he has to say to his Congressman about cost 
absorption: 


Certainly the theory of asking the fluid milk distribution industry to absorb 
increases in items which represent about 40 percent of our operating costs is an 
unreasonable one. This is particularly true when the industry has a very narrow 
margin of profit, in fact less than 3 percent of the selling price and in this area 
even much less than that. These delays alone amount to considerable cost 
absorption and can be well exemplified by two examples which I would like to 
relate to you involving our company. 

In the first instance, in this market the Office of Price Stabilization has failed 
to act to allow us to adjust our cream prices and this has now continued for nearly 
2 months with the result that we will have no relief in this connection. One 
branch of the Federal Government, namely the Department of Agriculture, estab- 
lishes our prices which we must pay to producers. For the past 2 months our 
cream prices in this market have been increasing but the Office of Price Stabiliza- 
tion has not vet acted allowing us to pass on these increased costs to our customers. 
In the case of our own company, this item alone during this 2 months’ period has 
cost us about $70,000. 

The second example is in the case of northern New Jersey. Here we were con- 
fronted with a tremendous labor increase on the 25th day of October of 1951 and 
in spite of our immediately filing for price relief as allowed under SR 63, we vet 
have (February 21, 1952) no price adjustment allowed us by the Office of Price 
Stabilization. In other words, delays upon delays have occurred so that we 
have been forced to absorb this labor increase ever since the 25th day of October 
1951 in spite of numerous conferences, the submission of profit and loss figures 
and considerable other data. No relief has vet been granted even though almost 
a 4-month period has elapsed. This item has cost us a considerable loss amount- 
ing to over $175,000. 

These two examples are cited to show how these delays ‘‘squeeze’”’ the industry. 


Here is another letter written to his Senator by a milk dealer in 
Oklahoma. He says: 


IT just want to say briefly as possible, that this information that Mr. Castle 
has given you is correct in every respect and that this principle or policy that is 
being promulgated by OPS of cost absorption by the dairy industry is so destruc- 
tive that in all of my experience in this industry in the past 25 vears, I have 
never seen the people in our industry so discouraged as they are at this time. 
Over all the State of Oklahoma today, there is a very definite trend of the smaller 
plants toward closing up and discontinuing operations. This is, of course, 
because the dairy business has always been on @ very narrow margin of profit 
based on volume and turn-over and when you affect that margin in any manner 
whatsoever, the immediate results are a loss to the dealer or processor. 

One-fourth to one-half cent per quart may not seem very much to you but to the 
dairv industry it means the difference sometimes between losing money and 
making enough money to pay bills and expenses. 
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The profit per unit of sale and profit per dollar of sale are, and always 
have been, very small due to the number of competing dealers in every 
market and the highly competitive character of the business, and 
profits have depended on volume and rapid turn-over. There has 
been no appreciable increase in volume of sales since Korea resulting 
from the defense effort. The sales volume has remained almost 
constant, the increases over 1950 being less than 2 percent. So an 
increase in cost per unit cannot be offset by an increase in volume. 
It can only have the effect of decreasing profits. 

Parenthetically, I ask here, did the Congress have an intent to 
decrease profits of small-business men? Personally, I do not think so 
I believe that the so-called standard issued by Mr. Eric Johnston 
was contrary to the spirit of the Defense Production Act. Operating 
costs have risen since June 1950 gradually, continuously, and inexor- 
ably and our industry must be able to adjust prices to compensate 
for these increased costs. 

I have referred to the small profit per dollar of sales generally 
earned in the fluid-milk industry and | show you a chart which illus- 
trates profit per dollar of sales for typical markets for typical years 
on the basis of various Federal and State Government reports and 
reports of State experiment stations. The most recent survey in 
1949 of 313 dealers in 42 States as developed by the bureau of business 
research, Indiana University, shows an average net profit of 2.1 cents 
per dollar of sales after taxes. Again, I say, in my opinion it is 
ridiculous to talk about cost absorption for an industry like ours. 

(The survey chart above referred to appears on the following page.) 

I would now like to emphasize the splendid performance which 
fluid milk has made relatively with respect to the cost-of-living index. 
As of March 15, 1952, the Bureau of Labor Statistics retail index 
showed that since 1945, the last full year of OPA controls, all foods 
had risen 63.6 percent, whereas milk had risen only 55.1 percent. 
During this same period, Bureau of Agricultural Economics figures 
reveal that the prices we have paid farmers have increased 67.5 per- 
cent. Thus, the industry is now absorbing approximately 1 cent per 
quart by not passing this amount of its paying prices on to the con- 
sumer. We maintain that this is a substantial, and in some situations, 
an unwarranted, unfair, and inequitable contribution to the fight to 
control inflation. 

We appear before you here today to emphasize as strongly as we 
can on the basis of our experience with Office of Price Stabilization, 
our sincere belief that those concerned with the administration of the 
Defense Production Act as written by the Congress are not adminis- 
tering it in the spirit with which it was enacted. In other words 
“fair and equitable margins” are not recognized for our industry and 
we are being squeezed by a policy of cost absorption. We believe 
that when SR 63 was being drafted in OPS that there was a feeling of 
confidence on the part of his economic advisers that Mr. DiSalle 
would be successful in his efforts to defeat the so-called Capehart and 
Herlong amendments. In our opinion, these amendments which were 
adopted by the Congress showed that it was the intent that all costs 
would be allowed. The Capehart amendment was inapplicable to 
our industry because one company cannot raise its prices in an area 
without losing all its business. OPS also construed the Capehart 
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amendment to apply only to manufacturers. On May 5 the Emer- 
gency Court of Appeals ruled that it applies to retailers as well. 

Here is a comment by a milk dealer operating in Texas as contained 
in a letter which he wrote to his Senator. He said in part: 


The United States milk dealers are up in arms over the manner in which the 
OPS has messed up our industry. We cperate, as you well know, on a very, 
very barrow margin of profit. Their theory to recognize our ability to absorb 
high costs simply doés not work. 

Since last September we have been attempting to get something out of the 
regional office that would provide our industry with a reasonable basis. When 
I say reasonable I mean the margins of profit which have been ours over a long 
period of years. We have wasted 5% months, and yet, have no relief. The 
amount of relief that we need is only one-half cent per quart, but this runs into 
tremendous amounts of money for those in our business. * * * Frankly, 
in my opinion the whole OPS ought to be kicked out the window. 


Here is a partial quotation from a milk dealer in Montana who 
wrote to his Senator February 13: 


The OPS theory of cost absorption is certainly hard for us to swallow. We 
have always prided ourselves on the fact that milk of the finest quality is avail- 
able to our consumers at a price considerably lower than surrounding areas and 
Jess than the national average. 

As the cest of caps, bottles, fuel, et cetera has risen we have tried to make a 
more economical operation so we could continue to sell a quart of milk for 19 
cents. As an examp'e we now deliver milk to each customer three times a week 
rather than every other day. 

However we now have come to a point when our capacity to absorb higher 
costs has disappeared. 

The OPS says that any increase of retail price must all be given to the farmers. 
We appreciate that the farmers can use all that is given to them but if the OPS 
would allow us a normal or average mark-up on even this small increase maybe 
we would have a normal operating profit. We do not expect to be in a position 
that 50 percent of our profits will go as taxes but we would like to remain in 
a solvent condition so we can continue to pay some income tax. 

Some months ago the milk dealers in Bozeman applied to the OPS for a price 
increase. After long months of waiting they were erroneously informed that it 
had been granted. They immediately raised the price but were then informed 
that the price increase had not been granted. Immediately they lowered the 
price to the original ceiling price. They were above the ceiling price through 
error for 1 day and I understand the OPS has threatened to fine them for the 
violation. 


Here is a letter from a small dealer in Ohio addressed to his Senator: 


We operate about a medium-size plant owned by —— and myself and 
have always been very proud of our efficient, close margin operations which 
enabled us to pay a fair price to the farmer, charge the consumer a low price 
(lower than any other commodity), pay our help a livable wage, pay all other 
bills and have just a little left over. Now OPS regulations tend to squeeze us 
for this small margin and we just can’t operate that way. We must have at 
least a small profit to stay in business and need your help to help us. 


Here is a comment from a North Carolina dealer with respect to 
OPS, extracted from a letter to his Congressman: 





We have found not only that SR 62 cannot be applied to an industry of our 
type, but that it is practically impossible to get any reliable advice from or about 
OPS. Frankly their red tape and general vagueness has us in a position where 
we don’t know what action we can safely take even under allowed adjustments 
for direct labor and containers. 

The dairy industry of North Carolina badly needs some specific relief, set forth 
and administered in a clear cut manner, which will allow us a sufficient margin to 
cover cost increases which we cannot absorb, 
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Here is another comment from a dealer in Gadsden, Ala., written 
to my office March 15. He says: 

Our compnay, along with its competitors. have petitioned the Birmingham 
Office of Price Stabilization to grant a raise of 1 cent per quart in this market to 
place the plants and the farmers on an equal basis with other similar markets in 
this State that operate under the Alabama State Milk Control Board. This 
petition has been grinding through the red tape now for about 4 months and we 
don’t even have a thing as to what the final decision will be. 

Gentlemen, my conclusion, which is concurred in by all of my asso- 
ciates on the board of directors of the Milk Industry Foundation, is 
that the OPS cannot be relied upon to administer the Defense Pro- 
duction Act so that milk handlers receive fair and equitable ceilings 
and have prompt and over-all recognition of their unavoidable in- 
creases in costs. I have referred repeatedly to the costs which are 
required to be absorbed by our industry and I have no doubt that 
you are wondering what they amount to in actual unit costs. Here 
is a table received from an operator in Cranston, R. I. It is taken 
from a letter which he wrote to his Congressman, and presumably, 
his Senator. He says: 

In the following schedule the first column shows the unit cost when only plant 
wages, delivery wages, and containers are considered while the second column 
shows the unit cost when all operating costs are considered. 


Bear in mind, OPS only allows direct wages and container costs. 
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OPS will allow price relief based on wages and container costs, but, from these 
figures, you can see this is not sufficient. All other costs must be considered also. 

I am here therefore to propose eight amendments which I sincerely 
hope you will adopt, perhaps not in toto but in substance. I say in 
substance because the amendments are somewhat similar in nature. 
They were drawn with the idea that the wisdom and experience of 
this committee would result in the enactment of specific directions to 
the Office of Price Stabilization which would result in fair and equi- 
table ceilings for the food handlers of the United States. 

We recognize that Congress is reluctant to write administrative 
regulations but we believe a precedent was established when the 
Capehart amendment and the Herlong amendment were incorporated 
in the present law, 

We believe that these amendments showed a lack of confidence in 
OPS which is more than justified by the experience which we have 
had. In conclusion let me say that we made a thoroughgoing, factual, 
and unrebuttable presentation to the Office of Price Stabilization, De- 
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cember 12, 1951. In this presentation we suggested amendments to 
Supplementary Regulation 63 which, in our opinion, would have re- 
sulted in fair and equitable ceilings. We were told by Mr. DiSalle 
and his associates that we had made an excellent presentation and 
that early attention would be given to it, and today we have not had 
any manifestation of a change in the regulation which has been so 
unfair and burdensome to our great industry. We have been patient, 
we have furnished them with a succession of documents based on the 
facts under which our industry operates. I can tell you that we have 
little criticism of the recommendations originally made by the Dairy 
Section of the Food and Restaurant Division of OPS. We know that 
they recommended the inclusion of increases in seven different classi- 
fications of costs. We know that “higher authorities” cut these down 
to three items, namely, cost of milk; direct labor; cases, cans, and con- 
tainers. Compare this meager and fantastically inadequate allowance 
of increased costs with the partial list which I previously recited to 
you. 

The present price orders affecting the fluid-milk industry are 
invalid because they do not permit the milk dealers to price their 
products at a level which will return to them their reasonable costs of 
operation and a fair and equitable margin, to which they are entitled 
under the law. No price order is valid if it fails to carry out the 
express policies of the Congress, as set forth in section 2 and section 
401 of the Defense Production Act of 1950, as amended. These 
policies explicitly require pricing orders to be designed to maintain 
the military and economic strength of the country and to promote the 
expansion of production facilities beyond the needs of civilian demand. 
These policies also require that price controls be so designed as to 
promote the maintenance and furtherance of a sound agricultural 
economy. None of these great objectives are accomplished by the 
pricing orders affecting the fluid-milk dealers because the dealers 

cannot, as a class, continue to operate without a fair and equitable 
margin over and above reasonable costs. Under similar provisions 
of the E mergency Price Control Act of 1942, the Court of Emergency 
Appeals declared pricing orders invalid under which whole industries 
could not live. Here, it is perfectly apparent that the Director is 
thwarting the will of Congress, and the only remedy is for the Congress 
to enact legislation which the Director cannot ignore. 

Gentlemen, if the Defense Production Act must be continued, and 
we think that it should not be continued, we beg of you to adopt one 
or more of the amendments (presented here as appendices) as the 
only assurance we shall have of a square deal. A square deal is all 
we ask. 

I have here eight proposed bills, each containing an amendment to 
section 402 of the Defense Production Act of 1950, as amended. For 
purposes of discussion, I have designated these eight proposed bills as 
drafts (A), (B), (C), (D), (BE), (F), (G), and (H), and I request 
permission to have these proposed bills copied into the record of this 
hearing as part of my testimony. Attached to each of the drafts is an 
explanatory statement, in nontechnical language, of what it is designed 
to accomplish. 

To assist in understanding the eight amendments which [ am pro- 
posing, I think it would be helpful for me to summarize each of them 
at this point. 
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Draft (A) contains a proposed bill which would amend section 402 of 
the Defense Production Act of 1950, as amended, by adding a new 
subsection (1). The new section would prevent the Director of Price 
Stabilization from requiring an industry to absorb costs in the absence 
of a finding that the sales volume of the industry has increased 10 per- 
cent over the base period of May 24, 1950, to June 24, 1950. I may 
say that, of all of the bills proposed by the Milk Industry Foundation, 
this is the bill which it would prefer to see adopted by the Congress. 
But, as will be noted, we are also proposing some alternative bills by 
which the same objective could be accomplished. 

Draft (B) is an alternative draft designed to meet the same basic 
problem which the bill in draft (A) is designed to meet. But the bill 
in draft (B) would change the first proviso appearing in section 402 (d) 
(3) of the act, which now provides that processors of agricultural 
commodities must be allowed a fair and equitable margin, by spelling 
out a standard for measuring such fair and equitable margin. 

It would also guarantee a fair and equitable margin to distributors 
of agricultural commodities. For processors, the “fair and equitable 
margin’? would be the highest margin prevailing between January 1, 
1950, and June 24, 1950, adjusted for increases or decreases in all costs, 
and for distributors, the “fair and equitable margin’ would be the 
percentage margin prevailing during the period May 24, 1950, to 
June 24, 1950, or such other representative date as may be determined, 
under section 402 (c). Next to the bill proposed in draft (A), the 
Milk Industry Foundation would prefer this particular bill. 

Draft (C) contains a bill which would make some important changes 
in the Herlong amendment, namely section 402 (k) of the act. In the 
first place, it would amend the Herlong amendment by eliminating 
the reference to ‘‘customary’’ percentage margins wherever a reference 
is made to percentage margins in that section, and would thus remove 
certain ambiguities from this amendment. In the second place, it 
would add a new sentence to the Herlong amendment to make it clear 
that the mere bottling and packaging of milk does not substantially 
alter the form of the product, so that, as a result of the proposed 
amendment, the OPS would have no excuse for denying fluid milk 
processors the benefits of the Herlong amendment. This bill, in effect, 
constitutes the third choice of the Milk Industry Foundation. 

Draft (D) contains a bill which would amend section 402 of the act 
by adding a new subsection (1), which would provide that OPS may 
not require a seller to absorb costs where the percentage profit before 
June 24, 1950, was less than 3% percent per dollar of sales after all 
taxes. 

Drafts (2), (F), and (G) are identical save in one particular, to be 
noted. Each of them would add a new paragraph to section 402 (Ik), 
the Herlong amendment, which would make it unlawful for the 
Director of Price Stabilization to issue or maintain any price control 
which would have the effect of denving to ‘‘fluid-milk dealers’’, ‘‘ proces- 
sors of agricultural commodities,”’ or ‘‘processors of food commodi- 
ties,”’ respectively, their historical percentage margins over costs. 

Draft (H) is designed to meet another situation, and is not to be 
considered as an alternative to any of the foregoing measures. 

The bill set forth in draft (H) would amend the Defense Production 
Act by adding a new provision to the pricing sections of the law, which 
would provide that a processor of agricultural commodities might 
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automatically increase his ceiling prices to reflect increases in labor 
costs. The experience which we have had with OPS demonstrates, 
beyond peradventure, that that agency either cannot, or will not, 
adjust its ceiling price regulations quickly enough to enable business- 
men to meet increased costs which, in the final analvsis, can only be 
met from the money obtained from the sale of their products. It 
literally takes months on end for the OPS to act with respect to even 
the simplest matter. 

This is an intolerable condition of administrative chaos which, it 
is believed, the amendment in draft (H) would cure. If a seller of 
agricultural commodities incurs an increase in costs, he could imme- 
diately adjust his ceiling prices upward and begin to charge the new 
price upon notifying OPS by registered mail. That agency would 
then have authority to reject the increase, if it found that the cost 
increase had not actually been made. In this way, the burden flow- 
ing from nonaction would be placed upon the shoulders of OPS, and 
this feature alone might serve as a stimulus to make the agency act 
more expeditiously. 

From what I have said, it is obvious that the basic concern of the 
fluid milk industry stems from the unwarranted action of the Price 
Administrator in requiring the industry to absorb costs. We believe 
that any of the bills designated as draft (A) to (G) would have the 
effect of alleviating this situation. As indicated, our choice is the 
bill in draft (A), which would prevent cost absorption unless sales 
volume has increased 10 percent. 

An alternative approach would be our proposed bill in draft (B), 
which would specifically amend section 402 (d) (3) of the act so as to 
spell out, more specifically, what a “fair and equitable” margin for the 
processor and distributor of agricultural commodities would be. 

Actually, the Congress would be well advised to adopt both of the 
amendments suggested in drafts (A) and (B). They are not incon- 
sistent with each other and, together, would certainly prevent the 
OPS from unlawfully requiring cost absorption in this important 
industry. 

The bill proposed in draft (C), which makes it clear that the Herlong 
amendment would apply to milk dealers, should also be adopted, in 
any event. 

Drafts (D), (E), (Ff), and (G) are all alternative drafts and the 
Milk Industry Foundation recommends their adoption, in the order 
of preference indicated. 

Draft (H) is a completely independent proposal, permitting the 
automatic increases in ceiling prices to reflect labor costs, and should 
be adopted, in any event. 

Now, gentlemen, consider this astounding fact, the OPS now 
permits, in the area of price regulations, for fixing ceilings, increased 
costs for milk—obviously they would do that—the increased costs for 
direct labor and increased cost for containers. 

We look at some of the other items that a milkman just cannot 
avoid—they are part and parcel of his picture. I know vou will be 
astounded when I read this list. You will sav, “‘Well, what kind of 
blank blank are they to do such a thing?” 

Well, here are some of the things they do not allow us any increased 
mark-ups on. They do not recognize them: Repairs and repair parts, 
tires, tubes, chains, fuel—-that is oil, coal, gasoline-—-outside trans- 


? 
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portation, indirect labor, including general office administrative 
labor—-by some magic we are supposed to absorb the higher costs of 
office labor—washing powder, refrigeration materials, building upkeep, 
credit losses, sales promotion expansion, traffic losses, laundry, depre- 
ciation taxes, taxes and licenses, purchased storage, rent, ice, com- 
munications, telephone, telegraph, postage, office supplies, dues, and 
subscriptions. 

These are all not considered in establishing ceilings. They have 
said to some of vou gentlemen in letters that I have seen, ‘Why we 
are allowing them 85 percent of their costs.”’ 

I do not believe that vou gentlemen intended that the Office of 
Price Stabilization should say to a businessman, “Well, we will fix the 
ceiling, we will allow you 85 percent”—and we showed them a chart to 
indicate that all these other items went up, just exactly as the items 
they allowed us—and they would not allow us. 

Mr. Kinpurn. Have vou given any Member of Congress your 
amendments? 

Mr. Casrie. I am including them in my statement, sit 

Mr. Kirspurn. Have you seen any member of the committee? 

Mr. Castie. Yes, I gave Mr. Rains, I think, the other day, or one 
of his constituents, these amendments. 

Mr. Kinsnurn. The point is will they be brought up when we con- 
sider the bill in executive session? 

Mr. Castis. Yes, sir, I think they will, and I would like to say that 
we realize that in submitting eight or nine amendments, we might 
perhaps have contributed a little to confusion, therefore not later than 
next Thursday we are going to have one amendment that we will say 
we think is probably the most suitable remedy. 

Mr. Gamp.ie. Will vou see that we get it promptly? 

Mr. Castie. Yes, sir, I will. It will be in here Thursday morning. 

(The amendment referred to above is as follows: ) 


A BILL To amend the Defense Production Act of 1950, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 402 of the Defense Production Act 
of 1950, as amended (Act of September 8, et ch. 932, title IV, section 402, 64 
Stat. 803, as amended by the Act of July | 1951, ch. 275, title 1, section 104 
(a-h), 65 Stat. 134), is further amended by ie Bae at the end thereof the following 
new subsection: 

‘(1) Notwithstanding any other provision of this title, no rule, regulation, 
order, or amendment thereto shall hereafter be issued or maintained under this 
title which shall have the effect, directly or indirectly, of preventing a seller of 
any material from selling such material at a price which will reflect all increases 
in all costs occurring subsequent to June 24, 1950, if the volume of the sales of 
all such sellers of the material, measured by the amount of the product sold on a 
Nation-wide basis, has not increased at least ten per centum over that which 
prevailed during the period January 1, 1950, to June 24, 1950. 

‘‘Anv seller or group of sellers of a material may increase the ceiling price of 
such material in aceordance with this subsection, and charge the resulting new 
ceiling price upon mailing, by registered mail, to the President (or such agency as 
may be designated to administer the provisions of this title) the following informa- 
tion: (a) the existing ceiling price of the material: (b) the amount by which such 
seller or group of sellers proposes to increase such ceiling price pursuant to this 
subsection, including an explanation thereof; and (c) the new ceiling price to be 
charged for the material pursuant to this subsection. In anv case where such 
information is submitted by a group selling more than 70 per centum by volume 
of the material sold in a national or regional competitive marketing area, the 
resulting price increase authorized hereunder may be put into effect by all sellers 
of the material in that area. 
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“Tf the President finds that such seller or group of sellers has not incurred the 
increases in costs upon which the new ceiling price authorized by this subsection 
is based, or that the volume of the sales of all such sellers of the material, measured 
by the amount of the product sold on a Nation-wide basis, has increased ten 
per centum over that which prevailed during the period January 1, 1950, to 
June 24, 1950, the President may disapprove the new ceiling price and establish 
such ceiling price for the seller or group of sellers of the material as may be 
appropriate under this subsection.” 


EXPLANATION 


The attached bill would amend section 402 of the Defense Production Act of 
1950, as amended—the price-fixing provision of the Jaw—by adding an entirely 
new provision at the end, under which sellers or groups of sellers would be per- 
mitted automatically to increase their ceiling prices in industries where the 
volume of sales since Korea has not increased more than 10 percent, as measured 
on an industry-wide basis of the volume of material sold. 

Sellers of the industries affected (on a Nation-wide or regional basis) would be 
permitted automatically to increase their ceilings by the amount of all cost in- 
creases which have occurred since June 24, 1950, the date of the outbreak of the 
Korean conflict, upon mailing to the Office of Price Stabilization their old ceilings, 
the amount of the proposed increases (with an explanation), and their new ceilings. 
Thereupon, they could start charging the new ceilings and could continue to do 
so unless the OPS disagreed and required new ceilings to be set. It should be 
noted that this provision is an overriding provision which would apply notwith- 
standing any other provision of the law, but it is applicable only in cases in which 
there has not been more than a 10 percent increase in the volume of sales in an 
industry. Where the increase in the volume of sales has been more than 10 per- 
cent since June 24, 1950, the other provisions of the act would continue to control. 

The provision is based upon the fact that, where there has been less than a 10 
percent increase in volume turn-over in an industry, there is no real justification 
for requiring such industries to absorb any costs out of profits. 

Mr. Berrts. Is there anyone in OPS who understands the milk 
industry problem? 

Mr. Castie. Yes, sir. When this emergency came and people 
were imbued with a feeling that we had to contribute to the adminis- 
tration of the problems, a plea was made that industry send its best. 
men down here. 

Our industry took that very seriously, and there are men in the 
Dairy Section of the Food and Restaurant Division of OPS, experi- 
enced in the industry—men of integrity, men who in my opinion have 
due regard for their oaths of office, but who know the problems of the 
industry. 

Well now, let’s see what happened: I have no hesitation in divulging 
this fact, because I think it is so important to this committee to 
know it. 

I saw the recommendation that that Dairy Section passed up to 
what they call their clearance committee. It allowed for seven 
different items. Just the same as you gentlemen would have done if 
you had been in the dairy industry. You would have said, ‘‘These 
are all essential costs.”’ 

It went to the great minds above and they came out allowing us, 
cost of milk, direct labor, and containers. So they eliminated four 
that had been recommended by the Dairy Section. The present head 
of the Dairy Section is resigning as of today. 

Now I might ask, I think, Mr. Congressman, where is the Fluid 
Milk Advisory Committee. Well, they have been called in two or 
three times, and I can tell you that they made a statement the last 
time they came in that was rather devastating. I am not a member 
of that committee—and by the way, they do not permit any trade 
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association man to be on a committee—but I do know what the state- 
ment said. I have not got it here, but it said, in effect; “We have a 
responsibility to our Government. We have a responsibility to our 
industry, and we do not go along wtih what you are doing.”’ That is 
about what it boiled down to. 

In my opinion, the OPS would very much like to have an advisory 
committee come in and be faced with an accomplished fact, and have 
the advisory committee agree to it, and then they tell you, “why, we 
had an advisory committee, and they agreed to it.”’ 

Well, I do not believe our advisory committee has agreed to the form 
of Supplementary Regulation 63 to which we are objecting. 

Mr. Berrts. Is it our contention that you cannot get an adjust- 
ment of an individual hardship case? 

Mr. Castrie. Well, I would not say we cannot, but my colleague 
here, Mr. Merrill, will respond to that in a very graphic way, if you 
will permit me now to pass your question to him, sir. 

Mr. Merrill can right now answer that question and go into his 
statement later. 

Mr. Gamste. First, Mr. Castle, may I ask you, getting down to the 
basic of cost absorption, this is a form of profit control, is it not? 

Mr. Castue. I think it is, sir. I do not believe it was intended in 
the act, either. 

Mr. Gamste. I do not see how it can be anything else in the light 
of your statement. In other words, you are not allowed practically 
any overhead costs at all. 

Mr. Castir. That is the way I look at it, sir. 

Mr. GamBue. It does not make sense to me. 

Mr. Hays. Let me ask you this, sir: Would you say, then, that 
this amendment A which you have submitted would take care of 
your troubles, if we could get that into the bill? 

Mr. Castie. Well, 1 think B would probably do a little better job. 
A would help, but I think amendment B would, and as I say, on Thurs- 
day, we will, after some further study, come through with what we 
believe would be a completely practical amendment. 

Now, we realize that we are not experts at drawing things up, but 
we will have the essence of it there. 

Mr. Hays. From my experience with these bureaus downtown, it 
would seem that A is more specific in saying what you can or cannot 
do, and you have a lot of language in B and when they get through 
twisting it around, the Lord only knows what they will have it 
meaning. 

Mr. Castie. Well, I agree with vou on that, sir. I should say, 
that where we sav “sales,’’ we do not mean dollar sales. We slipped 
on that one. We should have said ‘tonnage sales’ or “unit sales’’ 
wherever we use the words “sales volume”’ in those amendments, by 
the way. Someone has just kindly called my attention to that. 

Mr. Berrs. Can we come back to the possibility of obtaining en 
adjustment? 

Mr. Casrie. I will ask Mr. Merrill to answer that. This is Mr. 
Ariel Merrill, manager of the Arown Guernsey Farms in Eeverett, 
Wash. 

Mr. Brown. Mr. Merrill, you may proceed, and when you are 
through, the members of the committee will ask both of you questions. 
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STATEMENT OF ARIEL C. MERRILL, MANAGER, AROWN 
GUERNSEY FARMS, INC. 


Mr. Merritt. Now you asked about individual hardship, Mr. 
Betts. I had the experience of attempting to go get relief under 
individual hardship. Additional information that the Office of Price 
Administration required from an operation our size made the prepara- 
tion of the material that they were going to require so technical and 
voluminous that I couldn’t supply it. That was No. 1. 

No. 2 is, I was doing it to test and see if I could get any action out 
of OPS. I knew in advance that action on an individual basis could 
do me no good because I could not raise my prices unless my competi- 
tors could also raise theirs, so granting me higher ceilings, without 
granting my competitors higher ceilings, made the thing useless to me 
had it been granted and I say to you that I was doing it merely to 
test their error further on response to an application. 

Now I will present my statement. 

[ am manager of Arown Guernsey Farms, Inc., a small dairy in 
Everett, Wash. Our dairy is owned by local people and most of them 
dairy farmers. It will be my purpose to present a point of view that 
to my knowledge is shared almost unanimously by small dairies 
throughout the United States. These opinions, I am about to present 
are probably shared by dairies of all sizes and kinds. 

The ability of the small dairies to withstand the impact of OPS’ 
orders is less than that of the larger dairies. This because of: (a) 
Generally larger cash reserves; (b) other sources of income; and (e) 
in most cases more facilities for making adjustments of operations 
where money from profits is not available for maintaining a normal 


equipment maintenance and replacement level. This difference in 
the position of dairies of different sizes, as they are affected by OPS, 
is presented so that you will understand that the OPS’ orders as they 
are now established are not necessarily price controls but may be 
liquidation procedures starting with the small dairies as the first 


victims. 

In this presentation the position will be taken: First, that the dairy 
industry, specifically the fluid fresh milk industry should be decon- 
trolled. Here are my reasons for this statement: 

There is no historical or current evidence to indicate that price 
controls are needed, Please note (1) the fresh milk plants average 
from 2.0 percent to 2.5 percent profit per sales dollar year after year. 
This is approximately one-half cent per quart of milk. Obviously, 
price controls are not needed to control profits. 

I will now challenge this committee or any other group to produce 
evidence to show that as much as 5 percent of the fluid milk industry 
in the United States could reduce the price of milk 1 cent per quart, 
anytime during the past 20 years, without putting that segment of 
the industry in a position of operation at a loss. Figures are available 
for such studies. Certainly an industry that is lustorically this 
competitive needs no controls on the price at which it sells its produets. 
On the contrary, the thing the industry needs, and has secured m 
many States, are price floors that will protect them against losses and 
permit the continued function of milk plants so that milk which is so 
closely associated with public health may continue to be supplied to 
the consumers. 
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(2) Approximately 62 percent of the consumers’ milk dollar goes 
for the purchase of its milk supply. Under the GCPR the cost of 
this supply can be automatically passed on to the consumer through 
the parity provision of the order. Since this is a cost which OPS has 
has admittedly allowed to be passed on until the price of milk reaches 
parity, then there is no need for further control on this important 
cost factor. 

(3) While our statement concerning profits in the dairy industry 
establishes the ambiguity of price controls it may be contended that 
the theory of cost absorption should apply. It should be obvious to 
any thinking man that an industry which is as highly competitive as 
the dairy industry has no room for cost absorption. It is apparent 
that if the industry had an opportunity for reducing costs it would 
do so and increase its profits to a higher level. 

This reasoning involves the very principle of free enterprise in 
which we all believe and which we all see working every day in exactly 
this manner. The cost absorption theory is based on the very prin- 
ciple that historically some industries through scarcity of supply and 
demand for their product has created unjustifiable profits. I might 
add, particularly in times of emergency. 

You have been challenged to establish that the fluid milk industry 
has ever been in this category. The theory has been advanced that 
increased volume will permit cost absorption. In simple language, 
the Korean situation has not increased the size of the human stomach, 
nor has it appreciably increased the number of milk drinkers. The 
increase in the consumption of milk over the pre-Korean period is less 
than 2 percent. It can be readily seen that this small increase would 
be insignificant in cost absorption even if other costs remained normal, 
which they have not. 

I represent the statements made above to be facts and do so under 
oath.. If you are willing to accept them as facts or confirm them to be 
truth, then we have a clear cut case against price controls in the dairy 
industry. 

If I represented the entire industry, I would prove my sincerity by 
making you a proposition. This is it: 

Select any 100 fresh milk plants throughout the United States and 
ask them to submit sworn operating statements each month. Have 
them also give their profits per unit sales. If at any time, for even 
1 month, the average profits for these representative dairies reach as 
much as 1 cent per unit, then, price controls become automatically 
effective. This would bring price controls, if they were needed and 
eliminate the waste of money, time and effort on the part of both the 
Government and the dairies in the meantime. 

That is given only as a test of sincerity and is not practical because 
they will never reach that, never have. 

Now, if for some reason, I don’t understand or have never had 
presented, Congress feels that the dairy industry must be burdened 
with price controls, then an obligation on your part remains to see that 
they do not liquidate the small-business man in this great industry. 
In case vou have not already become acquainted with the conditions 
under which price controls are imposed on the dairy industry, I will 
review a few facts. 

The second part of my argument has to do with cost absorption 
through delay. 
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(1).The GCPR was issued January 26, 1951. It was not until 
September 24, 1951, that a milk price regulation SR 63 was issued. 
During this period of nearly 8 months many wage increases were 
granted througout the United States and all other costs continued to 
icrease. In our particular market the increase in wages alone 
amounted to approximately one-third cent per unit sold. This was 
the first example of flagrant inefficiency, a deliberate price squeeze 
through delayed action. 

(2) In the Puget Sound area of the State of Washington, relief was 
not granted until December 21, 1951. Here is another example of 
unnecessary delay in granting relief, and by delay forcing more of 
the so-called cost absorption on an industry that has no room for cost 
absorption. 

(3) On March 1, 1952, wages were again increased the equivalent 
of approximately one-fourth cent per unit sold. It is now the middle 
of May and no relief has been granted. On May 1, the price paid the 

roducers for milk was reduced. On May 5, announcement was made 
~ the Market Administrator of a further reduction. OPS was very 
prompt in notifying the public that the dairies would reduce their 
price by one-half cent on both occasions. No red tape, no delay, no 
confusion in reducing or announcing the reduction in price. The 
speed at which it is done is an amazing example of efficiency. 

These are only a few examples of the tactics of delay practiced by 
OPS. My files are loaded with correspondence regarding different 
approaches to relief. It is unfortunate that all Members of the House 
could not read my files and the files of other small dairies throughout 
the United States who have pleaded with OPS through various 
channels for relief. The information required by OPS is_ utterly 
impossible for most small dairy farms. The policy used by OPS to 
repeatedly ask for further information which they have been told in 
the beginning is not available has been, indeed, discouraging. It is 
one of the tragedies of the future economy of this Nation that small- 
business men who have devoted their lives, their earnings, the earnings 
of their associates to build a sound business are bureaucratically 
liquidated. It is a pity to the pride and self-respect of any citizen to 
have to plead and beg from the personnel of a hurriedly thrown 
together bureau for the right to stay in business. 

If price controls are to be imposed on this great industry, then the 
problem of delay can be solved by giving the dairies the privilege of 
passing through their increases costs automatically. The solution is 
just that simple. Determinations of accuracy can be made just as 
easily after the increased cost has been created and injustices will be 
prevented. Surely it is not too much to ask our Government to trust 
us that far when it means so much to perpetuating our business. 
Since we know we “cannot squeeze blood out of a turnip,” let us not 
destroy the varnip while we try the impossible. 

The third phase of my argument has to do with the unreasonable 
and unfair provisions of SR 63. If and when relief is granted under 
SR 63 there are many cost items which have been arbitrarily omitted. 
I say arbitrarily because OPS was told, time and time again, and in 
everlasting detail what the costs were that went into a quart of milk 
Why should OPS take the position that these costs are not real and 
that this industry should not have them allowed in their price?) Was 
it the intent of Congress that the increased cost of fuel, repairs, and 
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repair parts, tires, indirect labor, washing powder, power, and water, 
building upkeep, uniforms, and a myriad of other items should not be 
considered in price adjustments? This group of cost items, all of 
which are necessary, have been deleted from SR 63. This is 15 percent 
of our total costs. In most markets the milk costs which represents 
62 percent of the sales dollar is established for by Federal or State 
order. It is only on the other 38 percent of our costs that we have 
any control. This means that 40 percent of the items of expense over 
which we have any degree of control are nonallowable. 

Studies show that the cost increases on the nonallowable expenses 
are almost exactly the same as those on the allowable expenses. If 
costs merease only 15 percent on the nonallowable expenses, our 
entire normal operating profit has vanished. Was this the intent 
of Congress, or is it an arbitrary position taken by OPS, when SR 63 
was written? 

Yes, this is the case of the missing 15 percent. The small dairies 
throughout this great country joi me in protestiig against this 
injustice. We believe it is the intention of Congress to permit the 
small-business man to price his products at a level which will return 
all of his costs reasonably and necessarily incurred in the operation 
of his business, plus a fair and equitable margin to which he is entitled 
under the Defense Production Act of 1950, as amended. 

As a representative small milk dealer conveying the opinions of 
thousands like myself, I wish to urge vou to act with the greatest 
possible speed in doing: 

First, remove price controls from the dairy industry, which has 
established such an enviable record of service to the consumers with 
a minimum profit to itself. 

Second, if price controls are to be continued, to insist that OPS 
provide pass-through orders to expedite the recovery of costs, 

Third, to demand that all costs are included in these pass-through 
orders, as was obviously the intent of Congress. 

Your prompt consideration and action on our plea will give thou- 
sands of small milk dealers renewed hope and faith in our Government 
which has so vigorously upheld the principle of the rights of the 
individual and free enterprise. 

Mr. Brown. Does any member desire to interrogate these wit- 
nesses? 

Mr. Hays. Mr. Chairman. 

Mr. Brown. Mr. Hays. 

Mr. Hays. You say that your profit is about a half cent per quart? 

Mr. Merritu. I say that a normal profit is about a half cent per 
quart. We have continued in our business without a profit ever 
since OPS came into existence. 

Mr. Hays. What do you sell your milk for per quart? 

Mr. Mrrriti. Twenty-two cents, in that market. 

Mr. Hays. How much of that 22 cents are you paying to the 
producer? 

Mr. Murriti. The producer gets approximately, in our particular 
case, 64 percent. 

Mr. Hays. That would be in excess of 13 cents a quart, then? 

Mr. Merrinu. Yes; 14.08 cents. 

Mr. Hays. How much is that a hundred pounds? 
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Mr. Merrixv. In terms of a hundred pounds it would be about—— 

Mr. Hays. $5.98. 

Mr. Merriui. The price the producer gets at this particular time 
is $5.93. That is per hundredweight. 

Mr. Hays. Is that a 4-percent base? 

Mr. Merrity. That is 4-percent base; yes. 

Mr. Hays. And the rest of your price per quart, above the 14 cents, 
goes for operating cost, does it not? 

Mr. Merrixu. That is right. 

Mr. Hays. How much would you probably raise the price of milk 
if controls were taken off? 

Mr. Merritu. If controls were taken off, at this particular mo- 
ment, the price would have to be increased probably 1 cent, because 
we are already behind a half cent on costs that have not been allowed. 
But are permissible, even under the present SR 63. 

Mr. Hays. One other thing: If that were to happen, if controls 
were taken off, do you have a floor or a regulated price you pay the 
producer? 

Mr. Merritt. We have a Federal order price; yes. 

Mr. Hays. You are in a milk marketing area? 

Mr. Merritu. That is right. 

Mr. Hays. I am trying to bring out some of these questions to get 
this in the record. I happen to be a milk producer myself, and there 
is always a lot of argument about who gets the price of a quart of 
milk and I want to get it into the record, so that if you people can 
make a case here, that we can have it in the record just where your 
22 cents, or whatever vour charge is, is going. 

Mr. Merritu. Yes; I believe that you will find distribution of eosts 
in Mr. Castle’s presentation. 

Mr. Castie. No; we can furnish it. 

Mr. Merritt. We can furnish a complete breakdown showing 
where the entire consumer dollar goes. 

Mr. Hays. I think it would be helfpul if you could furnish that 
and have it incorporated into the record, because there is quite an 
argument about it. The producer usually thinks the distributor is 
getting all the profit, and the distributor says he is not making any 
money, and the consumer says everybody is then getting rich and 
he is paying too much for his milk. 

Mr. Merriti. We will furnish it. 

Mr. Merrity. I understand your point of view on that, sir, because 
T was born and raised on a dairy farm, and T have been in a position 
to have experience with both points of view. 

Mr. Hays. Of course, I am trying to represent actually the con- 
sumer, and not myself, but I want to see the consumer pay a fair 
price, 

On the other hand, I do not want the price set by some bureaucrats 
downtown to the place where it is going to squeeze anybody out of 
business and in the ultimate hurt the consumer, because that is what 
will happen if too many people go out of the milk business and it gets 
into the hands of a monopoly. 

Mr. Merrity. One of the basic principles is in the dairy business to 
think of the consumer; and the dairyman long ago learned he must be 
able to get that product to the consumer at the lowest possible price. 




















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 99] 


Mr. Hays. I think we are in agreement and you have to keep getting 
it to them or else you destroy your market. And it is a well-known 
fact that if milk gets too high, people quit buying it. Personally I 
feel that there is not enough milk used, and I think vou will find, 
although I probably am treading on dangerous ground when I say 
this, that in some countries where there is government subsidization 
in the way or purchasing milk for children or making it available for 
children, that you will find that they have even a healtheir rate among 
certain age groups than we do, because there is a certain segment of 
our economy that is not getting the milk they should get and I am 
interested as a producer in seeing that they do get it. I do not say 
government subsidization is the answer, but I do say we have to keep 
a competitive price, and IT think we can do it by keeping small people 
in the business. I do not want to see them squeezed out. IT sell my 
milk to a small operator. 

Mr. Merriuy. As | pointed out to you, in our particular case- 
and I don’t mind it being used as a case example—we have operated 
without a profit ever since OPS came into existence. 

We are hoping to survive until some correction is made, but to do 
that five of us have had to consolidate our operations together, to 
keep our head above water at this point. 

Mr. Casrie. I have the breakdown of the milk dollar here and 
would like to answer your question, sir, and put it in the record. This 
is based on a survey of milk dealers in 42 States in 1949. The study 
was made by the University of Indiana. It is the bureau of business 
research. 

It breaks down this wav: Material costs, 61.9 cents out of the dollar. 

Mr. Hays. Right there, that is another term for what vou pay to 
the producer? 

Mr. Castrie. Yes, and it includes, I should say, in fairness, trans- 
portation. 

Mr. Hays. Yes. 

Mr. Castuie. From the receiving plant to the city. But that is a 
minor cost. 

Mr. Hays. Of course, in my area the producer pays that. 

Mr. Caste. Yes. 

Mr. Hays. He gets the price for his milk and pays that. 

Mr. Castuie. Yes. This conforms very closely to the Department 
of Agriculture’s computation: 61.9 material costs. Salaries and 
wages, 20.8 cents. Some of you may wonder what the salaries are. 
Well, I happen to know the breakdown of that. It is less than 1 
percent. Wages are the thing, 20.8 cents. So there you have 82.7 
cents for material costs and salaries and wages. 

Then you have containers, 4 cents. All plant delivery and office 
supplies, 5.2 cents. Depreciation, insurance, and all other expenses, 
3 cents. Taxes and licenses, 2.2 cents. Advertising, 0.8 cent. 

And net operating profit, 2.1 cents per dollar of sales. 

Now, in the testimony that I have presented to you gentlemen 
earlier, you will find a historic chart showing how it has run around 
2 cents since 1936. The highest one we have there, and the latest 
one, from the State of Pennsylvania, was 2.7 cents after taxes. That 
compares very favorably with the average profit of industrial corpo- 
rations of the United States, which runs a little over 4 cents. 
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Mr. Hays. May I say to you that you could make it even more 
graphic if you would take the average price per quart of milk, and 
then break that down and show exactly where each of the 22 cents 
goes. If you will do that I will be glad to put it in the record. 

Mr. Caste. We will furnish you that, sir. 

Mr. Hays. Because that is the kind of argument the consumer 
can understand. He knows how much he pays for a quart. He is 
not interested in the dollar but he is interested in how much he pays 
for a quart of milk. 

Mr. Castries. That is a very interesting statement. I can tell you 
that we had a survey made by Pine Research Corp. to find out what 
the average consumer thought was the profit per quart of milk. It 
turned out that they thought it was between 2 and 6 cents a quart, 
and it actually was thirty-two-hundredths of a cent per quart for the 
average of the United States. 

Mr. Brown. You may file that for the record. 

Mr. Castie. Yes, sir, I will. Thank you. 

(The information referred to is as follows:) 


Milk dealers costs and profits, 1949 
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| 3 ercent of Cents per 
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Material costs : As AE : ‘ Sites ; ity 61.9 12.5 
Salaries and wages : Pine 20.8 4.2 
Containers _ _- ‘ E ; aon ein’ je J 4.0 8 
All plant, delivery, and office supplies ._- De eee yet Fae de senate 5.2 Te | 
Depreciation, insurance, and all other expense_-- 3.0 6 
Taxes and licenses ; : 2.2 .4 
Advertising .8 2 
Net operating profit 2.1 4 

Total pes od Pee aE aor cde hw ISR, ELSES 100.0 20.2 


1 Indiana University study of costs and profits of 313 milk dealers in 42 States, the District of Columbia, 
and Hawaii for the year 1949. 

? The Bureau of Agricultural Economics reports that the average price of milk, retail, delivered to homes, 
in 25 cities in 1949 was 20.2 cents per quart. This breakdown of the milk dealer’s costs in terms of cents 
per quart is made by applying the percentages of the first column to the average retail price. It should be 
remembered that the milk dealer does not receive the retail price for all the milk he sells. Only about half 
on the average, is sold retail. The other half is sold at lower prices to stores, restaurants, hotels, hospitals 
institutions, and Government, 


Mr. Berrs. Mr. Merrill, what happened to your hardship appli- 
cation? [still have not gotten an answer. 

Mr. Merritu. As I pointed out, I was doing it as a test case, and 
when they came back for the additional information, I merely reported 
to them that it was impossible to file that information. I did not have 
it. And I reported that to my Senators and Representatives so that 
they could keep in touch with the problem that we were having, and 
did not pursue it further. 

Mr. Berrs. What type of information did they want that made it 
difficult to obtain? 

Mr. Merry. Technical accounting information that a small dairy 
does not have. You do not have the historical, detailed breakdown 
that they require of you, before they will consider your application. 
I am sorry I did not bring it with me. I had that letter and I could 
have read it and showed you what they were asking for. 

Mr. Nicnotson. Well, they could not give you another price if 
there were four or five others in the same town, could they? 
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Mr. Merrixvt. That’s what his question was: He asked why they 
could not. Yes, they could give me an individual hardship price 
increase, but I could not use it. That is another reason I did not waste 
any more time on it. 

Mr. Nicnotson. You could not sell your milk above the price of the 
other four or five? 

Mr. Merrizy. That is right. 

Mr. Brown. Dr. Talle. 

Mr. Tauur. Mr. Merrill, in your testimony you used the term 
‘nass-through.”” You used it twice. What do you mean by that 
term? 

Mr. Merritt. I mean that the industry should have the same 
privilege in automatically passing through an increased cost, into their 
price, any increased cost, and particularly should that be on the big 
costs, such as labor, when it is incurred, without application. 

In the present order, when the price of milk increases, you can 
automatically pass that on to the consumer, but the other costs have 
to be done by application. Then we run into the delay. 

Mr. Tauie. Thank you. 

Mr. Brown. Thank you, gentlemen. You may stand aside. We 
ure glad to have you. 

Mr. Castie. Mr. Chairman, we have previously filed two short 
statements, one bv Mr. Zarn, of Chicago, and one by Mr. Werden, of 
lowa. Mr. Zarn is here. May he read his short statement? 

Mr. Brown. Who is here? 

Mr. Castir. Mr. Zarn is here and he would like to read his state- 
ment and be questioned. 

Mr. Brown. We are going to hear it, but I want to make this state- 
ment. We have other witnesses from out of town, on the list of wit- 
nesses. The other gentlemen you are speaking of are not listed. 

Mr. Tauis. Mr. Chairman, if it has not been done already, I should 
like to ask unanimous consent that the statement offered by Mr. 
Bruce Werden, of Burlington, Iowa, be incorporated into the record. 

Mr. Brown. Is he here? 

Mr. Castie. Mr. Werden had to leave. 

Mr. Brown. His statement may be incorporated in the record. 

(The statement referred to is as follows:) 


STATEMENT OF Bruck WERDEN TO THE BANKING AND CURRENCY COMMITTEE, 
Hovst or REPRESENTATIVES, May 15, 1952 


My name is Bruce Werden. I am president of Sunshine Dairy, 1200 Locust 
Street, Burlington, Iowa. 

We are a small, young firm, having started out by purchasing a small dairy in 
1943. We have shown continval growth which required heavy capital invest- 
ments in the fosm of plant machinery and trucks. Then came 1950 and the 
Korean deal, with the resulting Jabor shortage, labor independence and limitea 
wage raises that resulted in our being forced to hire additioral men to do the 
same work to make jobs easier so as nct to lose our good employees. These 
additional men alone put a heavy extra labor cost on us. That, on top of the 
normal wage raises via the renewal of 1950 and 195] union contracts, put our 
labor costs per unit, entirely out cf line. 

We used one parity pass-through price raise te farmers on April 1, 1951, but 
that price raise cost us plenty of money, because the 9 cents per hundredweight 
additional margin does not cover all the automatic increased costs. 

During January 1952, we started talking to OPS about an area regulation, 
under No. 63. I submitted the necessary figures to them and they stated that 
according to the figures, we were entitled to a substantial margin increase. We 
spent many days getting the final information together and I spent 2 days in the 
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OPS office in Des Moines, to be sure we had everything just right. We signed the 
petition on January 29, 1952, with the promise from Al Loveland, Directer, and 
Ralph Demgen, Chief of Food Division, that they could get it through in 10 cr 
15 days. From that time on I phoned them practically every week and the only 
answer I received was, “that they were working on it.’”’ Then in April came the 
proof that they never intended to work it through fast. They sent their auditors 
to my Office to verify my figures more than 60 days after the petition was filed. 
Since that time there has been more of the same waiting, until last Thursday, 
May 8, they phoned me to see if I still wanted the petition processed. They 
stated a committee was ready to consider the petition and then it would have to 
go on to Washington, for final rejection or approval and issuance of the orde1 

In my opinion, OPS offices are operating on the basis, of not granting the milk 
industry any relief from increased costs, while their regulation clearly sets out 
procedures for such relief. In other words, they are out to evade the law, so the 
only answer is to eliminate the law, and go back to the good old 'aw of supply 
and demand. 

Mr. Casrire. Now Mr. Zarn is here, sir. 

Mr. Brown. Mr. Zarn, vou may proceed. 


STATEMENT OF ERWIN H. ZARN, DOWNERS GROVE, ILL. 


Mr. Zarn. My name is Erwin H. Zarn. I am privileged to appear 
before your committee to support the position of the Milk Industry 
Foundation, the national trade association of fluid milk dealers doing 
business in the United States. I am a typical member of that organ- 
ization in that I operate a small dairy in Downers Grove, IIl., which 
is a suburb of Chicago, comprising 15 routes. This business I have 
built up over the course of the past 16 years and I have a capital 
investment, of $240,000. During the year 1951 my gross dollar 
volume of business was just about $1 million. 

As you have probably already been told, the fluid milk business is 
an industry with a low net rate of profit, and in normal vears my 
business has returned a profit of approximately 4 cents on the dollar 
of sales. May I say at the outset that when I discuss profits I include 
whatever compensation I may receive as operating head of my business. 

I draw no specific salary. During the year 1951, 11 months of which 
were under price regulation, the net income of my business was 
approximately $12,000 which is a net rate of about 1 cent per dollar 
of sales. 

I know from my conversations with other small fluid milk dealers 
in the market that their experience has been about the same as mine, 
and at least one of the largest dealers in the market issues a public 
statement each year and for the year 1951 their statement indicates 
that their profits were considerably less per dollar of sales than 
my own. 

My figures for 1951 do not truly reflect the present situation 
inasmuch as, up until July, we operated at a profit. For the balance 
of 1951 and the first months of 1952 we have continuously operated 
in the red. 

My experience has been that approximately 60 percent of my 
dollar sales is represented in the raw milk costs, the amount that I 
pay the farmer in order to get the raw milk to my plant; 21 percent 
represents the amount paid to employees for salaries and wages. 

On neither of these items has there been any serious attempt on 
the part of the Government to stabilize costs so that we find that the 
stabilization authorities are endeavoring to regulate the selling price 
of a product on which about 82 percent of the costs are, for all practical 
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purposes, completely unregulated. The minimum cost of the raw 
milk is set by a Federal order issued by the Secretary of Agriculture, 
and since the so-called price freeze order of January 1951 these costs 
have been steadily going upward. 

Although it might appear that wages and salaries are subject to 
stabilization, our practical experience in Chicago has indicated other- 
wise. In May of 1951 the milk drivers went on strike for a 5-day 
workweek with 6 days’ pay, plus a $5 a week increase. This amounted 
to an increase in costs of well over 20 percent. At the time the 
Wage Stabilization Board was generally thought to be operating on 

10-percent allowable increase in hourly earnings formula; however, 
the Stabilization Agency charged with keeping costs down approved 
this strike settlement without any delay and we were saddled with 
this 20-percent-plus-cost increase in our distribution costs, which 
was, from a dollars-and-cents viewpoint, the highest increase our 
milk-wagon drivers had ever received in their history. 

In many respects, our situation last year paralleled the situation 
in the steel industry at the present time, in which one arm of the 
stabilization authority of the Government granted an inflationary 
increase to labor while the price-regulating agency refused to give 
recognition to the cost increases due to the wage settlement. 

When we first described our situation to the Office of Price Stabiliza- 
tion officials in Washington they shook their heads and stated that 
they couldn’t understand how the Wage Stabilization Board could 
ever contend that a 20-percent increase in hourly earnings could be 
considered not inflationary. 

When this inflationary wage increase was granted, we immediately 
reported our situation to OPS and they told us that there was nothing 
they could do about it because they had no procedures formulated as 
vet which would allow price adjustments in our industry based on 
increased labor costs, and it was not until 3 months later that a pro- 
cedural regulation, authorizing us to petition for a price increase 
based on these increased labor costs, was issued. In that regulation 
recognition of cost increases was given only to increases in raw product 
costs, Increases in direct labor costs, and increases in cases, cans, and 
container prices. 

I refer to SR.638, which was issued by the Office of Price Stabilization 
on September 24, 1951. Under this regulation, no consideration was 
permitted of cost increases in such items as fuel, light and power, 
ordinary repairs and maintenance, licenses, real estate and personal 
property taxes, transportation, and other important cost factors 
which Congress had recognized through the Herlong and Capehart 
amendments, and all of this despite the fact that, in my opinion, these 
amendments had required OPS to give recognition to all cost increases. 

I have never been able to understand why my industry, the fluid 
milk industry, was subjected to this type of discrimination when 
OPS regulations governing other industries seem to follow the ex- 
pressed intent of Congress and give to those industries at least some 
recognition for all of the cost increases which they are required to pay. 

My own accounts have informed me that these costs which I 
have been required to absorb, by the cost absorption theories of OPS 
as put into practice in SR 63, amount to about one-half cent per quart 
and, at meetings which I have attended, accountants for other milk 
dealers in the Chicago area have stated publicly that my own figures 
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are typical of the milk industry in Chicago and that this cost absorp- 
tion is the same for all companies. 

It is interesting to me to note that on my production of approxi- 
mately 15,000 units per day, an increase of one-half cent would amount 
to approximately $75 per day, or $2,250 per month, a total of $27,000 
per year. Accordingly, if it had not been for the discriminatory 
aspects of SR 63, my profits should be approximately $39,000 per vear 
which, based upon my actual sales of $1 million, would have preserved 
for me my normal profit margin of 4 cents per dollar of sales. 

Because we were desperate, the milk dealers in Chicago, not- 
withstanding the discriminatory aspects of SR 63, filed a petition in 
the Regional Office of Price Stabilization in Chicago, requesting such 
relief as SR 63 seemed to make available to us. 

According to my own figures and according to the figures of most 
of the milk dealers in the area, it appeared that even under the terms 
of SR 63, as written, we were entitled to an increase of 1 cent per 
quart in our ceiling prices. The Office of Price Stabilization required 
the filing of certified statements to support the petition and, despite 
the fact that the large majority of dealers’ figures showed that they 
were entitled to the 1-cent increase which I have mentioned, this 
was denied to us and the allowed increases was arbitrarily reduced to 
one-half cent simply because one of the large national organizations 
which happens to do business in Chicago would, in the words of a 
high official of OPS, have received a windfall. 

When we confronted these same high OPS officials with the dis- 
criminatory action of OPS in granting only a half-cent adjustment 
that explanation was given to me and a group of small dealers oper- 
ating in the Chicago area. The officials of that company absolutely 
denied that they would receive any such windfall and insisted to 
OPS officials in my presence that their own operation was so un- 
profitable that, based upon their figures alone, the Chicago market 
was entitled to an increase in its ceiling prices of 1 cent per quart, 
and it now appears that their position was probably correct, since | 
have since seen their published statement for the vear 1951 and their 
margin of profit was slightly less than one half of my own, so that 
there has been no rhyme or reason to the attitude which OPS has 
taken in regulating milk prices in Chicago. 

Clearly, OPS, in Chicago, has set fluid milk prices so as to regulate 
profits of large corporations. Since small milk dealers do not have 
the advantages of diversified business, high volume efficiency and 
other sources of income available to these large corporations, the 
inevitable result of such use of price stabilization powers will be to 
drive out of the fluid milk business the small dealer such as myself 
While local OPS officials listened with some sympathy to our com- 
plaints, they persisted in their position that no more relief was avail- 
able to us under OPS regulations as now written, and that our only 
avenue for relief was by amendment of those regulations to permit 
consideration of cost increases which we must now absorb. 

We have besieged the Washington office of the Office of Price 
Stabilization for recognition of these unallowed costs; we have re- 
quested explanations as to why the Herlong amendment and_ the 
Capehart amendment were not applicable to the fluid milk industry: 
we have never received any explanation of or answers to these 
inquiries. 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 997 


Accordingly, it is my opinion that the only relief which we can 
expect to get or even hope for must come from Congress and I am 
here to ask you, gentlemen, by proper and appropriate amendment 
to the Defense Production Act, to make it clear to the Office of Price 
Stabilization that it is the intention of Congress to have the principles 
of the Capehart and Herlong amendments apply to the fluid milk 
industry, and that all cost increases imposed upon the fluid milk 
industry with the approval of any arm of the stablization program 
may be fully reflected in the ceiling prices of that industry. 

Now, I would like to take a few minutes to back up some of Mr. 
Merrill’s statements which, being from Chicago, and the middle of the 
United States, it seems like we are very much in the same position out 
on the west coast as they are. 

I started in business in 1936 with practically no assets. We are 
serving about 5,000 customers at the present time and have some 45 
people on our payroll. 

Our concern does approximately a million dollars worth of business 
per year gross at the present time. 

Previous to 1951, we grossed about 4 percent. 

After price control went in, in 1951, it knocked our gross to about | 
percent. We showed approximately $12,000 of profit Jast year, and 
being individual ownership, with no salary drawn for myself, we 
cannot exist under those circumstances. 

Now we have an investment of about $240,000 at the present time, 
and $240,000 in bonds would net almost—well, a little more than 
half of the profit that our business has shown. 

Personally, I think, bearing out the things that Mr. Merrill has 
said, we in the dairy business have been discriminated against a little 
bit because of the fact that we will not be able to exist unless we get 
at. least another half-cent increase, which would bring our profits 
back up to between 3 and 4 percent. 

Now, I was very closely connected with the committee of the 
Chicago dealers when we were fighting OPS last October and Novem- 
ber. Our particular territory went into a 5-day week the Ist of 
October, probably adding some $1,500 to our payroll—these are not 
exact figures—and we fought for a 1-cent increase in the price of 
milk, and were granted a half-cent increase instead of the cent that 
we thought we were deserving of, and we weren’t granted that half- 
cent until November 16, which also showed a very great loss for the 
previous month and a half, which let us go more into the red for that 
particular year. 

Now I might say that there was one statement made in Washing- 
ton, D. C., in my presence, that a 1-cent increase could not be granted 
because it would be a windfall for the large dairy concern. 

I am not particularly interested in any large dairy concerns. I am 
only interested in making a profit as far as my own business is con- 
cerned and unless we do get some kind of relief, I don’t know what 
gentlemen like Mr. Merrill and myself are going to do in the future. 

When this 1 cent was withheld from us, and only a half-cent granted 
to us, is that price stabilization or is that profit control? Time is 
limited, and that is all I have to say. 

Mr. Brown. Does any member desire to interrogate the witness? 

(No response. ) 
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Mr. Brown. If not, you may be excused. We are glad to have 
vou. : 

Mr. Castrie. May I file a statement for Mr. Verton Rockafellow, 
of Camden, N.J.? He is here and would like to testify, but apparently 
you have not the time to hear him. 

Mr. Brown. His statement may be filed in the record. 

(The information is as follows:) 


STATEMENT OF VERTON ROCKAFELLOW, CamMpEN, N. J. 


Iam Verton Rockafellow, of Camden, N. J. I am connected with Parks Dairy, 
Camden, N. J., and I have spent most of my adult life in the milk business. Our 
business has grown considerably since its inception in 1926. However, we are 
still a small local enterprise. Although our investment is small compared with 
many concerns, it is still both large and important to us. 

For some time after the Korean outbreak we enjoyed a moderate return on our 
sales volume. From approximately the middle of 1951, however, the situation 
has become progressively worse. In 1950 we made 2.2 percent profit on sales 
after taxes. In 1951 we made 0.7 percent profit after taxes on sales. So far this 
vear we are making on the same basis less than one-third as much as we did in the 
same period in 1951. 

In January 1952, as part of the Philadelphia, Pa.-south Jersey industry, 
we negotiated a new labor contract. The dealers in south Jersey in February 
petitioned for an SR 63 ceiling price with the hope of obtaining a one-half-cent 
increase in resale prices in our area, which would about equal the wage increase. - 
No decision has been received yet, but we understand the petition is going to 
be denied. We entered into that labor contract confident that OPS would 
give us favorable consideration. However, as I said before, we understand the 
petition will be denied. 

There are two parts of the control program which are hard on small-business 
men. 

First, the wage and salary controls are most difficult for a small operator to 
understand and apply. The records we are required to keep are burdensome, and 
we are often uneasy for fear of an unintentional violation. 

Secondly, the price controls are not only unfair, but also their application is too 
slow. Only part of our cost inereases are considered. The milk industry has 
long been foreed to funetion at peak efficienev, and we operate on one of ‘the 
lowest profit margins of any major industry. I would like to add here that my 
company is reasonably efficient, and I think the figures of most of my competitors 
are about like mine. 

Further, in south Jersey we are having great industrial expansion by an influx 
of heavy industry with an inerease in population. The restrictions of controls on 
small dealers deter small dealers from expanding, while the larger dealers with 
broader operations and greater capital are not hindered to the same degree. 

I would like to impress upon you, gentlemen, that milk is a perishable product. 
At one time a milk dealer may lose heavily on sales of a burdensome excess that 
he is committed to his producers to accept. At another time he might have to 
augment his regular supply with expensive purchases from outside sources. 
Therefore, the flexibility of pricing is most essential. Resale prices as fixed by 
the milk dealer must result from the exrecise of good judgment and a consider- 
ation of a great many factors, mixed perhaps with a little bit of luck or intuition. 

I favor decontrol. Speaking as a milk dealer, if we had decontrol tomorrow, I 
would raise the price of my milk a half cent a quart. This would be the first 
general increase in our prices since October 15, 1950. Any disproportionate price 
increase on the part of any dealer in a given area would result in the loss of a large 
number of his customers to competitive dealers. In short then, gentlemen, price 
control in an industry as competitive as the milk business borders on the ridiculous. 

Small business has been the backbone of our country, and I do think that you 
gentlemen should take action to prevent the elimination of the smell-business man 
from our present American system. 

Mr. Brown. Call the next witness, Mr. Clerk. 

The Cierk. Mr. Henry P. Taylor, representing the National Can- 
ners Association, 
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STATEMENT OF HENRY P. TAYLOR, NATIONAL CANNERS 
ASSOCIATION 


Mr. Taytor. My name is Henry P. Taylor. I am president of 
Taylor & Caldwell, Inc., vegetable canners, of Walkerton, Va., and 
a past president of the National Canners Association. 

The National Canners Association is a voluntary trade association 
comprising approximately 1,000 canners who collectively pack ap- 
proximately 57 percent of the Nation’s production of canned vege- 
tables, fruits, fish, meat, and other canned foods. The canning plants 
of its members are located in all but a few of the 48 States and in 
Alaska and Hawaii. The dimensions of the indstry and the scope of 
its operations are perhaps best indicated by the fact that during 1951 
the industry packed over 640,000,000 cases of canned foods of all 
types. 

The association has requested this opportunity to appear before 
the House Committee on Banking and Currency for the purpose of 
expressing its views on the need and justification for price controls 
on canned foods under conditions currently prevailing in the canning 
industry and on the impact of price controls when economic conditions 
do not justify their use. 

It is the firm conviction of the canning industry that the facts and 
figures expressed in this statement lead inevitably to the conclusion 
that price controls on canned foods are unnecessary, that they are 
currently serving no useful purpose 11 respect to the anti-inflation 
program, that prospects for the indefinite future provide no justifica- 
tion for their continued existence, and that the canning industry is 
being asked to submit to the burdens and rsetraints of a controlled 
price structure without reason or purpose. If it further appears that 
congressional action is necessary to limit the use of the price-contro! 
authority to the purposes for which it was created, then it would 
seem that action by this committee is indicated. 

The position of the canning industry on the application of price 
controls to canned foods has been expressed in a resolution adopted 
by the membership of the association at its annual convention in 
January 1952. This resolution reads as follows: 

Our economie system and national strength are based on the tenet that abundant 
goods can best be produced and sold at fair prices in a free economy. Only where 
unavoidable restraints upon production cause shortages in supply can there be 
temporary justification for the artificial, burdensome, and inevitably inequitable 
and complicated system of Government price controls. The canning industry is 
eonvineed that the Office of Price Stabilization should immediately promulgate 
regulations providing for the suspension of price control on any produet in ample 
supply where the prevailing price is exerting no inflationary pressure. Most 
canned foods are in this position. Standards for suspension of control should be 
specifically clear, direct, and automatically operative. Their effective use must 
be based on economic facts rather than upon administrative predilection so as to 
permit appropriate congressional review and any necessary legislative revision. 


We are now at almost the midpoint of the vear 1952. To date the 
Office of Price Stabilization has taken decontrol or price-suspension 
action only in respect to a very limited number of commodities. The 
long-awaited standards for suspension of price control have as vet 
appeared only in preliminary form for use in areas of the economy 
where dollars-and-cents ceilines are in effect. 

















1000 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


By these preliminary standards or by any other reasonable standards 
for determining the need for continued price controls, ceilings on canned 
foods should be suspended. The economic facts justifying such sus- 
pension have been available to the Office of Price Stabilization for an 
extended period of time. They were recently pointed out to Mr. 
Arnall in a letter submitted by the president of the association. 

Yet price controls continue on canned foods despite the fact that they 
are currently serving no demonstrable economic purpose. 

It cannot be seriously contended that price controls are an ideal or 
even a moderately adequate substitute for the operation of the forces 
of supply and demand in a free economy. No Government agency, 
no matter how conscientious, hard working, or ably staffed it may be, 
can ever hope to recreate the flexibility and self-adjusting character- 
istics of a free market. The strait-jacketing of price movements 
within the confines of a pattern selected from any one period in the 
past effectively frustrates the compensatory price adjustments so 
vital to an industry of shifting price relationships. Furthermore, the 
task of prescribing ceilings for each and every item of every product 
produced by each individual company in as diverse and complex an 
industry as the canning industry must inevitably produce distortions 
and price dislocations as between individual canners, regional groups, 
items within a product, and between one product and another. The 
accompanying confusion, uncertainties, accounting and bookkeeping 
burdens, and disruptions of normal marketing relationships actually 
constitute impediments to the full production which can make price 
controls unnecessary. 

This is not intended as a criticism of the Office of Price Stabiliza- 
tion. The problem is fundamental to price control itself. Basically, 
these difficulties flow from two sources: (1) The necessity, under any 
price regulation program, of applying a series of broad general prin- 
ciples—which may be sound on some broad average basis—to an 
industry where costs, prices, and profits of individuals and regional 
areas and by item and by product are in constant process of fluctua- 
tion aad readjustment due to circumstances beyond the industry’s 
control; and (2) the inevitable compounding of the punitive and 
restrictive effects of the regulations when controls are superimposed 
on a market already feeling the full impact of normal or depressed 
market conditions. 

When inflationary pressures within an industry are clearly apparent 
and controls can be shown to have a demonstrable economic purpose, 
it is reasonable to ask an industry to submit to the artificial, burden- 
some, and punitive restraints of a pricing program. But there can be 
no dissent to the proposition that there should be clear and certain 
evidence of the need for price controls before their application or 
continued use can be defended. 

What then are the economic facts upon which this supposed need 
for price ceilings on canned foods is based? In March 1947 the index 
of prices for canned fruits and vegetables, as reported by the Bureau 
of Labor Statistics using a 1935-39 base, was 172.9. The March 1952 
index for canned fruits and vegetables shows a figure of 163.9. This 
means that the retail price index for canned fruits and vegetables 
today is actually 9.0 points below the price index 5 years earlier. 

Translated into the buying power of the average wage earner, as 
indicated by Bureau of Labor Statistics reports on the average weekly 
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earnings of industrial workers in March 1947 and March 1952 (pre- 
liminary), these figures indicate that the average wage earner can 
buy today about 41 percent more canned fruits and vegetables than 
5 years ago. 

‘Since 1947 is plainly shown by this index as an above-average year 
for the retail prices of canned foods, lét us look at the year 1948, the 
year currently employed in OPS fruit and vegetable pricing regulations 
as a base period for calculation of current price ceilings. 

I will ask you gentlemen to take a look at the following charts. 
The top line is a plotting of all foods index figures, again as recorded 
by the Bureau of Labor Statistics, from January 1948 to March 1952, 
the most recent period covered by these reports. ‘The line directly 
beneath this charts the progress of the general cost-of-living index. 
‘he third line represents the index of retail prices for those represent- 
ative canned fruits and vegetables included in the Bureau index. 

This chart reveals that prices of canned foods have lagged far 
behind and continue to be substantially below both the general cost 
of living and the prices of food generally. In January 1948, the price 
index of canned fruits and vegetables was 10.8 points below the 
veneral cost of living index. Today, when price controls are being 
applied to prevent supposedly spiraling prices, that gap has been 
widened to 24.1 points. Is it any wonder then that canners, who find 
these figures reflected in current market conditions, ask where these 
inflational tendencies justifying controls on canned food prices are? 

The years 1946-49 have been selected by the Office of Price Stabili- 
zation as a base period for profit comparisons under the so-called 
Johnston formula. An averaging of the position of the canned fruits 
and vegetables index relative to the index for the cost of living generally 
during that 4-year base period reveals that the canned fruit and 
vegetable index averaged approximately 5 points below the cost-of- 
living index. The index for March 1952 shows a gap of 24.1 points, 
indicating that the retail price position of canned foods today is 
approximately 19 points below its average position relative to that of 
other goods and services generally during this 4-year period. 

Where then are these alleged inflationary pressures justifying the 
use of price controls? 

It may be thought that this remarkable record of continuing low 
prices is the result of activities of the Office of Price Stabilization. 
No one can seriously contend that this is the case. The overwhelm- 
ing majority of canned food items are selling at prices materially be- 
low their ceilings. Chart 3 vividly illustrates how little relationship 
there is between the existence of price controls and the prevailing low 
prices of canned foods. Competitive conditions within the industry 
have shown no slackening as a result of the current emergency and 
the laws of supply and demand have held the prices of canned foods 
venerally to the lowest possible level. 

A year ago OPS forecast serious pressures on price ceilings by the 
fall of 1951. They have proven themselves to be poor prophets. And 
in respect to their predictions for the future, they will be proven to 
be such again, if they continue to ignore the one fundamental for 
measuring the inflationary potential—the relationship of supply to 
demand. 

Full production and ample supplies of canned foods are the complete 
answer to the problem of inflation. As shown by chart 4, total pro- 
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duction of all canned foods during 1951 amounted to more than 
640,000,000 cases. This compares with a high during the three pre- 
ceding vears of 566,000,000 cases. The 1951 pack of friuts and vege- 
tables amounted to 310,000,000 cases, a figure almost 25 percent 
higher than the average annual production for the three preceding 
years. Statistical estimates of Yhe volume of the major canned fruits 
and vegetables from the 1951 pack which will be carried over in can- 
ners’ hands into the 1952 packing season show a total increase of 322 
percent in the case of vegetables and 75 percent in the case of fruits 
over the comparable 1950 pack carry-over volume of these products. 
Carry-overs of this volume—over 30 million cases not including citrus 
always have a depressive effect on prices for the pack of the following 
season. Stocks of the major canned fruits and vegetables and their 
juices in the hands of both distributors and canners on April 1, 1952 
amounted to almost 101 million cases, an increase of about 22 million 
cases over the corresponding stocks on this same date in 1951. 

The Department of Agriculture has actually set its production goals 
for the 1952 crops ‘of vegetables for processing at figures averaging 
15 percent below the tonnage produced in 1951. This can only be 
taken as governmental acknowledgment that current supplies are 
more than adequate to meet the demand. It is a strange situation 
when one arm of the Government is recommending decreased pro- 
duction while another is urging continuance of controls which can 
find their justification only in an inadequate supply. 

Let’s compare these conditions of supply and demand with those 
which prevailed during the wartime period of price controls. Chart 
4 shows that the average annual production of all canned fruits and 
vegetables during the years 1943, 1944, and 1945 was approximately 
250,000,000 cases. Production during 1951 of these same products 
amounted to 310,000,000 cases. During 1943, 1944, and 1945 the 
armed services requirements reduced the volume of canned fruits and 
vegetables available for civilian consumption by approximately 30 
percent. This is contrasted with armed services requirements of no 
more than 15 percent in 1951. Announced military requirements for 
1952 are approximately half of the 1951 quotas. 

Translated into terms of civilian availability, during the vears 
1943 to 1945 there was an average of only 32 cans of fruits and vege- 
tables available for each civilian consumer, as compared with 46 cans 
for each civilian in 1951. This is an increase in per capita supply 
of 44 percent. 

In the face of such evidence, continued price controls add up, not 
to a recognized level made necessary by emergency conditions, but to 
a fixed Government policy of peacetime control of the economy. 
Plentiful supplies and free competition during 1952 and subsequent 
vears will be more effective in continuing reasonable price levels for 
canned foods that restrictive controls however rigorously enforced. 
The productive capacity of the canning industry has in the past, and 
will in the future, if unhindered by the restrictions of price regulations, 
insure its own price stabilization. 

You are justified in asking why the canning industry should object 
so strongly to the continuance of price controls on canned foods when 
so many of its members are unable to obtain buvers for their products 
at the ceilings presently in effect. 
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There is first the vast amount of time, money, and unnecessary 
energy spent in the calculation of price ceilings for every item packed 
by each individual canner. It is impossible to measure the time and 
energy of canning industry executives and officers devoted to problems 
posed by price regulations. Overburdened bookkeeping and account- 
ing staffs—which for small canners consist of one or two people—are 
confronted with the task of computing ceilings under complicated 
regulations for each and every variation in grade, sieve size, style 
of pack, container size, for each and every product. Canned peas 
alone are packed in as many as 250 variant forms. Confusion, delay, 
and uneertainties are inevitable. These purposeless computations, re- 
porting and record-keeping obligations in respect to ceilings which 
more often than not have no relation to the price the canner can obtain 
for his product is an extraordinary and severe burden, particularly on 
the hundreds of small bussinessmen in this industry. 

The second reason is more significant. Almost all of the canned-food 
pricing regulations are formula-type regulations. This is as it should 
be. The canning industry is uniquely heterogeneous. There are 
wide variations in the quality of the raw material, in the nature of 
cannery operations, in the type of service which the individual canner 
undertakes to supply, and in the nature of the finished product. 

Some canners pack a high quality pack in response to a specific 
demand whereas other canners place emphasis upon meeting a 
demand for lower-price goods. The graduations and varieties in 
between are infinite and serve to fulfill specific economic demands. 
Consequently, there are wide variations in the costs and selling prices 
as between individual canners. Dollars-and-cents pricing, whether 
flat or by band, which ignores these individual variations would 
produce chaos in the industry, disrupt the whole structure of canned 
food marketing, and destroy the incentive for quality production. 

Formula pricing, however, requires resort to a particular base 
period in the past and requires each canner to calculate his individual 
ceilings for particular items. This technique impliedly assumes that 
a transplanting of the individual’s and the industry’s base period 
price and cost pattern—or any historical price and cost pattern—into 
today’s market will reflect current conditions. 

Unfortunately, this is not the case. Shifts in market and cost 
relationships, in consumer preferences, in can size, quality, style of 
pack, and grade distribution, in methods of processing, in supply and 
quality of raw material, and in many other factors take place as 
between individual processors, producing areas, and generally within 
the industry in infinite and transitional variation. These shifts in 
re lationship also occur as between particular items and products. The 
result is an unavoidable series of inequities and distortions affecting 
individual canners, regional areas, items, and, in some cases, products. 
The impossibility of applying a series of broad general principles, 
however sound on an average basis, to an industry where costs, prices, 
and profits of individuals ‘and areas are divorced from fixed costs, 
price, and profit relationships gives the canned-food pricing program 
many of the aspects of a large-scale lottery, the economic penalties of 
which have been escaped by a few canners. 

No price regulation is ever a perfect effort. When, as here, the 
difficulties lie in the aggregate of individual dissatisfactions, theré are 
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no sweeping generalities relating to the inadequacy of the regulations 
which can be conveyed to the Office of Price Stabilization and 
result in the elimination of all inequities. And procedures for individ- 
ual and group adjustments, when available, are cumbersome, inade- 
quate and, at best, productive of belated relief. 

The third reason is perhaps most significant of all. The canning 
industry operates on a profit principle uniquely its own. Just as it 
is often said that one good year in four will keep the typical canning 
enterprise in business, so also is it true that in any single year any net 
return may be dependent upon above-average returns on a particular 
product or item to compensate for the losses incurred on other products 
and items. When a canner is strait-jacketed within a price pattern 
selected from any one period in the past, his probabilities for profit 
are overwhelmingly restricted. His incentive and willingness to 
assume the risks on which maximum production is based are destroyed. 

Some further explanation of why this is so is called for. Essentially 
the business of the canner is the processing of fresh fruits, vegetables, 
and meat and fish products by cleaning, preparing, cooking, sterilizing, 
and enclosing them in hermetically sealed containers. Like the 
farmer, the canner is exposed to the unpredictable and arbitrary 
operation of the forces of nature. 

The canner is in large measure helpless to control the size of his 
pack of a particular product once his preseason production plans are 
completed. He typically makes his acreage and crop purchases far 
in advance of the packing season. If the crop or the catch is very 
short, the higher prices for his pack which may be obtained may not 
offset his losses from fixed overhead in idle plant and investment. 
If the crop is excessive, the knowledge that he will obtain low prices 
for his product does not prevent him from being driven to packing an 
excessive amount. The happy condition in which there is a normal 
crop, a normal pack, and a normal price for a particular product is 
very rare. 

Furthermore, normal conditions may prevail in one area or as to 
one product while others suffer disaster. Profits to one area of the 
country frequently come from misfortune in another area. And 
profits on one product or item of a product are usually relied on to 
compensate the canner for the losses he incurs on others. 

As the result of these unpredictable forces governing agriculture 
and the hazards of intense competition by his fellow producers, any 
such things as a profit rate in the canning industry as a whole or in 
respect to a particular item or product is rendered an entirely illusory 
concept. 

When price controls are imposed on a market in which the normal 
forces of supply and demand are at work, the punitive effects of price 
controls are therefore heavily emphasized. The balancing effect of 
of the free economy is frustrated and each canner must bear the brunt 
of the downward pressure of either his ceiling or the market, as the 
case may be. 

During the last period of price controls, OPA was entitled to assume 
that a general average of a canner’s price ceilings would serve as a 
measure of his return. His ceilings, because of continued short sup- 
ply, were his floor as well. ‘Today market conditions fail to make this 
possible. Throughout the industry canners are absorbing the losses 
resulting from a depressed market on one product or item without the 
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benefits of the compensatory gains which the market would allow on 
other products or items. 

For example, most canners are selling standard grade peas at prices 
considerably below what would otherwise have been the market, 
while the market for fancy peas is below the ceiling averages. Market 
pressures on most canned fruits and juices have reduced the selling 
prices of these products far below the average of the applicable ceil- 
ings, while the same canners if they pack asparagus must, as a result 
of an inadequate ceiling, sell this product at a price considerably below 
what they could obtain in a free market. Innumerable examples of 
this unjust deprivation of compensatory returns could be supplied. 

There is a further unplanned effect of price controls which creates a 
downward pressure on the market for canned foods independent of the 
actual average of ceiling prices. In a sensitive market, the market 
price for a particular product tends to appraoch that of the lowest 
ceilings prevailing for a significant number of producers. When one 
or more canners are forced to sell at ceilings which may not be even 
commensurate with costs, other processors with more nearly adequate 
ceilings are forced to meet this competitive price. The result in 
many instances has been the setting of a general price level for a 
particular product below that of both the ceiling averages and the 
market which would otherwise have prevailed. 

The same effect is produced by a restrictive ceiling on one item 
within a product or as between products. In a sensitive market, a 
restrictive ceiling on standard grade peas will depress the market on 
fancy grade peas as well. The result is a continual pressure in the 
direction of unjustified deprivation of profits. 

We cannot believe that Congress, in legislating the price-control 
authority now contained in the Defense Production Act, ever in- 
tended to approve its use under circumstances such as these. We 
cannot believe that Congress ever contemplated that price controls 
were to be used to produce the punitive effects presently being 
achieved. We cannot believe that price controls on canned foods can 
have any justification in the light of the supply and demand conditions 
apparent to anyone who wishes to investigate them. 

The canning industry has expanded production to the point where 
demand is considerably overbalanced by supply. The Department of 
Agriculture by its action in relation to 1952 production goals has con- 
firmed the fact that adequate supplies of canned foods exist and that 
the industry’s ability to produce is more than equal to any demand 
that may be put on it. Continuance of controls in the face of this 
knowledge is, bluntly, control for the sake of control alone. 

Nearly 2 years have passed since the enactment of the original 
Defense Production Act. Whatever conditions may have warranted 
its provisions at that time no longer exist. Price controls on canned 
foods today have no reasonable relation to the accomplishment of the 
purposes for which the price control authority was created. It is 
now prudent for this committee to take action to insure the suspension 
of price controls on those commodities no longer feeding the forces of 
inflation. 

Now I want briefly to high-light for you our formal statement by 
using some charts. 

These cold facts, you will see, make inevitable the conviction that 
price controls on canned foods are unnecessary—that they currently 
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serve no useful end in combating inflation, that the foreseeable future 
indicates no justification for their continued existence e, and that they 
are a burden and restraint on the production of the canning industry 
without reason or purpose. 

These views, based on the facts I am going to summarize, should 
lead this committee to provide for the suspension of price controls 
where, as in the canning industry, they are not needed for the purposes 
for which they were authorized. 

It was on this basis that early in March we informally requested 
the Office of Price Stabilization to establish standards for the suspen- 
sion of price controls on products in ample supply where the prevailing 
prices are exerting no inflationary pressure as in the case of canned 
fruits and vegetables. 

On April 22 Price Director Arnall announced preliminary standards 
for suspension of price controls. On April 28, President Fred C. 
Heinz of the NCA, in a letter to Mr. Arnall, formally advised that 
the current situation with respect to canned fruit and vegetable prices 
meets these standards and respectfully requested that controls of 
canned fruit and vegetable prices be suspended. Mr. Arnall ac- 
knowledged this letter on May 8, but no action has been taken and 
promises as to what or when action will be taken are vague. A copy 
of this letter is filed in our statement. 

We believe the staff of the Office of Price Stabilization is conscien- 
tious, hard working and able, but we also believe that no Government 
agency, no matter how conscientious, hard working and ably staffed 
it may be, can ever hope to reproduce the flexibility and self-adjusting 
characteristics of a free market. 

No controls are even a moderately adequate substitute for the opera- 
tion of the forces of supply and demand in a free economy. As 
illustrated in our statement, under price controls current distortions 
are frozen into the price structure; shifts from product to product are 
stopped, and confusion results. Connection by normal competitive 
means is prevented. And correction by Government agency seems a 
mirage which recedes as we approach it. 

Let’s look now at the facts. 

The productive capacity of the canning industry is so great that it 
is fully equal to the demands currently being made on it. No one 
can challenge that the operation of the forces of supply and demand in 
the canning industry are currently more effective in combating 
inflation than are price controls. 

The supply and demand picture for canned fruits and vegetables 
ean be vividly and quickly seen from my first three charts. 

The first one shows the production record for three periods: 1943-45, 
1948-50, the vear 1951. 

(The chart referred to appears on the following page.) 

You can quickly see that following World War II civilian supplies 
of fruits and vegetables were vastly increased over those previously 
available. 

For 1951 the supplies, after allowing for Government requisitions, 
were even greater than in the pre- Korean period. 

These total supplies available for civilian use, translated into avail- 
able per capita civilian supply are: During World War II, 32 cans 
per person; and during the pre-Korean period, 39 cans per person; 
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and during 1951, 46 cans per person. You can readily see that the 
per capita civilian supply in 1951 was 1); times that during World 
War IT when we had rationing and price control and 118 percent of 
the pre-Korean period when supplies are presumed to have been 
adequate. 

Mr. Brown. Mr. Taylor, we have been called to the House, and 
] understand there will be another roll call immediately after that. 

Can you come back tomorrow morning? 

Mr. Tayuor. I certainly can, sir. 1 will be very glad to do so. 

Mr. Brown. We are awfully sorry. 

Mr. Taytor. I understand, Mr. Brown. 1 will be glad to come 
back in the morning, and maybe I will have a few more members of 
the committee. 
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Mr. Brown. We will adjourn now until tomorrow morning at 10 
o'clock. 

(Whereupon, at 4:38, Thursday, May 15, 1952, the committee was 
adjourned to 10 a. m., Friday, May 16, 1952.) 

(The following statements were submitted for inclusion in. the 
record of the hearings:) 

WasHinaton, D. C., April 1, 1952. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
New House Office Building, Washington, D. C. 

Dear Mr. Spence: As Washington counsel for the National Retail Credit 
Association, I am enclosing a resolution adopted by the legislative committee of 
that organization at its annual meeting on February 14, 1952, wherein NRCA 
recommends termination of existing controls over consumer credit. 

I would very much appreciate it if you would have our resolution included in 
the record on the hearings shortly to be held on the National Production Act of 
1950 
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You will observe from the first clause of the resolution that NRCA is comprised 
of and represents some 30,000 members engaged in every form of business where 
consumer credit is granted. 

Very truly vours, 
JoHn F, Ciaerrr. - 

Enclosure. 


RESOLUTION ADOPTED BY THE LEGISLATIVE COMMITTEE OF THE NATIONAL RETAIL 
Crepir AssociaTion, Wasuineton, D. C., Fespruary 14, 1952, Re Feperar 
ReEsSERVE Boarv REGULATION W 


Whereas the membership of the National Retail Credit Association is com- 
prised of and represents more than 300,000 members engaged in every line of busi- 
ness Where consumer credit is granted, including merchants, furniture and apparel] 
stores, banks, Joan and finance companies, utility companies, household appliance 
dealers, jewelry merchants, etc., and represents every phase of the economy where 
consumer credit. is extended to the public; and 

Whereas it bas been noted that the President’: Economic Report to Congress 
calls for continuance of end even more stringent controls over instalment credit 
known as regulation W; and 

Whereas at present there are no shortages of consumer goods, curable or other- 
wise; and 

Whereas it appears that the present income tax rates and other taxes, ard the 
high cost of food and other items of living, have drained away and will continue 
to drain away any so-called excess purchasing power; and 

Whereas in any event it appears as a practical matter that consumers spend 
for other purposes if the purchase of neeced durable goods is withdrawn or dis- 
couraged by the existence of regulation W: Now, therefore, be it 

Resolved, That the legislative committee of the National Retail Credit Associa- 
tion does hereby recommend to the Serate end the Congress of the United States 
and to the Board of Governors of the Federal Reserve System, that the policy of 
the National Government shal! be to terminate existing regulations over const mer 
credit. 

Clarence E. Wolfinger, chairman, Philadelphia, Pa.; Joseph A. White, 
coclaimman, Pittsburgh, Pa.; J. K. Althavs, Washington, D. C.; 
E.M. Arthur, Weshington, D. C.;S. E. Collegeman, Washington, 
D. C.; R. W. Reichard, Washington, D. C.; C. F. Roycroft, 
Ba'timore, Md; R. M. Severa, New York, N. Y.; J. P. Stede- 
houder, Washington, D. C., Members of Committee; L. 38. 
Crowder, geperal manager-treasurer, St. Louis, Mo.; Jehn F. 
Ciagett. counsel, Washington, D. C., ex officio. 


SUMMARY OF THE PosITION OF THE NATIONAL ASSOCIATION OF CREDIT JEWELERS, 
Inc., Wirn RESPECT TO THE EXTENSION OF THE DEFENSE PRopucTion Act oF 
1951 


The National Association of Credit Jewelers, Inc., is an association of approxi- 
mately 1,800 member retail jewelers located in all sections of the United States and 
operating within all sales volume classes. Sales of its member stores account for 
approximately 70 percent of installment jewelry sales in the country. The asso- 
ciation maintains its principal offices at 545 Fifth Avenue, New York City, under 
the direction of William Wagner, executive secretary. Officers and directors are 
drawn from the association membership. 

In its consideration of a possible extension of the Defense Production Act, the 
association asks that the Congress consider the following: 


PRICE CONTROL 


Section 402 (b) of the act has resulted in the imposition of general price controls 
as authorized in subparagraph (4) thereof. 

Inevitably, under a general control of prices through Government regulation, 
individual inequities arise, the immediate correction of which, perhaps, may be 
justifiably delayed in view of the over-all problems which must first be met. 

At this time, however, after more than a year since the imposition of controls, 
it seems appropriate and desirable to examine certain individual situations and 
take corrective action. 
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This association has concluded, after careful analvsis, that the imposition of 
price control on jewelry generally, and strictly adornment jewelry particularly, 
creates a burden without a benefit and, therefore, the controls on adornment 
jewelry should be removed. The reasons which compel this conclusion are briefly 
stated as follows: 

1. Adornment jewelry, generally speaking, has been selling below the ceiling 
prices established. 

2. The demand for jewelry is limited and even within its limited market sales 
have been, and analysis indicates will continue to be, slow. 

3. Competition is keen and on the increase. 

4. Supply is plentiful and no shortages are anticipated in the foreseeable future. 

5. The 20 percent excise tax now imposed on jewelry sales, besides being an 
additional burden on jewelers, has exerted an effective brake on jewelry sales. 

6. Jewelry is perhaps the classic example of a noncost of living item and, as 
such, its prices have little or no perceptible effect on the national economy. 

7. The average jeweler operates a small specialized business. It is recognized 
that compliance with Government directives for,the keeping of special records, 
etc., is more difficult for the small operator because, generally speaking, he is not 
equipped to cope with the record-keeping problem. 

The effect of control, therefore, has been to add to the already over-burdened 
jewelry industry an additional burden—a burden without a compensating effect 
since, as has been shown above, the prices of jewelry are stabilized by other factors. 

Decontrol of some lines of goods would be meaningless to the seller, insofar as 
the record-keeping burden is concerned, since other lines sold by the same mer- 
chant would remain under control. The elimination of the control of jewelry, 
on the other hand, would be extremely beneficial to a large number of merchants 
whose sales are principally confined to jewelry. 

In view of the circumstances enumerated above, the National Association of 
Credit Jewelers urges that, if the Defense Production Act is to be extended, pro- 
vision be made therein for the decontrol of items of merchandise where a sub- 
stantial number of the reasons enumerated above exist or, in the alternative, that 
the act as extended include a directive that controls be suspended where, as above, 
the circumstances warrant. 

CONSUMER CREDIT 


Control of consumer credit, as promulgated by the Federal Reserve Board in 
the form of regulation W pursuant to section 601 of the act has not been extended 
to the sale of jewelry. This exclusion has been wise. There has been no per- 
ceptible increase in accounts receivable arising from the instalment sale of jewelry. 
In its previous application to jewelry, regulation W has been found to be harmful 
to the industry. It served to dislocate the industry but did not curtail buying. 

For these reasons, the National Association of Credit Jewelers urges that the 
Defense Production Act, if extended, include a provision which would prohibit 
further extension of regulation W without specific findings as to the necessity 
therefor, which findings should be required to be based on compelling and compe- 
tent evidence, after hearings participated in by representatives from the affected 
industries. 

NATIONAL ASSOCIATION OF CREDIT JEWELERS, 
Witiiam WaGner, Executive Secretary. 
Henry H. Brytawskt, 
Washington Counsel. 


MANUFACTURING CHEMIsts’ AssocraTiIon, INC., 
Washington, D, C., March 24, 1952. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington 25, D.C, 

Dear Mr. Spence: Weare submitting herewith the views of the Manufacturing 
Chemists’ Association, Inc., with reference to extension of the Defense Production 
Act which we respectfully ask be made a part of the hearing record of your 
committee. 

For vour information, the Manufacturing Chemists’ Association is an associa- 
tion of chemical companies, small and large, which account in the aggregate for 
approximately 90 percent of the chemicals produced in the United States. In 
1951 our industry had aggregate sales of over $18 billion, second in volume only 
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to the food industry and greater than the other basic industries, including the 
steel industry. Both as producers of chemicals and as American citizens we have 
a Vital stake in the success of America’s program of industrial mobilization. 

If the Defense Production Act is to be extended, we favor an extension of | 
vear only and urge that the following specific amendments to the present act be 
incorporated in the draft which your committee will report: 

a) To insure that there is a cessation of the use of the priorities and allocations 
authority at the earliest practicable date: any given commodity or product should 
be “decontrolled”’ as soon as possible, without having to wait for a time when it 
is possible to decontrol all commodities and products. 

(6) To insure that price and wage contro! is used for the purpose Congress 
had in mind when it enacted the 1950 act and the 1951 amendments—instead of 
being used as a device for limiting profits and thus destroving incentive. We 
have reference here to the so-called Johnston amendment with its recent modifi- 
cation which we believe is un-American and usurps the taxing prerogative of the 
Coneress. 

(c) To insure that price and. wage controls are so administered so as to control 
both prices and wages—to the end that prices and costs are held down to the 
maximum practicable extent, but to the end, also, that cost increases are recog- 
nized as a justifiable basis for*price increases in those cases where the Govern- 
ment does not succeed in “holding the line’ on costs. (To accomplish this, title 
IV of the act could be amended so as to require that all price control regulations 
provide for the redetermination at the election of manufacturers of ceiling prices 
thereunder at 6 months intervals to take into account any increase in wage rates 
placed in effect since the last determination of such prices and increases in 
material costs resulting from such wage increases). 

The attached memorandum for the committee record takes up the foregoing 
in detail. 

Very truly yours, 
M. F. Crass, Jr., Secretary. 

Attachment. 


STATEMENT OF MANUFACTURING CHeEMIsTS’ AssocraTION, INC., WASHINGTON, 
D. C., oN EXTENSION OF THE DEFENSE PrRopucTion Act oF 1950, AS AMENDED 


THE POLICY OF THE UNITED STATES AS DECLARED BY CONGRESS 


Congress has declared it. to be the policy of the United States to oppose acts of 
aggression and to promote peace, and to develop and maintain whatever military 
and economic strength is necessary for this purpose. (Defense Production Act, 
declaration of policy, sec. 2.) 

All will agree that to accomplish military and economic strength, it is of para- 
mount importance that production be increased, that necessary revenues be 
obtained by the Government, and that inflation be prevented insofar as possible- 
and controlled equitably to the extent that it cannot be totally prevented. 

The close relationship between production, Government revenues, and inflation 
cannot be overemphasized. Unless production is increased and unless the Gov- 
ernment is able to pay its bills without borrowing, inflation cannot be prevented, 
and military and economic strength cannot be attained. Even though prices be 
frozen and rigid ceilings imposed, if the nature of the controls is such that produc- 
tion is retarded or the sources of Government revenue dried up, the controls fail 
in their purpose and the policy of the United States cannot be carried out. 

Underlying this policy and the reason for it, is the deep-seated determination 
of the people of the United States to preserve their basic freedoms and the Amer- 
ican way of life. Any controls must be fair and bear equally upon all segments 
of the national economy; they must be divorced from political considerations and 
favors; and they must preserve that great motivating force and incentive, the 
opportunity for economic reward provided by the American system of.competitive 
enterprise which has made possible our achievements in the past and is our best 
reliance for the future. 

In title IV of the act, relating specifically to price and wage stabilization, 
Congress wisely stated— 

“Tt is the intent of Congress that the authority conferred by this title shall be 
exercised * * * with full consideration and emphasis, so far as practicable, 
on the maintenance and furtherance of the American system of competitive 
enterprise * * * and the maintenance and furtherance of the American way 
of life * * *’ (sec. 401). 
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To insure that the American system of competitive enterprise and the American 
way of life would be preserved in any action taken to establish controls, Congress 
imposed a number of specific requirements, including the following: 

“A ceiling may be established * * * only when the President finds 
that * * * (v) such ceiling will be generally fair and equitable to sellers and 
buyers * * *’’ (sec. 402 (b) (2)). 

“Whenever ceilings on prices have been established on materials and services 
comprising a substantial part of:all sales at retail and materially affecting the cost 
of living, the President (i) shall impose ceilings on prices and services generally, 
and (ii) shall stabilize wages, salaries, and other compensation generally’”’ (sec. 
402 (b) (4)). 

“In stabilizing wages * * * the President shall issue regulations prohibit- 
ing increases in wages, salaries, and other compensation which he deems would 
require an increase in the price ceiling or impose hardships or inequities on sellers 
operating under the price ceiling’ (see. 402 (b) (5)). 

From the above there can be no doubt of the intention of Congress and the 
requirement of the act that sellers are to be fairly treated and when stripped of all 
legal verbiage, the plain meaning of these provisions of the act is that when a 
seler’s prices are frozen, his labor costs are also to be frozen so as to avoid ‘“‘hard- 
ships or inequities on sellers.”’ 


THE JANUARY 1951 GENERAL PRICE AND WAGE FREEZES 


The requirement of section 402 (b) (4) of the act that wages be stabilized con- 
currently with the imposition of price ceilings was met in January 1951 by issuance 
of OPS general ceiling price regulations and WSB regulations freezing prices and 
wages at the levels then prevailing. However this general freeze coming many 
months after Korea and the enactment of the 1950 act of necessity created in- 
equities in both price and labor fields due to the fact that in the interim some prices 
and wages had been increased while others had not. 


OPS~C PR-22 


The next major step in the price field was the announcement by OPS of a new 


pricing regulation applicable to manufacturers, to become effective May 28, 1951. 
This regulation was designed to roll back those January 1951 prices reflecting 
higher increases than were justified by cost increases since Korea, and to permit 
roll-forwards of other January 1951 prices not reflecting increases warranted b) 
such higher costs. Under CPR-22, the general manufacturers’ price regulation, 
ceiling price is determined by selecting the highest price at which the particular 
Png sold during any one of the four calendar quarters in the vear ended 
June 30, 1956, and adding thereto increases in direct costs of materials occurring 
before a “ember 31, 1950, and of labor oceurring before March 15, 1951. 

Many of the principles in CPR-22 were soundly conceived. Its purpose was 
to restore at realistic levels the price relationships between commodities which 
existed before Korea. By using changes in prices of materials and changes in labor 
rates as the basis for determining cost increases which could be added to base 
period prices, instead of requiring cost increases to be calculated on a unit cost 
basis, CP R-22 preserved incentive; if a manufacturer could develop more efficient 
methods of operation whereby less materials and labor were required and his unit 
costs reduced, he could retain the rewards of such efficiency. Furthermore in 

CPR-22, OPS expressly recognized the impossibility of attempting to control 
equitably by one general regulation the prices of all manufactured products, and 
stated its intention to issue supplemental regulations where necessary to correct 
inequities. Many such regulations have been issued. 

Unfortunately there are basic weaknesses in CP R-22 and other price regulations 
of OPS. One of these lies in the fact that they are predicated upon an assumption 
which has not been realized, the assumption that the intention of Congress clearly 
expressed in the aet would be carried out and that wages would be effectively 
controlled. 


“cc 


WSB AND SSB——-WAGE “STABILIZATION” 

In the field of wages, WSB properly recognized the need to correct inequities 
occasioned by the fact that many wage earners had received increases before the 
January 1951 general wage freeze which left them in a better position than those 
not receiving increases. This was accomplished by Wage Stabilization Board 
General Wage Regulation 6 and Salary Stabilization Board—General Salary 
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Stabilization Regulation 1, the so-called 10 percent catch-up regulations which 
permitted raising the January 1950 wage levels by 10 percent. This percentage 
was the amount by which the Bureau of Labor Statistics cost-of-living index had 
increased since January 1950, and if thawing of the general wage freeze had 
stopped here the assumption underlying the price regulations of OPS would have 
been borne out. 

Everybody knows this was not what happened. There were threats of work 
stoppage. A boycott by labor of service on the WSB, and threats of political 
reprisals. Subsequently, the Government proceeded both in individual cases and 
by general wage and salary regulations to approve and permit further wage in- 
creases. Even though costs were thereby increased, the Government refused to 
permit such increases incurred after the dates set in CPR-—22 to be used by manu- 
facturers as the basis for increased price ceilings. 


THE 1951 AMENDMENTS TO TITLE IV OF THE ACT 


Congress in considering amendments to the act which was due to expire June 39, 
1951, knew that CPR-22 had been issued and that it provided for the cut-off dates 
of December 31, 1950, and March 15, 1951, after which further increases in ma- 
terial and labor costs could not be considered in calculating ceiling prices. 

New wage increases were currently being approved or permitted by the Wage 
and Salary Stabilization Boards and reported in the daily press, and Congress 
recognized the injustice and danger to the national economy and defense effort of 
refusing to allow manufacturers in determining their ceiling prices to take into 
account cost increases occurring after those cut-off dates. It was this situation 
which Congress sought to remedy. by the 1951 amendments to the act. 

Much has been said for and against the so-called Capehart Amendment, being 
paragraph (4) of subsection (d) of section 402 added by the 1951 amendment of 
the act. Admittedly in some respects the intention of Congress was not clearly 
expressed. However, there can be little doubt that the majority in each House 
of Congress sincerely believed that in passing the Capehart amendment they were 
making it possible for manufacturers to bring their cost increases up to date (then 
July 26, 1951) and have them taken into account in determining their ceiling prices. 
In so doing they were merely enacting a logical corollary to the basic requirement 
of the act that when prices were controlled, then wages must also be controlled. 

Nor, unless Congress is to be accused of insincerity, can there be any doubt in 
the light of the background of the Capehart amendment that Congress intended 
the amendment to add something to the rights manufacturers then had under 
the price control regulations. Congress could not have intended that as a con- 
dition of manufacturers taking into account their direct cost increases up to 
July 26, 1951, they should be required to give up their then existing rights and be 
left worse off than before the amendment. 


SR-17, THE PRICE REGULATION ISSUED TO GIVE EFFECT TO THE CAPEHART 
AMENDMENT 


On or before December 19, 1951, manufacturers were required by OPS to price 
their commodities under CPR-22, or under SR-17, sometimes known as the 
Capehart regulation. While issued in the form of a supplement to CPR-22, 
SR-17 actually set up an entirely different method of determining price ceilings 
which for most manufacturers is more disadvantageous than CPR-22. 

A manufacturer who wishes to compute his ceiling prices on the basis of cost 
increases incurred up to July 26, 1951, as provided by Congress, can do so only 
under SR-17.!_ Also, such manufacturer must compute his increase or decrease 
in overhead costs on a unit cost basis. If there is an increase in overhead unit 
costs it is added to his direct cost increases for material and labor, but if there is a 
decrease it must be subtracted. Since it is characteristic of unit overhead costs 
to decrease as output is expanded, every manufacturer who has succeeded in 
increasing his production in response to appeals from the Government, has experi- 
enced a decrease in his unit overhead costs. Consequently, when this decrease is 
offset against his increase in direct costs for material and labor, his computations 
under SR-17 in most cases result in lower ceiling prices than under CPR-22 even 
though he has included his increases in direct cost up to July 26, 1951. Similarly, 
because overhead unit costs would have to be computed under SR-17 on the basis 
of the high output for most manufacturers during the period prior to July 26, 1951, 
resulting in lower ceiling prices, serious hardships would result in periods such as 
the last quarter of 1951 when overhead unit costs increased because of lower 


1 While other supplementary regulations were issued for such purpose, they have only limited application. 
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volume or production. Nothing could be more destructive of a manufacturer’s 
incentive to expand production or to reduce his costs by operating more efficiently 
than the overhead unit cost computations required by SR_17. 

Because of these requirements of SR-17, it is probably fair to say that the only 
manufacturers who can obtain any relief from pricing thereunder are those whose 
production prior to July 26, 1951, is down either because of adverse market condi- 
tions (in which event a ceiling price increase would be of no present value) or 
because of their inability, due to the defense program, to obtain essential materials. 
So far as manufacturers generally are concerned, including most chemical manu- 
facturers, the net effect of pricing under SR-17 has been made so costly pricewise 
that they cannot afford to apply for the relief accorded them by Congress. The 
best proof of this is the paucity of applications by manufacturers for pricing under 
SR 17. For example, in the chemical industry it is understood that less than 400 
such applications had been filed prior to February 7, 1952, as against some 14,000 
applications filed under CPR 22.2. In other words, chemical manufacturers have 
been offered what amounts to two alternatives: the Capehart amendment, as 
administered (SR 17), or the system of pricing represented by CPR 22, which 
excludes Capehart relief. The fact that there have been 14,000 applications 
under CPR 22, and only 400 applications for Capehart relief as administered, 
would seem to prove that the relief which Congress sought to provide has dis- 
appeared somewhere along the rocky road of OPS administration. 


THE “PROFIT STANDARD” ISSUE 


In the President’s message of February 11, 1952, he said: 

“Our stabilization agencies have long since adopted the principle that if an 
industry’s rising costs are eating too far into profits, the industry is entitled 
to reasonable price relief. But there is no reason whatever why there should 
be an automatic pass-through of costs so long as sellers are making ample 
profta,.* ° 

Reference in the President’s message to the principle that if an industry’s rising 
costs are eating too far into profits the industry is entitled to reasonable price 
relief, is a reference to the so-called Johnston standard of price relief, described 
in ‘Price Operations Memorandum 25” published by OPS on February 18, 1952. 
That memorandum sets forth the basic standard as follows: 

“The level of price ceilings for an industry shall normally be considered ‘gen- 
erally fair and equitable’ * * * if the dollar profits of the industry amount 
to 85 percent of the average for the industry’s best 3 years during the period 
1946-49, inclusive. The profits should be figured before Federal income and 
excess-profits taxes and after normal depreciation only with adjustments made 
for any change in net worth.” 

Thus the Johnston standard compels an industry to absorb cost increases until 
the profits before taxes have been whittled down to the described 85-percent level. 
It is therefore at eross purposes with the policy followed by Congress in setting 
up the present tax laws. There, Congress recognized that to wipe out all earnings 
in excess of an 83-percent level would make it impossible for industry to expand 
and accordingly limited maximum taxes to 82 percent of such excess. 

Moreover, Congress recognized that under that maximum, industry would be 
unable to secure the capital required to install production facilities expected to 
be economically useful only during the emergency period. Congress therefore 
provided for issuance of necessity certificates under which emergency facilities 
may be amortized for tax purposes over the period of their usefulness, estimated 
at 5 years. 

The following table, which for simplicity uses the case of a single corporate 
manufacturer who prior to Korea had a net income before Federal taxes of $1 
million, shows the effect of applying the Johnston standard under present-day 
conditions: 

PRE-KOREAN FERIOD 


Net income before Federal taxes_...-._......---.--- __........ $1, 000, 000 
Federal taxes at 38 percent : ee oe 380, 000 


Net income after Federal taxes le Sat eae 620, 000 


2 Comnare the following excerpt from the President’s message to Congress of February 11, 1952, as revorted 
in the New York Herald Tribune of February 12, 1952: “By far the worst and most damaging provision in 
the present law is the Capehart amendment. This allows manrfacturers and processors to demand and 
get price ceilings high enough to cover all cost increases incurred between the Korean outbreak and July 26, 
1951. Though plausible on the surface, this provision in fact disrupts effective price control.” 
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PRESENT SITUATION 


Purchasing power of dollar (for chemicals) has declined about 20 

percent and net income to be equivalent to $620,000, would have 

to be s 775, 000 
To earn this net income after tax, the pretax income would have to be 

so high as to be subject to maximum income and excess-profits tax 

of 70 percent, and would amount to 2, 583, 000 


However, under the Johnston standard, if costs increase, maximum 
price relief obtainable would bring pretax income up to only = 850, 000 
Normal tax at 52 percent would be $442, 000 
ixcess-profits tax at 30 percent on $20,000 ($850,000 less 
credit of $830,000) would be 6, 000 


$48, OOO 


Net income after taxes would be 102, OOO 

Equivalent to pre-Korean dollars of 320, 000 

' Even this is overstated since the figure does not reflect higher cost of replacement of plant in process of 

wearing out which must be recovered in order to continue in business. The difficulty of measuring this cost 

is no reason why it should be altogether ignored. All increased costs including depreciation based on current 
value of property wearing out should be taken into account in arriving at an equitable selling price. 


Thus it is seen that application of the Johnston standard cuts net income after 
tax to little more than half that before Korea—the net income in each case being 
shown in terms of pre-Korean dollars. 

The comparison is not made on a ‘‘before taxes’’ basis for the reason that taxes 
are a real cost of doing business just as material, labor or any other expense 
incurred. The stockholder, who is the real owner of the enterprise, shares in the 
net income only after taxes and it is entirely fair to use net income after taxes in 
the comparison. From the standpoint of the stockholder the comparison is 
actually before his taxes; as owner of the business he has to pay an ineome tax 
on his income from the corporation, just as the wage earner has to pay an income 
tax on the wages paid him by the corporation. 

Use of the Johnston standard as a condition of eligibility for price relief is 
nothing more or less than the direct control of profits by the executive branch of 
the Government. The power of taxation reserved to Congress by the Constitu- 
tion is entirely adequate for such purpose. With present income and excess profits 
taxes taking as much as 82 percent of any increase in corporate earnings before 
taxes, only the barest minimum of incentive remains. From the manufaeturer’s 
standpoint application of the Johnston standard has the effect of additional taxa- 
tion by the executive, and taxation at the rate of 100 percent of all profits in 
excess of the 85 percent standard; as such it is wholly confiscatory and raises a 
question of usurpation of the power of Congress to tax. Furthermore, from the 
Government’s standpoint it reduces Government revenues. 

A recent modification of the Johnston standard. provides that for eases where 
the average earnings in the three best base period vears were unreasonably low, 
a floor of 10 percent of present net worth should be used as the profit standard 
before taxes. 

It. is reported that the 10 percent figure was determined by studying the earn- 
ings records of various industries and that OPS found, for example, that most 
public utility commissions believe that the utilities should be allowed to earn 6 to 
8 percent on net worth. Holding that utility companies are in “a comparative 
riskless business,” 3 the price controllers are reported to believe that manufacturing 
and distribution industries should be allowed a slightly higher percentage in view 
of the greater risk involved. 

Utility commissions along with evervone else connected with situations involv- 
ing relationship between earnings and availability of new capital will understand 
that ‘return on net worth must mean return after taxes, and the 6 percent or so 
which utilities are allowed to earn is so computed. <A return of 10 percent, before 
taxes, on increased earnings by industry is equivalent to 1.8 percent after taxes at 
excess profits tax rate of 82 percent. 

In other words, a corporation operating in an industry subject to the LO percent 
limitation and wishing to issue $1,000,000 worth of preferred stock in order to 


3 The utilities are regulated monopolies and are not subject to the competitive forces found in industry 
which in many cases result in market prices below ceiling prices, 
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secure funds to expand its production would be able to tell prospective investors 
that on basis of the industry’s average profits it expected to earn $18,000 after 
taxes, with the new facilities. It is impossible to believe that anyone would 
invest in a stock issue offering this return. 


WHY FURTHER AMENDMENTS TO TITLE IV OF THE ACT ARE NECESSARY 


Present price and wage controls bear unequally upon different segments of the 
national economy; by requiring manufacturers to absorb cost increases they de- 
stroy incentive. As such they fail to maintain and further the American system 
of competitive enterprise and the American way of life, and are contrary to the 
expreswed intention and policies of Congress. 

Production goals in the year 1951 during which such controls were in or placed 
in effect were not achieved, and as a result time schedules of defense production 
had to be lengthened. 

According to the President’s Council of Economie Advisers total corporate net 
income for 1951 after taxes was $18.1 billions or 20.6 percent less than for 1950. 
Ability to earn net income after taxes is necessary not only to attract capital 
required to finance further expansion of production facilities urgently needed for 
defense, but also to meet the greatly increased costs for replacement of worn-out 
plant similarly needed.‘ To the extent that such net income is reduced by un- 
sound price controls, both replacement and expansion of facilities are curtailed. 

Price controls directly affect income before taxes, and the inevitable effect of 
unsound controls and the application of the Johnston and other profit standards 
in determining eligibility for price relief is to reduce corporate income subject to 
income tax and deprive the Government of the necessary revenues with which to 
pay its defense bills. According to the Council of Economic Advisers corporate 
profits before taxes decreased from annual rate of $50.3 billions in fourth quarter 
of 1950 to $42 billions in fourth quarter of 1951. It will do no good to increase 
the rate of taxation, if the profits are not there to be taxed. 

Nearly 14 months have elapsed since the imposition of price controls. Over 
this long period labor has more than caught up and goods have been produced, 
bought and sold at current price levels. The national economy has adjusted 
itself to such levels and become stabilized pricewise. As stated at the outset of 
this testimony, we have reached a point in the price and wage stabilization process 
where decontrol action should be taken at the earliest practicable date. We have 
therefore recommended that in the event the Defense Production Act is extended, 
such extension be for 1 vear only and that Congress enact specific amendments to 
accomplish the following results: 

(a) To insure that there is a cessation of the use of the priorities and allocations 
authority at the earliest practicable date; any given commodity or product 
should be ‘“‘decontrolled’”’ as soon as possible, without having to wait for a time 
when it is possible to decontrol all commodities and products; 

(b) To insure that the same type of decontrol action is taken in the price and 
wage field, at the earliest practicable date; 

(c) To insure that price and wage control is used for the purpose Congress had 
in mind when it enacted the 1950 act and the 1951 amendments—instead of being 
used as a device for limiting profits and thus destroving incentive; 

(d) To insure that price and wage controls are so administered as to control 
both prices and wages—to the end that prices and costs are held down to the maxi- 
mum practicable extent, but to the end, also, that cost increases are recognized 
as a justifiable basis for price increases in those cases where the Government does 
not succeed in “holding the line’? on costs. (To accomplish this, title IV of the 
act could be amended so as to require that all price control regulations provide 
for the redetermination at the election of manufacturers of ceiling prices there- 
under at 6 months intervals to take into account any increase in wage rates placed 
in effect since the last determination of such prices and inereases in material costs 
resulting from such wage increases. ) 

4 Re lacement costs for productive facilities have risen over 100 percent in the past 10 years as indicated 
by increase in construction cost index of the Engineering News Record. 
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NaTIONAL CounciL OF SALESMEN’S ORGANIZATIONS, INc., 
New York, N. Y., April 22, 1962, 
Hon. Brent SFence, 
Chairman, House Banking and Currency Committee, 
House of Representatives, House Office Building, 
Washington 26, D. C. 

Dear Sir: The Nationa) Council of Salesmen’s Organizations, Inc., representing 
the wholesale salesmen of America are keenly interested in amendments to the 
Defense Production Act of 1950 as amended, which would effect the feHowing 
objectives: 

1. Reimpose Federal] rent controls on hotel accommodations. 

2. Clarify section 401 of the act (title IV) specifically granting authority to 
the President to issue regulations prohibiting decreases as well as increases in 
wages and salaries uncer certain circumstances. 

We have had the privilege of appearing and testifving orally before the Serate 
Committee on Banking and Currency during its recent hearings and we would 
appreciate it if you could include in the record of the hearings to be conducted 
by your committee the enclosed statement which sets forth in full the reasons for 
our proposals, 

We would also request that a copy of our brief heretofore submitted to the 
Salary Stabilization Board in connection with the administration cf salary con- 
tro's applicable to salesmen also be made part of the record of your committee’s 
hearings. 

We are well aware of your interest in the welfare of wholesale salesmen who 
represent such an important segment of our distributive economy. We are 
certain that you and your distinguished colleagues in the House Banking and 
Currency Committee will give every consideration to the proposals for amend- 
ments to the act. 

We wish to thank vou and members of the House Banking and Curreney Com- 
mittee in advance for their consideration of ovr reqvest for amencmerts. 

Yours very respectfully, 
Louis A. Capatpo, President. 

Enclosure. 


STATEMENT PRESENTED ON BEHALF OF THE NATIONAL COUNCIL OF SALESMEN’S 
ORGANIZATIONS, INc., New York, N. Y. 


Chairman Spence and members of the Committee on Banking and Currency, 
of the House of Representatives, I respectfully submit this statement to. your 
committee on behalf of “the wholesale salesmen”’ of America. We are the men 
who earn our livelihood by selling ‘‘at other than retail’ the products of our 
Nation’s factories, ranging from raw materials to final finished products. 

Recent surveys and studies indicate that there are well over a million wholesale 
salesmen in the United States today. We believe that we are an important key 
to the stabilization and maintenance of a sound national economy, for it is 
through the fruits of our labors that the goods of our factories are sold, the assem- 
bly lines of industry kept rolling, and through our efforts merchandise reaches 
the consumer public at competitive prices that counteract inflation. 

The National Council of Salesmen’s Organizations, Inc., of which I have the 
privilege of being president, is a nonprofit membership corporation chartered 
under the laws of the State of New York, with its principal office at 80 West 
Fortieth Street in the city of New York. 

The council is the parent body and national voice of leading wholesale sales- 
men’s associations and clubs in various industries and geographical areas consti- 
tuting a representative cross section of American industrial life. We address 
your committee on behalf of the following organizations: 

Amigos of Syracuse, Inc. 

Associated Millinery Men 

Boot and Shoe Travelers Association 

Drug Salesmen’s Association of Pennsylvanig, Inc. 
Empire State Furniture Manufacturers’ Representatives 
Fabric Salesmen’s Association of Boston, Inc. 
Fabrice Salesmen’s Club of Chicago 

Food Products Salesmen’s Association, Ine. 
Garment Salesmen’s Guild 

Handbag Supply Salesmen’s Association 

Infants’ and Children’s Wear Salesmen’s Guild, Ine. 
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Luggage and Leather Goods Salesmen’s Association. 
Men’s Apparel Guild of Wholesale Salesmen 
Mid-Atlantic Commercial Travelers 

National Handbag and Accessories Salesmen’s Association, Ine. 
National Paint Salesmen’s Association. 

New England Negligee and Lingerie Association 
New York Association of Hosiery Mill Salesmen 
New York Corset Club 

New York-Penn-Ohio Travelers Association, Inc. 
Philadelphia Textile Salesmen’s Association 
Philadelphia Corset Club 

Professional Sales Club of New York 

Dress Salesmen’s Association 

Manufacturers’ Representatives Associated Sporting Goods 
Men’s Apparel Club of New York City, Inc. 
Sportswear Salesman’s Association, Inc. 

Textile Veterans Association 

Rocky Mountain Trade Association 

Southern Travelers Association 

The Far Western Travelers Association 

The Piece Goods Salesmen’s Association 

Toy Knights of America 

Underwear-Negligee Associates, Inc. 

Wash Frock Salesmen’s Association, Ine. 

Women’s Apparel Club of New England 

Women’s Apparel Club of New York 

Work Clothes and Sportswear Salesmen’s Club 


The National Council of Salesmen’s Organizations, Inc., desires to focus the 
attention of this committee on the fact that the defense mobilization program has 
placed the wholesale salesmen in an anomalous economic “squeeze.”’ The sales- 
man in many industries today is faced with an extreme economic crisis due to his 
having suffered abnormally high increases in the costs of selling with no compen- 
sating increase in earnings because of the decrease in the number of units sold. 

The present administration of governmental economic controls has given rise 
to many inequities as far as the wholesale salesmen of America are concerned. 
On the one hand, they are given little or no protection against the sharp and 
continuing rises in the cost of selling their merchandise, which they must absorb 
entirely out of their commission earnings, and, on the other hand, they are sub- 
ject to the restrictions of Government controls on the rate of commissions which 
they may earn. Furthermore, the verv same controls which limit their rate of 
commission affords them no protection against those few unscrupulous employers 
who, unfortunately, do exist and who, in times of shortages of civilian goods, 
profiteer at the expense of their salesmen by indiscriminately cutting the sales- 
men’s earnings through various and devious employment practices which have 
no economic justification. 

It lies with the power of this Congress to make provision at this time in the 
Defense Production Act of 1950, as amended, for means of affording relief to the 
salesmen in at least two specific ways: 

(a) By providing the authority for the reimposition of Federal rent controls 
on the rates charged for transient hotel accommodations: 

(b) By either clarifving its intent as expressed in section 401 of the Defense 
Production Act of 1950, as amended (title IV), or if necessary by providing a 
new section specifically granting authority to the President to issue regulations 
prohibiting decreases as well as increases in wages and salaries under certain 
circumstances. 

Before proceeding to indicate to vour committee the reasons why National 
Council strongly urges the course of action hereinbefore indicated, I believe that 
it is necessary that certain basic economic facts regarding the nature of our 
calling as wholesale salesmen should be brought forcefully to your attention. 
These facts are as follows: 

1. We are wholesale salesmen, that is, we sell the goods and produets of our 
employers to retailers and other distributors. The greatest percentage of whole- 
sale salesmen are traveling men. 

2. As outside salesmen we are the only employee group unconditionally exempt 
from the minimum wage provisions of the Fair Labor Standards Act. 
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3. According to the most reliable statistics, approximately 70 percent of the 
million or more outside salesmen employed in the United States are on a straight 
commission basis, i. e., they earn their livelihood entirely from commissions on 
goods sold, do not receive any salary or expense allowance, and are required to 
pay their own traveling, hotel, showroom, food, railroad, entertainment, and 
other expenses of selling, out of their gross commissions. 

The Harvard Survey of Salesmen’s Compensation indicates that the earnings 
of outside salesmen average about $5,400 per salesman, per annum, while travel 
and business expenses incurred in the course of their selling are approximately 
between $1,300 and $1,500 per year. 

National Council has compiled its own statistics from its member groups 
which include that the expenses of selling incurred by the average wholesale 
salesman runs from 334s percent to 40 percent of his gross commission earnings 
(salesmen who travel the South and far West advise us that their selling expenses 
have risen 50 percent since 1946-47). 

While it is true that the gross dollar sales of salesmen have increased due to 
the increase in the price of goods, the number of units sold by salesmen has 
decreased; it is expected that with the growing shortage of civilian goods there 
will be still further decreases in the number of units sold, so that to the average 
wholesale salesman there has been no compensating increase in net dollar earnings; 
on the contrary, his net dollar earnings have decreased. 

With the above must also be considered the relationship of the salesmen’s net 
earnings to real buying dollars, that is, to the cost of living, When so considered 
the salesmen’s true earnings have lagged far behind that of any employee group 
in the United States. Moreover, due to the nature of their position in the frame- 
work of business a few, if any, wholesale salesmen have received or can be expected 
to receive fringe benefits which other employees obtain. 

These then are the economic facts relating to the wholesale salesmen’s position 
in the economic life of our country. In the light of these facts, the National 
Council of Salesmen’s Organizations, Inc., urges that as a minimum your com- 
mittee in its deliberations relating to proposed amendments to the Defense 
Production Act of 1950, as amended provide the authority for (a) reimposition 
of Federal rent control on transient hotel accommodations as a means of alleviating 
the continuing rise in the cost of selling which the salesmen of America are ab- 
sorbing out of their reduced earnings; and (6) that specific authority be indicated 
in title IV of the act which will enable the Salary Stabilization Board to provide 
necessary safeguards in its regulation controlling salesmen’s earnings, against 
indiscriminate and unjustifiable cuts in such earnings by some few unscrupulous 
and shortsighted emplovers. 

A. Reimposition of Federal rent controls on transient hotel accommodations: 

By the very nature of their calling and means of doing business the wholesale 
traveling salesmen are wholly dependent upon transient hotel accommodations 
for both living and business quarters in.the pursuit of earning their livelihood. 
The problem affects not only wholesale salesmen but extends to a vast section of 
the traveling public who are equally dependent upon transient hotel accommoda- 
tions in order to live and to carry on their normal business activities. Beyond 
this, we will attempt to show that these increased costs of doing business are in- 
evitably passed along to the general public in higher prices for goods and com- 
modities. 

We respectfully submit to this committee the following sampling, showing the 
sharp rise in rates for bedroom and sample room accommodations in key and 
middling cities from 1946-47 to the present time: 
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Commercial hotel rates for sample and bedroom accommodations ! 


























City 146-47) Current rate City 194647 | Current rate 
Springfield, Mass_.-........ $10. 00 $16. 50 || Mansfield, Ohio.__.__.-_.- $5. 00 $10. 00 
Providence, R. I_....----- 10. 00 16. 50-17. 00 || Little Rock, (eee 4.00 9. 50 
Histone; Va... ........- 5. 00 10.50 |} Oklahoma City, Okla... __- 4.00 9.00 
New Orleans, La._...---.- 4.00 0 56 ii Peoria, Ti... ............. 5. 00 10. 00 
UE OER Ga oon oviieee naa 5. 50 10.50 || South Bend, Ind____.____-- 5.00 10. 00 

PU Gt nikon dn barere 6. 50 12.50 || Columbus, Ohio_..___.____- 6. 50 9. 50-10. 00 

Do. SF 7. 50 14.50 |} Greensburg, Pa __.________- 4.00 9, 00 
New York, A 6. 00 11.00 || Cleveland, Ohio___________- | 5. 00 11. 50 

Tce aa 9. 90 19.00 || Syracuse, N » eae eat | 5. 25 10.00 
Philadelnhia, Pa.t________- 8. 50 18.00 || Albany, N. Y_- Ee are 5. 50 10. 00-10. 50 
Dallas, Tex.- chants 4.00 9.50 || Washington, We ss: 7. 70 17. 00 
Birmingham, 2 NS 4.00 9.00 || Charlotte, N. C_.________-- 5.00 9. 50-10. 00 
BE i Ps ons cocnsecess 9.00 14.00 |; San Francisco, Calif.____- 5. 50 00 
THI, POE <nacncnsaxece 5. 00 8.00-9.00 || Los Angeles, Calif_- 8. 00 12.00 
Nashville, Tenn..........-- 4. 50 9. 00-9. 50 || 

Hi i 





1 Bedrooms have risen from 50 percent to 75 percent since 1946-47. 
2 The Hotel New Yorker, New York, has within the past 2 months increased its sample room rates from 


$1 to $3 per day 
3 The Benjarnin Franklin Hotel, Philadelphia, Pa., has within the last month raised its sample room rates 


from $1 to $2 a day. 
NotTe.—With respect to both the Hotel New Yorker and Benjamin Franklin Hotel, it is noteworthy 
that the very same sample room when used as a transient bedroom is generally half-priced. 


It is the basic premise of the National Council that hotel rates for bedrooms 
and sample rooms have increased in the past 5 years out of all proportions to the 
increase in the cost of hotel operations. The figures we have just cited provide 
demonstrable procf of our contention. But beyond this we contend that the 
salesmén, not to mention the traveling public, are today the victims of gouging 
and questionable practices on the part of some hotel managements against which 
salesmen have no defense, the number of available and suitable hotels being 
limited, particularly in smaller and middle size cities, and even in the large cities, 
the number of centrally located suitable hotels are limited. 

(1) The following practice is so widespread that it can safely be said to be of 
common, Nation-wide usage. A salesman engages a “sample room”’ for the pe- 
riod of his stay ina city. For this he pays, as you will see from the above figures, 
a rate far in excess of what the hotel ordinarily receives for a transient accom- 
modation. When he desires to have a cot to sleep on put in the room at night, 
he is then charged an additional rate ranging anywhere from $2 per night up to 
the full daily rates charged for regular accommodations by the hotel. 

(2) Some hotels, during market weeks, when a number of salesmen banded 
together into a “‘show group” reserve whole floors—and often as many as two to 
three floors—to exhibit their lines, follow the practice of having one man register 
per room although as many as five or six men “‘occupy”’ the room, but each man 
is charged the full rate for occupancy so that income on this room, per diem, may 
run as high as $30. 

(3) Of almost Nation-wide use is the practice of informing guests, upon regis- 
tration, that there are no single rooms available but that a ‘‘double’’ is ready foz 
immediate occupancy at, of course, the double rate. A salesman, dubious of 
finding other accommodations either at the late hour he may be registering or 
under the pressure of a number of business appointments that he must keep dur- 
ing the day, is without choice and takes the double room at the increased rate to 
insure a place to sleep that night. 

The hotel industry is, and rightfully should be, privately owned. Nevertheless, 
the hotel serves the community in the capacity of a quasi-public-service institu- 
tion. The segment of the public which is compelled to depend upon the accom- 
modations provided by these hotels should have some protections against over- 
charging or overreac hing practices being visited upon them either directly or 
indirectly, at a time when they have no other choice. 

The figures quoted in this statement present hard and concrete facts acquired 
through the direct experiences of our membership and submitted in reports to 
the National Council offices. They have not been derived through the medium 
of the survey or poll that can too easily be rigged to establish whatever points 
the surveyors or pollsters may wish to establish. 

The harm that is being done through these increases transcends in injury to the 
salesmen alone: for while we salesmen often have to absorb the expense ourselves, 
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which seriously affects our earnings, and our firms likewise are affected, the damage 
goes beyond this. 

The cost of doing business today has increased to the extent that the manufac- 
turer, who must absorb this increase within his selling cost, must inevitably pass 
this increase on to the ultimate consumer, the public at large. Such increases, 
therefore, make a direct contribution to increased costs of living and to inflation. 
The total increases in the cost of travel today—the rises in hotel, transportation 
and communications rates, plus the local, State or Federal taxes imposed on all 
three, plus the generally increased cost-of-living expenses on the road is making 
the cost of doing business prohibitive for a majority of traveling salesmen and 
their firms. 

In the absence of rent control, the run-away rate of increase for transient hotel 
accommodations may well become even higher than it is at present—as it would 
undoubtedly become for private occupancy were these latter to be decontrolled. 

We respectfully wish to direct the attention of this committee to the fact that 
there is substantially no hotel building going on at the present time. This means 
that the hotel business is even less competitive than that of private housing: 
while the problem of hotel occupancy, especially in cities that are the centers of 
business and industry, is comparably just as acute as with that of private homes 
and dwellings. ; 

While we are told that the difficulty in attaining hotel reservations is leveling 
off, one has only to query the average traveling salesman to discover that there 
is no appreciable easing of his problem of assuring advance hotel reservations 
throughout the principal cities of the United States. 

It is our carefully considered conclusion, based upon our knowledge of existing 
conditions, that decontrol of hotels was effected before normal competitive 
conditions could establish normal and adequate controls over the rates for transient 
and commercial occupancy of hotel accommodations. 

We, therefore, ask this committee to report out favorably the reestablishment 
of control over transient hotels in order that relief may be afforded the traveling 
salesmen dependent upon these accommodations for their means of earning their 
livelihoods, This does not mean that National Council opposes justifiable in- 
creases in hotel rates, but we maintain that without control, hotel rates have risen 
sharply and may well continue to rise beyond anything justifiable in relationship 
to the increased costs of hotel operation. 

B. There is an urgent need for this Congress to make clear by a declaration or 
if necessary by an amendment, that the Defense Production Act authorizes the 
inclusion in the regulations relating to wage and salary controls necessary safeguard 
against unjustified and indiscriminate decreases in wages and earnings similar 
to the authority established by Congress in World War II. 

The National Council of Salesmen’s Organizations, Inc., construed the purpose 
and intent of Congress in passing the Defense Production Act of 1950, as amended, 
and in particular title 4 thereof, to stabilize our economy so as to avoid the 
inequities and dislocations caused by the defense program. We endeavored to 
urge upon the Salary Stabilization Beard our position that the wholesale salesmen 
in a time of growing shortages of civilian goods can become, and from experience 
we know actually do become, in some instances, the object of a few short-sighted 
employers achieving profits at their expense and thereby, in effect, these employers 
are profiteering in wartime economy contrary to the expressed intent of Congress 
in authorizing the stabilization program to prevent such ‘‘wartime profiteering.”’ 

We contended that experience has proved that in a wartime market these few 
emplovers resort to the following types of employment practices witb reference to 
commission salesmen which have no economic justification in the vast majority 
of cases other than to enhance the employers’ profit position at the expense of the 
sales staff. 

1. Indiscriminate reductions in commission rates, curtailment of territory, 
changing of salesmen’s accounts to house accounts, biring of salesmen at 
lower rates than previously paid for same territory, charging salesmen for 
displays, advertising, promotion, et al. 

2. Shifting of pattern of payment, i. e. from commissien to salary or vice 
versa. 

3. Unfair and“unecessary withholding of available merchandise from 
salesmen. 

Our arguments that when Congress used the term ‘stabilize’? wages and sal- 
aries, it meant just that and that under certain circumstances true stabilization 
must include deflationary safeguards as well as inflationary prohibitions, were met 
by the Salary Stabilization Board with the answer that they did not believe they 
had the authority under the Defense Production Act of 1950 to prevent decreases 
in earnings through such employment practices as described above. Conse- 
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quently ,although it is still our position that Congress never intended stabilization 
of earnings to be a one-way street, we are requesting vour committee to clarify 
the power to issue regulations relating to the control of wages and salaries as 
presently set forth in section 402 of the act. 

The prohibition of empJoyment practices outlined above will not in any way 
harm or hinder emp'overs in the conduct of business in accordance with the mcst 
efficient principles of good management. National Council recognizes that there 
may very well be instances when there must be changes in the sales practices by 
employers due to economic conditions bevond their control. In such instances 
where there are bona fide reasons the Salary Stabilization Board could merely 
require a report to be filed stating such reasons so that they could be reviewed and 
“bona fides” could be determined. On the other band, such a requirement would 
have a most salutary effect on those few selfish emplovers who may seek to utilize 
such unfair practices contrary to the basic stabilization intent of title 4 of the act. 

The National Council of Salesmen’s Organizations, Inc., therefore urges that 
Congress either by declaration or by an appropriate amendment to section 402 of 
the act, make clear that it authorizes the President to issue regulations not only 
probibiting increases in wages and salary where necessary in the interest of 
stabilization, but also the power to include in such regulations safeguards against 
indiscriminate and unjustifiable cuts in the earnings of employees. Certainly 
insofar as Commission salesmen are concerned, the effect of authorizing the in- 
clusion of such safeguards in the regulations governing the earnings of outside 
salesmen would achieve the effect of stabilizing the cost of living of over a million 
employed salesmen who otherwise may be subject to manipulation and other 
disruptive practices resulting from abnormal market conditions of scarcities. 
Furthermore, such safeguards would be entirely in accord with the express 
language in section 401 of the act ‘‘to protect consumers, wage earners, investors 
and persons with relatively fixed or limited income from the undue impairment 
of their living standards.”’ 

To further highlight the necessity of empowering the wage and salary stabiliza- 
tion administrators to protect the wholesale commission salesmen in the manner 
described above, the nationa] council would like to point out that what is needed 
for the wholesale salesmen is something akin to the Capehart amendment which 
permits management to reflect in their ceiling prices the increased costs of their 
product. The salesmen likewise had sharp increases in their costs of selling for 
which no provision has been made in the stabilization regulations. The empower- 
ing of the President to include in the stabilization regulations safeguards against 
the practices which we reiterate have no economic justification, would be a step 
in the direction of assuring the wholesale salesmen of America that they are not 
the forgotten employee group. 

We are indeed confident that a realistic appraisal of the wholesale salesmen’s 
position in the economic life of our country by your committee will result in 
positive action being taken at this time when the Defense Production Aci of 1950 
is being reevaluated, to alleviate the dire econemie plight in which the wholes le 
salesmen find themselves due to the continuing sharp rise in the costs of selling 
their merchandise and on the other hand the Jack of adequate protection under 
the act as interpreted by the administration from those disruptive practices 
which result from abnormal] market conditions and scarcities. 

Respectfully yours, 
NATIONAL CoUNCIL OF SALESMEN’S ORGANIZATIONS, INE 
By Lovis A. Capa.po, President. 


Dated: March 4, 1952. 





CONGRESS OF THE UNITED StareEs, 
HovsrE OF REPRESENTATIVES, 
Washington, D. C., April 29, 1952. 
Hon. Brent SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington 25, D. C. 

DrarR CHAIRMAN: The Utah Association of Ice Cream Manufacturers has 
asked that the enclosed letter be made a part of the record of the hearings now 
under way with reference to the extension of the Defense Production Aet. 

May I most respectfully request that the enclosed letter be made a part of the 
record of your hearings. 

Sincerely yours, 
W. K. GRANGER, 
Member of Congress 


Enclosure. 
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Uran Association or Ice CreaM MANUFACTURERS, 
: Ogden, Utah, April 23, 1952. 
Representative WALTER K. GRANGER, 
House of Representatives, Washington, D. C. 

Dear Str: The Utah Association of Ice Cream Manufacturers, representing 
over 90 percent of the ice-cream industry in Utah, has gone on record as being 
opposed to extension of price controls beyond the expiration date of June 30, 1952, 
for the following reasons: e 

Except for extreme short-time emergencies during which time certain resources 
may be unavailable for sudden and large changes in demand, price controls 
cannot function as effectively as a free market in guiding a consumer in choosing 
what he buys, facilitate the movement of goods and services from producer to 
consumer, or indicate to producer the goods the consumer wants to have produced. 

Price controls mean heavier burdens for the taxpayer because price controls 
necessitate a Nation-wide organization costing money to the taxpayer as well as 
diversion of manpower and other resources from productive channels. 

Price controls do not permit the free market-price system to exercise its legiti- 
mate function of distributing goods and is in effect profit control since profits are 
the basic determination in the adjustment of price ceilings. 

Our association also represents a considerable majority of the dairy products 
other than ice cream in our State and want also to go on record as opposing the 
price controls on dairy products for the following reasons: 

A program of price controls for dairy foods is the poorest way in which this 
major food industry, with its important contribution to health and morale of our 
country, can be prepared for a national emergency during this period of rearm- 
ament. 

The present supply of dairy foods is sufficient for current domestic needs, so 
that arguments for price controls based on scarcity are not valid. 

The lifting of price controls on dairy foods at this time will not result in infla- 
tionary price advances, so the argumeprts for controls on run-away prices are 
not valid. 

Price controls should be ended on dairy products promptly to restore incentives 
and permit flexibility within al] branches of our industry so production wil] be 
expanded and adequate industry facilities will be maintained. 

We would like to point out that production of dairy products in our country 
has decreased steadily since the peak year of 1945 and, unless price controls are 
lifted, with profit incentive and free-pricing system allowed to function, the quan- 
titv of available dairy products will reach an all-time low in 1952. 

The Senate Banking and Currency Committee now conducting hearings on this 
ques ion, which is vital to our Nation in genera] and the dairy industry in partic- 
alar, should be aware of conclusions reached by our Utah association. 

Your cooperation and support is respectfully urged on this important question. 

Sincerely, 
Uran AssocraTion oF Ick CREAM MANUFACTURERS, 
Cart J. Harwarp, Secrelary-Treasurer. 


CONGRESS OF THE UNITED STATEs, 
House or REPRESENTATIVES, 
Washington, D. C., April 28, 1952. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington, D.C. 

Dear Mr. Spence: As per telephone conversation which my secretary had 
with the clerk of the committee, I am attaching several copies of a letter directed 
to you by Mr. A. M. Summers, assistant price and priorities manager for the 
Brunswick-Balke-Collender Co., 623 South Wabash Avenue, Chicago 5, IIl. 

I am submitting this testimony for inclusion in the record in connection with 
the hearings on the Defense Production Act. * 

You will also find attached a copy of the Brunswick catalog for the committee’s 
information. 

Sincerely yours, 


Frev E. Bussey, Member of Congress. 
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Marcu 14, 1952. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington, D. C. 

DEAR CONGRESSMAN SpEeNcE: The price-control powers provided by the 
Defense Produetion Act have for their basic purpose the promotion of the national 
defense. Congress did not intend these powers to be exercised to blanket the 
whole economy, as evidenced by the exemption of many commodities and services 
which do not adversely affect the promotion of the national defense and which 
make no significant contribution to our national economy. 

The Brunswick-Balke-Collender Co. respectfully requests that the prices’ of 
bowling and billiard equipment, supplies, and maintenance and repair services 
be exempted from the exercise of the authority conferred by title IV of the Defense 
Production Act, on the grounds that control over the prices charged for these 
materials and services is neither necessary nor appropriate to effectuate the 
purposes of the Defense Production Act. The normal demand for these materials 
and services is so limited that increases and decreases in prices have no impact 
whatsoever on the national economy; the total volume of sales is too small to be 
weighed in the balance between purchasing power and supply of goods and services; 
and the prices charged for these commodities and services will neither impair 
living standards nor be in any way incompatible with the purpose and intent of 
the Defense Production Act. 

The Brunswick-Balke-Collender Co. represents the bowling and billiard equip- 
ment and supplies industry. It has consistently sponsored and promoted the 
games of bowling and billiards for the past 106 vears and has been primarily 
responsible for the present universal interest and participation in these recrea- 
tional sports. It presently maintains a large factory in Muskegon, Mich., 
another in Marion, Va., executive offices in Chicago, Ill, and 27 branch offices 
in the principal cities of the United States. It sells 77.2 percent of the total 
volume of bowling and billiard equipment sold in the industry and is the only 
firm in the industry which exclusively Manufactures, distributes, wholesales, and 
retails a complete line of bowling and billiard equipment nationally. 

The normal demand for the subject materials and services is extremely limited. 
The largest source of income is the sale of new bowling-alley installations. The 
volume of this business normally varies from 250 to 325 sales per year. Each 
installation is custom-built, engineered to fit the premises in which the alleys 
are installed. Because of the uniform specifications established and maintained 
by the American Bowling Congress, bowling-alley installations require premises 
of single-purpose design. This usually requires the construction of new buildings. 
Last year the building restrictions imposed by the National Production Authority 
severely curtailed our sales and impaired our earnings. Our total volume of new 
bowling-alley installations was 126 sales. 

The second largest source of income is the sale of bowling pins to bowling-alley 
proprietors. The Office of Price Stabilization has exempted bowling pins with 
the following statement of considerations: 

“The commodities exempted are of minor significance to the economy and have 
but a trifling effect on the cost of living, the cost of the defense effort, and genera! 
current industria! costs. ‘These commodities are not so related to any commodities 
which are important to the cost of living, the cost of the defense effort, or to general 
current industrial costs as to have any effect on the controls of commodities re- 
maining under ceiling-price restrictions. Furthermore, any ceiling-price restric- 
tions imposed on these commodities would involve an administrative and enforce- 
ment burden out of all proportion to the importance of keeping them under price 
control. Considering the types of commodities exempted, this amendment will 
not have any material effect on the general level of prices.” 

The third largest source of income is the sale of bowling-alley modernization 
equipment to bowling-alley proprietors. This equipment is purchased to replace 
obsolete or worn-out equipment or to modernize existing alleys with new or 
improved equipment. This tvpe of purchase is an additional capital investment 
made to increase earnings or it might be said is a replacement cost to maintain 
earnings. All items of equipment in this category are built to give satisfactory 
performance for from 15 to 24 vears. The cost is depreciated over a long term 
and is a very insignificant factor in the cost of doing business. Sales are non- 
recurring, and the volume is very small. <A total of 814 persons in the entire 
country bought Brunswick equipment last vear, 
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The other sources of income are the sales of bowling balls, bags, and shoes; 
bowling-alley supplies and finishes; the maintenance and repair of bowling alleys 
and equipment; billiard tables; and billiard supplies. Bowling balls and shoes 
are sold to bowling-alley proprietors and dealers for house use and to individual 
bowlers for their personal use. Every bowling-alley establishment is equipped 
with bowling balls, the use of which is already included in the price of the game 
of bowling. Most establishments have rental shoes and locker facilities. A 
bowler does not have to invest in a ball, a bag, or a pair of shoes to enjoy partici- 
pation in this recreational sport. 

The maintenance and repair of bowling alleys and equipment is an extremely 
competitive phase of our business. Most of our competitors are individuals or 
small groups of individuals who have no overhead other than a small truck, a 
sanding machine, and a carpenter’s kit. None of the services we supply are 
profitable. They are maintained solely as an accommodation to bowlers and 
bowling-alley proprietors to maintain and promote the present fine standards of 
play. 

Another source of income is the sale of billiard tables and billiard supplies 
which are priced to sell at retail. They are purchased by some individuals for 
personal home use and by others for commercial use. The price is the same to 
all purchasers, without regard to the ultimate use of the equipment and supplies. 
Again the market is very limited. A billiard table is an expensive investment and 
lasts indefinitely. Many are still in operation after 40 vears of service. Last 
year our company sold billiard tables to a total of 810 persons in the entire 
country, 

The bulk of our sales volume of billiard supplies consists of the sale of billiard 
cloth, cushions, and balls, These are obviously items which are purchased only 
by billiard-table owners. The purchase of cues is a matter of personal indulgence. 
Every billiard establishment offers a wide selection of cues, the use of which is 
included in the price of a game of billiards. Neither ownership of a table nor 
ownership of a cue is essential to participation in this sport. Total sales of cues 
last year was less than $200,000. 

We believe it is evident that our materials and services are not cost-of-living 
items, that the prices charged will not dissipate savings or impair the standard 
of living, and that Federal control of these prices can contribute nothing to the 
maintenance of a reasonable balance between purchasing power and the supply 
of consumer goods and services. Price controls actually retard our research and 
development program, impair our earnings, and interfere with our defense pro- 
duction. 

On October 23, 1951, we filed a petition with the Director of Price Stabilization 
for the decontrol of bowling and billiard equipment, supplies, and maintenance and 
repair services. A copy of this petition is attached hereto as appendix A. Con- 
sideration of this petition was divided between two divisions of the Office of Price 
Stabilization. 

The Consumers Durable Goods Division concluded that bowling balls should 
remain under price control, billiard equipment and supplies should be held in 
abeyance pending further consideration, and bowling pins should be exempted. 

The Industrial Materials and Manufactured Goods Division took the balance 
of our petition under consideration. It was assigned to the Building Materials 
Branch for action. After 2 months of study, including many discussions with 
industry representatives, the Branch recommended that the prices of bowling 
alleys, bowling equipment, and the maintenance and repair thereof be exempted 
from price controls. The Division deferred action on this recommendation from 
December 1951 to February 1952 and then rejected the recommendation and 
directed the Branch to reverse its conclusions. We have not been informed of 
their reasons for this action but believe it is due to a general resistance to decontrol 
rather than to a refutation of the merits of our specific case. 

One objection, voiced by the Director of the Services Division of the Office of 
Price Stabilization, was that any price increase permitted by the decontrol of our 
materials and services might become a cost factor which would entitle bowling and 
billiard proprietors to an increase in their ceiling prices. It is the same argument 
that was advanced by the plaintiff in the caseof the Philadelphia Coke Co. v. Bowles 
((ECA 1943) 1939 F. 2d 349). In that case. the court denied that a business was 
entitled to an increase in its price ceilings because price increases granted to its 
suppliers resulted in higher costs and held that, to warrant an increase, the business 
would have to show an unreasonable decrease in profits. 

In the case of the billiard and bowling industry such an argument is absurd. 
A proper allocation of the depreciation of a complete bowling-alley installation, 
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including equipment, amounts to approximately 2 cents per bowling game. The 
allocation of the total costs of normal, or average, maintenance and repair services 
is 0.00166 cent per game. The entire cost of bowling pins is a little less than 3 
cents per game. Thus less than 6 cents per game is represented in the entire 
investment, maintenance, and operation of a bowling-alley establishment. 

The above statements are proportionately true of billard-table and _ billiard- 
equipment sales. In the year 1950 (prior to price controls) our sales of billiard 
equipment and supplies averaged $12.75 per table. This is a cost of approxi- 
mately 1 cent per hour of play. The amount of depreciation of the table, allocated 
as a cost of operation, is approximately 4 cents per hour of play. 

The Services Division’s exercise of its price-control powers over the bowling 
and billiard-playing privileges sold by bowling and billiard proprietors sharply 
conflicts with the reasons advanced by its Director in support of his objection to 
the exemption of the balance of our materials and services. The Services Divi- 
sion has not only taken cognizance of the above-cited decision but has interpreted 
“an unreasonable decrease in profits’? to mean cost increases of such magnitude 
as to threaten the continued operation of a service business. We quote from a 
letter received by us from the Office of Price Stabilization: 

“Your legal (price) increase may not be passed on by adding to the ceiling price 
established for the service operator under Ceiling Price Regulation 34. If, over 
a period of time, such increases become one of the factors causing an over-all 
impairment of pre-Korean earnings and threaten the operation of his service, 
your purchaser may be able to qualify for a legal adjustment by individual 
application. However, as each is an individual application, there is no way to 
determine definitely whether an adjustment might result.” 

Time and again we have submitted information establishing the insignificance 
of our prices on the purchaser’s cost of doing business. The information has been 
dismissed with the reply that ‘‘our conclusions do not take into consideration 
services of like nature which may be rendered by others.’’ We have never been 
able to obtain an explanation of this generalization. 

If, the Services Division’s objective is a statement of principle, it is inimical 
to the principles promulgated by the Defense Production Act, as amended. It 
is the same principle that was propounded in the denunciation of the 1951 amend- 
ments to the Defense Production Act. Adherence thereto would prohibit the 
exemption of any commodity or service, however irrelevant, and would blanket 
the entire economy with controls; it would resurrect many of the questionable 
policies of the OPA. 

The Services Division is the administrative unit that argued the necessity of 
maintaining controls over the prices charged by barbers and beauticians, which 
prices were decontrolled by the Defense Production Act of 1950, as amended, 
July 31, 1951. We believe the Division personnel is overly zealous in its efforts 
to control business. 

The Industrial Materials and Manufactured Goods Division was influenced by 
the objections of the Director of the Services Division. The Consumer Durable 
Goods Division was not, and its recommendation to exempt bowling pins was 
approved by the Director of Price Stabilization. The one operating supply item 
required by our customers more than any other is bowling pins. It is our in- 
dustry’s second largest source of income, The Services Division Director’s ob- 
jection was further refuted by the statement, made by the Office of Price Stabili- 
zation, that the price of bowling pins was not so related to the costs of doing 
business as to have any effect on the controls of commodities or services remaining 
under ceiling-price restrictions. Our other materials and services will have even 
less effect on the costs of doing business and on the controls of commodities or 
services remaining under ceiling-price restrictions. 

The whole story of our industry emphasizes the insignificance of its relationship 
to any price stabilization program. October 19, 1945, the Office of Price Admin- 
istration exempted our materials and services, with the following statement of 
considerations: 

“The average bowling-alley operator’s purchase of supplies, plus a proper 
allocation of depreciation on his equipment, amounts to only a small percentage of 
his sales. In like manner, the purchase of billiard supplies and the depreciation of 
billiard tables amounts to a small percentage of the operator’s sales. For the 
above reasons, it is concluded that the exemption of these commodities from price 
control will not significantly affect the cost of living or the cost of doing business.” 

These statements are still true today. 

If the objectives of the Defense Production Act are ignored by the OPS, and the 
present piecemeal consideration of petitions continues to produce discordant 
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results, our small industry and the OPS could continue to dissipate man-hours and 
money indefinitely. One division of OPS is currently expending considerable 
time, effort, and money in an attempt to force us to comply with an interim 
regulation which we contend does not apply to us. They have even threatened 
enforcement action. Their justification is their own technical interpretation of 
the wording of the regulation. The division personnel are divided in their opin- 
ions as to whether or not we are subject to the regulation, and devote a considerable 
part of their time to discussing the pros and cons of the situation. 

The subject of this weighty controversy is one of our minor commodity cate- 
gories. We have been pricing under the General Ceiling Price Regulation, and it 
is contended that we should price the same items under Ceiling Price Regulation 
22 as well as under GCPR. This would give us two different ceiling prices for 
each item. The division proposed to solve this problem by giving us a weighted- 
average ceiling price, based upon the submittal of sales records, of a type which 
we do not maintain. They then decided to force us to comply with the reporting 
requirements of CPR 22, and discuss the pricing problem at a later date. That 
is the current status of this incongruity. 

We have been confronted with innumerable and inexplicable clashes of person- 
alities. conflicts of opinion, jurisdictional disputes, and reversals of thought and 
action, within the OPS organization. We have fought delays and deferments, 
and have failed to receive written responses to many of our letters. 

This petition is filed as a conscientious effort to avoid further unnecessary 
administrative burden and waste, and to devote full attention to our defense 
production, and to the maintenance and installation of bowling and _ billiard 
facilities. Both Government and civic leaders have always considered bowling 
and billiard facilities to be important factors in maintaining a high level of morale 
and productive efficiency, as well as the physical well-being of defense workers; 
and also as a major factor in combating juvenile delinquency. 

We repeat our request for exemption on the grounds above stated, and on the 
basis of the above-quoted statement of considerations issued by the Office of Price 
Stabilization in support of the decontrol of bowling pins. 

Respectfully submitted. 

Tue BruNswicK-BALKE-COLLENDER Co., INC. 
By B. E. BenstnaEr, President. 





APPENDIX A 
OcroBER 23, 1951. 
DirREcTOR OF PRICE STABILIZATION, 
Washington, D. C. 

Dear Sir: As you may know, we are primarily a manufacturer and mer- 
chandiser of bowling alleys, billiard tables, and bowling and billiard equipment 
and supplies. Our 106 years of successful enterprise has been based upon our con- 
stant efforts to provide quality merchandise and quality service to bowling and 
billiard proprietors throughout the United States. We maintain a program of 
laboratory and architectural research and development, and of extensive national 
advertising and promotion; and retain the skilled services of draftsmen, techni- 
cians, sales engineers, and mechanics for our customers. All of these services are 
essential to the proper sale, construction, and installation of bowling alleys, billiard 
tables, equipment, and supplies. All of these costs are considered in determining 
the prices of our merchandise. 

Last vear the sale of bowling alleys accounted for 35 percent of our gross sales. 
The first essential step required to make a bowling alley sale is to have a sales 
engineer inspect and measure the premises, or study the plans of proposed new 
premises, in which the bowling alleys are to be installed. The second step is to 
have a draftsman prepare a lay-out of the bowling alleys, superimposed upon the 
floor plan of the available premises. The third step is to prepare a bill of materials 
covering the requirements of the individual job site and the proposed installation. 
The fourth step is to invite the customer to select the combination of materials 
and equipment he wants to buy. There are more than 300 component parts to a 
bowling alley and the combination selected by each customer invariably differs 
from that selected by other customers. 

The next step is to ascertain the union-wage scale and working standards in the 
proposed site locale. Bowling alleys are not manufactured. They are custom 
built, and constructed, by union carpenters, on the premises in which they are 
installed. Other mechanics install the equipment, and electricians make the hook- 
ups necessary to put the equipment into operation. 
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It is only after all of these steps have been taken that we can negotiate a con- 
tract price with each customer. Inasmuch as no two bowling alley installations 
are alike, and wage rates vary from one locale to another, every sale must be 
considered to be the sale of a new commodity (if a construction job is defined as 
a commodity). We have a different ceiling price for every sale made in the base 
period and will have a different ceiling price for every future bowling alley sale. 
We consider it impossible to find a comparison commodity in each instance, and 
believe that any effort to do so would not only seriously curtail our sales, but would 
impose an administrative burden upon you that would be completely dispropor- 

tionate to its contribution to price stabilization. 

The contribution which any control of bowling alley sales prices might make 
to the fulfillment of the purposes of the Defense Production Act is negligible. The 
average bowling alley proprietor buys new alleys only once in his lifetime. The 
alley beds will last from 25 to 30 vears, and the equipment from 15 to 24 years, 
if properly maintained. Since World War II, we have made from 200 to 325 
bowling alley sales a year. Because of the National Production Authority’s 
Order M-—4A, restricting the construction of buildings for recreational purposes, 
we have made only 109 sales this vear; and because of M-4A and the NPA Con- 
trolled Materials Plan, which has substantially reduced the number and quantities 
of products we can make, and because of the increasing volume of our production 
of defense items, we will make still fewer sales next vear. Therefore, bowling alley 
prices will affect fewer than 100 prospective purchasers in the entire country. 

In view of the above facts, we believe the exemption of bowling alleys from 
price control is practical, and consistent with the intent of the Defense Production 
Act. 

We further believe that bowling and billiard equipment and supplies should be 
exempted from price regulations, for the following reasons: 

As stated above, bowling-alley equipment, properly maintained, lasts from 
15 to 24 vears. An average of 15,000 games, or lines, are bowled on each bowling 
alley per vear. A proper allocation of depreciation would amount to approxi- 
mately 1 cent per game. Accordingly, any price increases to which we would be 
entitled, because of the increased costs, would increase the bowling-alley pro- 
prietor’s cost per game by a very small fraction of a cent and certainly will not 
create a need for increases in the prices charged by the proprietors. 

Bowling-alley equipment is initially sold as component parts of the bowling 
alley, and is subsequently sold only as original component replacements, or as 
additional modernizing components which the customer did not include in his 
initial bowling-alley purchase. Last year, 2,190 proprietors purchased replace- 
ment, or additional equipment. This vear, to date, only 814 proprietors have 
purchased such equipment. The diminishing quantities of controlled materials 
being allocated for production of this equipment will reduce the available supply 
and further curtail sales. Accordingly, the price of the equipment will affect 
fewer than 800 prospective purchasers in the entire country, and none of these 
will purchase the same equipment again for 15 to 20 years. 

The above statements are proportionately true of billiard-table and_ billiard- 
equipment sales. These sales accounted for 14.4 percent of our 1950 gross sales. 
Statistically 1,401 persons bought tables in 1949, 1,376 in 1950, and 810 in 1951, 
to date. The average life of a billiard table is estimated to be 25 years, although 
many billiard tables have been in use for over 50 vears. Therefore, the billiard 
table, too, is a one-time sale. The playing equipment is replaced only as it 
wears out. Billiard proprietors should buy approximately $67 worth of equip- 
ment per table per vear. Our actual sales, however, averaged $12.75 per table 
last year, and have never reached the $67 industry average. A proper allocation 
of depreciation, plus the $67 industry average amounts to a maximum cost of 
8 cents per hour of play. This maximum cost is theoretical; the average is con- 
siderably less, 

The sale of bowling pins accounted for 14.7 percent of our 1951 gross sales 
Our highest priced pin, the Red Crown King pin with fiber bottom, sells for 
$28.45 per set of 10. It is guaranteed for 1,000 games and usually is kept in play 
for from 1,500 to 2,000 games. On the basis of the guaranteed minimum of 1,000 
games, the cost of these pins to the operator is 0.02845 cents per game. A 5-percent 
increase in the price would merely round this cost off to 0.03 cent. A 25- 
percent increase in price would only increase the cost per game by 0.007 cent. 
It would require a price increase far beyond anything we might contemplate, to 
reach a cost which would tend to increase the price of bowling. And these figures 
are based upon the minimum guaranteed life of our highest priced pin. Other 
approved pins sell for as low as $13.95 per set, less than half the price of the Red 
Crown King pin. 
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The sale of bowling balls accounted for 10 percent of our 1951 gross sales. 
These are sold to bowling-alley proprietors for their own use (house balls), to 
bowling-alley proprietors and dealers for resale, and to individual bowlers for 
their personal use. We are, therefore, a manufacturer, wholesaler, distributor, 
and retailer of bowling balls. 

Many bowlers never buy a ball. Every bowling establishment is equipped 
with house balls with finger holes and spans which will fit the average bowler. 
The bowlers who do buy their own balls usually buy only one in their lifetime. A 
bowling bali lasts indefinitely. We know of no instance where a ball wore out or 
became physically unsatisfactory or unacceptable for sanctioned play. 

The sale of bowling-alley finishes, bowling supplies, and bowling bags and 
shoes account for the 15.8 percent balance of our 1950 gross sales. Finishes 
are generally sold to a customer only once every 2 years, when he resurfaces his 
alleys. Supplies and finishes are sold on small-goods orders and our accounting 
records do not indicate the number of proprietors who purchase finishes and 
supplies. However, our accounting records do show that our 1950 sales of sup- 
plies and finishes average $22.22 per alley. This is not an industry average, but 
a Brunswick-sales average. Industry averages are not available, as far as we 
know, but the cost, per game, is insignificant. 

In the words of Chester Bowles, OPA Administrator, in his amendment 4 to 
OPA Supplementary Order No. 126, dated October 19, 1945, ‘‘The average 
bowling-alley operator’s purchase of supplies, plus a proper allocation of de- 
preciation on his equipment amounts to only a small percentage of his sales. 
In like manner, the purchase of billiard supplies and the depreciation of billiard 
tables amounts to a small percentage of the operator’s sales. For the above 
reasons, it is concluded that the exemption of these commodities from price 
control will not affect significantly the cost of living or the cost of doing business. 
Accordingly, approximately 3,000 items of bowling and billiard equipment and 
accessories are exempted from price control” 

We therefore request that bowling alleys, billiard tables, and bowling and 
billiard equipment and accessories be exempted from price regulation. The 
undersigned will be pleased to submit any additional information you may need, 
and to discuss this with you in person at your convenience. 

Very truly yours, 
THe Brunswick BaLKE COLLENDER Co., 
A. M, SumMMeERs, 
Assistant Price and Priorities Manager. 





PRESENTATION IN BEHALF OF BOWLING PROPRIETORS ASSOCIATION OF AMERICA, 
Inc., A MEMBERSHIP ASSOCIATION 


The purpose of the presentation: To urge upon Congress the exemption of 
bowling from price controls in the proposed amendments to the Defense Produc- 
tion Act of 1950, as amended. 


OUTLINE OF CONTENTS 


Bowling, like motion pictures, theaters, barbers, and beauticians, should be 
exempt from price-control legislation for the following reasons: 

1. This activity is not embraced in any of the categories specified by Congress 
as the reasons and purposes of price-control legislation. 

2. The expenditures of bowling, with or without price increases, do not affect 
the national economy. 

3. The expenditures for bowling, with or without price increases, do not affect 
the national-defense program. 

4. The cost to the Government for the supervision and enforcement is incom- 
mensurate with the questionable benefits of price controls over bowling. 

5. The possible benefits of price controls are so inconsequential as not to 
warrant subjecting this activity to legislation. 

6. Bowling is not a service within the intent of Congress, as stated in the Defense 
Production Act of 1950, as amended. 


To the Honorable Committee on Banking and Currency of the United States Senate: 

1. This presentation is respectfully submitted in behalf of the Bowling Pro- 
prietors Association of America, Inc., a membership association which embraces 
the majority of the larger commercial bowling-alley establishments in the country. 
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2. It is urged upon the committee that in the proposed legislation, reenacting 
the Defense Production Act of 1950, as amended, that bowling be specifically 
exempt from price control by being treated in the same manner as motion pic- 
tures, theaters, barbers, and beauticians. It would be especially equitable to do 
so since motion pictures, theaters, radio, and television, all of which are the 
principal competitors of bowling are presently exempt, by the act, from price 
controls. 

3. Such exemption from controls would not be inconsistent with either the 
Declaration of Policy (see. 2) or the aims and purposes (sec. 401) of the existing 
Defense Production Act of 1950, as amended, nor would exemption of this 
amusement materially affect the national economy or the defense program. 
Furthermore, the cumbersome record-keeping, filing of ceiling prices, and other 
burdensome duties of compliance as well as the cost to the Government of super- 
vision and enforcement are wholly incommensurate with the need for controls or 
the supposed benefit to the Nation as a whole or to the people who patronize 
this amusement. 

4. It is respectfully urged upon this committee and upon Congress that bowling 
is not a proper subject of price control. Congress has specifically set forth the 
considerations which prompted the enactment of the Defense Production Act of 
1950, as amended, by listing the purposes of price-stabilization legislation, which 
is substance are the following (sec. 401 of the act). 

(a) Prevent inflation. 

(b) To insure that defense appropriations are not dissipated by excessive costs 
and prices. 

(c) To stabilize the cost of living for workers and other consumers. 

(d) To eliminate and prevent profiteering, hoarding, and speculation. 

(e) To protect consumers from undue impairment of their living standards. 

(f) To prevent economic disturbances, labor disputes, etc. 

(g) To assist in maintaining a reasonable balance between purchasing power 
and the supply of consumer goods and services. 

(h) To protect the national economy against future loss of needed purchase 
power by present dissipation of individual savings. 

(t) To prevent a future collapse of values. 

5. It will be demonstrated that bowling does not fit into any of the categories 
specified by Congress as the reasons and purposes of price-control legislation. 
Any price controls over such goods or services which do not accomplish any of the 
foregoing purposes are unnecessary; are unintended by Congress; serve no useful 
purpose; do not qualify under the stated conditions and purposes; accomplish 
nothing for the national economy or defense program; and are a burden upon the 
small-business man, accidentally caught in the web of legislation which was general 
in nature and who is not intended to be the subject of statutory control. 

6. Applying and comparing each of the afore-mentioned purposes to bowling, 
in the same order as above listed, what do we find? 

(a) Inflation? In the bowling industry there has been no inflation over the 
price levels that existed during the period from May 24, 1950, to June 24, 1950, 
the period designated by section 402 (b) (2) and section 402 (c) of the act. A 
national survey made as of last spring indicates that increases in prices over the 
previous year were as follows: League bowling (evenings, 2.26 percent); league 
bowling (other times, 1.86 percent); open bowling (evenings, 4.32 percent); open 
bowling (other times, 3.96 percent). Since league bowling constitutes about two- 
thirds of all bowling, it appears that the highest average increase for two-thirds 
of the total business was about 244 percent and for the remaining volume of busi- 
ness such highest average increase was about 4% percent, or less. Since this 
survey, there was no additional increase in bowling prices except for the rare case 
where an application for an adjustment has been filed. It clearly appears that 
for bowling there have been no substantial increases comparable to the general 
increase in prices for other commodities or services. In short, the record of the 
bowling alley proprietors in respect of the voluntary price controls is exemplary 
and thoroughly incompatible with the concept or practice of inflation. 

(b) Dissipation of defense appropriations? Bowling is so completely unrelated 
to defense appropriations or expenditures as to be entirely foreign to that par- 
ticular problem. 

(c) Stabilization of the cost of living? Except in the case of an increase author- 
ized by OPS as a result of an application for hardship, which we are informed has 
been rather rare, there has been no authorized price increase for bowling during 
the same period. The cost of living, according to the Bureau of Labor Statistics 
of the United States Department of Labor, has increased from 181.6 in January 
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1951 to 190.2 in January 1952. During the same period there has been no price 
increase whatever authorized by OPS, except in the cases where an application 
for adjustment based upon a hardship had been filed (which as above stated, is 
rather rare indeed). Nor do the increases indicated in subparagraph (a) show 
a substantial increase from the spring of 1950 to the spring of 1951. 

Moreover, the price of bowling cannot materially affect the cost of living. For 
one thing, bowling is not a necessity; secondly, bowling, by its very nature, cannot 
substantially influence the standard of living. Bowling patrons consist of two 
types—the occasional bowler, and the “league’’ bowler. The latter belongs to a 
league or group and bowls with his or her team on a regular weekly schedule of 
three games per week, averaging approximately 32 or 33 weeks for the entire year. 
The average charge for bowling in this country varies between 30 and 35 cents 
per game (a small percentage charge a few cents less or a few cents more). If this 
amusement were exempt from controls and if each proprietor increased his price 
5 cents per game (which is hardly likely, since the price of bowling never did 
increase by leaps and bounds, nor ean it be imagined that any proprietor would be 
able to receive an increase in excess of 5 cents per game) such increased cost to a 
league bowler, that is to say, for a bowler who bowls regularly under a fixed 
schedule for the entire season, amounts to 15 cents per week or $4.95 for the 
entire vear. For the occasional bowler, it would naturally be that much less, per 
year. To a bowler who plays the game twice as often as a league bowler, an 
increase would be $9.99 for the entire vear. These are maximum increases that 
‘an be anticipated. In many cases there would be a lesser increase and in some 
cases there would be none at all. It is estimated that league bowling represents 
about two-thirds of the total bowling throughout the country. Thus it becomes, 
obvious that the possible increase in the price of bowling, if any, is so infinitesimal 
compared to the total average cost of living, as to be wholly inconsequential. In 
fact, and in support of this view, the Office of Price Stabilization, in its recent 
decontrol for bowling pins (the most expensive item of continuous replacement 
due to wear and tear), asserted, as the grounds therefor, that: 

“The commodities exempted by the amendment are of minor significance to 
the economy and have but a trifling effect on the cost of living, the cost of the 
defense effort and general current industrial costs. These commodities are not 
so related to any commodities which are important to the cost of living, the cost 
of the defense effort or to general current industrial costs, as to have any effect 
on the controls of commodities remaining under ceiling price regulations.”” (Gen- 
eral Overriding Regulation 5, amendment 4, January 30, 1952.) 

The foregoing appears to be the triteria adopted by the OPS in determining 
whether a commodity or service so affects the cost of living as to require controls 
or not. 

Bowling is less a factor in the cost of living to the average wage earner than 
are motion pictures, or theaters, judging by the extreme differences in the com- 
parative expenditure for the respective items on a national scale. Bowling and 
inflation cannot be mentioned in the same breath. The principal aim of the act, 
namely, the prevention of inflationary tendencies, has no application to this game. 
If that be so, bowling, by its very nature, excludes itself from that very purpose 
of the act. By extension of a logical conclusion it should be specifically exempted 
from controls in the act. 

(d) The elimination of profiteering, hoarding, and speculation? This purpose 
was apparently intended for speculation in scarce commodities. It obviously has 
no application to a game which cannot become the subject of hoarding, sale and 
resale at profits or speculation. 

(e) The protection of consumers from undue impairment of living standards? 
For one thing, bowling is neither a necessity nor the subject of an ‘‘urge”’ so great 
as to be comparable to a necessity, as, for example, smoking. Should it become 
necessary for a patron to bowl! less frequently (an assumption for the purpose of 
this discussion, but by no means an admission) his living standards will not be 
“unduly” impaired. It is estimated that there are less than 4,000,000 bowlers 
in this country. This is concluded from the fact that the aggregate of bowlers 
“sanctioned” by and registered with the men’s, women’s, and minors’ bowling 
associations in the United States is slightly over 2,205,000 bowlers. These are 
the “league” bowlers. League bowling constitutes two-thirds of the total bowling. 
Hence an additional third would be 735,000 more bowlers, or a grand total of 
2,940,000, or almost 3,000,000 bowlers. To this we add, for good measure and for 
possible oversights, another million. That means there are about 146,000,000 
nonbowlers among our population, constituting over 97 percent of the public 
whose living standards are in nowise affected by this subject. 
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Of greater significance in this respect is the fact that the post-Korean inflation 
which threatened to impair living standards and which caused the enactment of 
the Defense Production Act, and the controls which it authorized, did not ma- 
terially affect the volume of bowling business (for which figures are cited in 
paragraph (g) following). So that, if bowling should be considered an essential 
integer of living standards, such element of the standard of living appears to be 
immune from any impairment of its standard by outside inflationary pressures. 
The only logical explanation for this phenomenon is that the cost of bowling, in 
relation either to the national economy or to the individual bowler, is trifling, 
insignificant, and meaningless, 

(f) The prevention of economic disturbances and labor disputes? This purpose 
deals with a different subject not related to bowling, but rather to wage stabiliza- 
tion and bears no relation to the subject under discussion, 

(g) The maintenance of a reasonable balance between purchasing power and 
the supply of consumer goods and services? Again, bowling by its very nature 
cannot become the subject of such a program. Bowling is not that kind of a 
commodity or service, the sale of which varies with a fluctuating market, or 
changes in price range. The service, if indeed it be a service, cannot be stored 
or withheld for a rising market, nor can it be dumped upon a falling market, as 
might be the case with other commodities or services. This is due principally 
to the nature of the game and its physical restrictions. 

For one thing, if prices were to soar or to fall, as the case may be, bowling cannot 
be sold at a rate faster or slower than about 6%4 games per hour. That is the 
average speed of the game, regardless of how many patrons bowl at the same 
time. Furthermore, as can be expected, most bowlers desire to bowl between 
7 p.m. and 11 p. m., the usual hours available to the average person for amusement 
and recreation. Comparatively very few people are available who wish to bow] 
at other hours. In consequence, no matter how many patrons crowd the estab- 
lishment during the more popular hours, no more than 644 games per hour, per 
alley bed, can be sold. The other patrons must wait their turn, er be nonpaying 
spect.tors. On the other hand, during the cff hours, one connot induce a patren 
who must be at his work or at home sleeping, to bowl at any price. In this respect 
bowling income differs radically from motion picture or theater income, where a 
good picture or show will aitract crowds, resulting in greater revenue, whether 
the patron is seated comfortably or views the show from the “standing room 
only” section in the rear. Crowds in bowling alleys are deceptive, since they are 
not a source of bowling revenue unless they actually bowl. It follows that bowling 
is not a commodity, the supplv of which must be balanced with purchasing power. 
The supply is more closely controlled by the leisure hours of its patrons rather 
than by purchasing power. 

As an additional indication of this concept, it is respectfully pointed out that, 
notwithstanding the inflationary pressures which precipitated controls, and which, 
one would think, should have adversely affected the volume of bowling business, 
that the survey mentioned earlier, from March to May of 1950 compared to March 
to May of 1951 (commencing with the period prior to Korea and ending after the 
imposition of controls), shows a decline of only 9.34 percent. If the inroads made 
on this volume of business by television were deducted (if it could be accurately 
identified) it would show a still lesser decline in volume. This is a clear-cut 
indication that purchasing power is unrelated to the supply of this commodity. 
Most likely this negative relationship is due to the most outstanding fact that the 
amount spent for bowling is of no great consequence to the average wage earner; 
that it is, indeed, insignificant. Congress ought not to concern itself with such 
insignificant trifles. 

(hk) The protection of the national economy against future loss of purchase power 
through dissipation of savings? Conceivably, a person may dip into savings to 
make both ends meet, if purchase power is impaired. This possibility would 
apply to necessities or to the more substantial luxuries, for example, furs, cars, 
diamonds, boats, ete. To be concerned that a person would deplete his present 
bank account to a point where future purchase power would be impaired to go 
bowling or to pay an increased price for bowling is in the realm of fantasy. FEs- 
pecially so since possible increases, if any, for an entire year’s bowling must be 
of necessity so trivial an amount. 

(7) Finally, the prevention of a future collapse of values? Bowling, of itself, 
is no standard of comparison of value. Nor cansosmall an element of the national 
economy be that kind of a vardstick as to affect the whole. It is neither possible. 
nor conceivable that bowling, whose record of price stability is exemplary to the 
rest of the Nation’s activities, should become subject to price rises giving way or 
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contributing to a collapse of values. On the contrary, even with price-control 
legislation the cost of living went up (as indicated in subparagraph c), while the 
cost of bowling did not. In-short, bowling prices enjoy a stability uncommon to 
general trade. One of the reasons for this is that league bowling is sold upon a 
fixed price, by written or oral contract for the entire bowling season, which is 
invariable. In fact these contracts are usually arranged many months in advance 
of the season, so that the stability of the price is usually for a period of at least a 
full year. Open bowling, by the same token, cannot vary appreciably in price 
since, after all, bowling is bowling, be it open play or league play. The game, by 
its peculiarities, does not readily lend itself to erratic price fluctuations. If any- 
thing, it induces stability rather than variance and is an excellent influence upon 
the national economy to the limited extent that so small an activity can possibly 
influence our national expenditures. 

7. From all of the foregoing, it becomes evident that when Congress enacted 
the Defense Production Act of 1950, and its amendments, for the reasons which 
then existed, the prices charged for bowling were not the motivating causes for 
this legislation; that the factors which prompted the Congress to impose controls 
did not then, and do not now, apply to bowling; that bowling is subjected to con- 
trols by impelling conditions pertaining to the sale of commodities and services 
other than bowling; and finaly that none of the purposes of the act are accomplished 
by regulating bowling. 

8. The imposition of controls over this game has subjected the bowling alley 
operator to filing of ceiling price schedules and other additional record keeping 
and compliance provisions which have burdened the bowling operator with an 
onerous and difficult problem. Many bowling alleys maintain a snack bar for 
food and beverage refreshments. The ceiling prices on the food and beverages 
are governed by an OPS regulation (CPR 11) under which ceilings are imposed on 
the basis of percentage of ‘food cost’’ and not unit prices, as in bowling. The 
result is that in so smal! a business the operator has two incompatible standards 
of prices; that is, for food and beverages he has a variable price depending upon 
the cost of the food and beverages to him, without regard to increased costs of 
rent, heat, light and power, insurance, labor, and other overhead items, while 
in bowling there is a fixed price dependent upon a base-period price, which, 
presumably, did take into account these overhead items. Yet the overhead for 
both phases of the business is one and the same. At this late date, the Office of 
Price Stabilization has still been unable to establish any formula or rule of pro- 
cedure to allocate these overhead costs in determining applications for ceiling 
price adjustments, probably due to the difficulty, if not the actual impossibility, 
of promulgating a practical approach to the problem. 

9. In addition, enforcement of a regulation fixing the amount a patron should 
pay to go bowling, which varies from one establishment to another by only a few 
pennies, imposes a burden and expense upon the Government which is wholly 
incommensurate with the benefits such regulation could possibly attain. In fact 
when the Office of Price Stabilization decontrolled bowling pins (General Over- 
riding Regulation 5, amendment 4, January 30, 1952), it stated the following as 
among its reasons for decontrol: 

‘Furthermore, any ceiling price restrictions imposed on these commodities 
would involve an administrative and enforcement burden out of all proportion to 
the importance of keeping them under price control. Considering the types of 
commodities exempted, this amendment will not have any material effect on the 
general level of prices.”’ 

It seems incongruous for OPS to exempt bowling pins, the most expensive 
replacement item in a bowling alley and not to decontrol bowling. 

In addition, it is pointed out that bowling proprietors are small-business men. 
Bowling is not a gigantic enterprise. The cases where more than one establish- 
ment are owned by the same proprietor are few and far between. The compli- 
cated duties of compliance place a very heavy onus upon these small-business men 
who are not equipped to comply with these onerous duties as compared to big 
business, when there is so little purpose that may be accomplished by this burden. 

10. Sufficiently important and not to be overlooked is the disturbing fact that 
it may well be that Congress did not intend to regulate the price of bowling in the 
first instance, and that the Office of Price Stabilization has extended its juris- 
diction over this activity beyond the scope of the Defense Production Act of 1950, 
as amended, and beyond the authority vested in it by the Congress. A serious 
question presents itself: “Is bowling a service?’ Or does not the bowling alley 
operator merely make available to a bowler his facilities, upon which the bowler 
renders to himself his own ‘‘service’’?? Does not the bowling proprietor merely 
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sell a privilege? Did not Congress intend, by the use of the word “service,” 
something that is performed by a person such as cleaning a suit, or painting a house 
or fixing a car, etc.? 

11.‘ In point of fact, this question has completely confounded the Office of Price 
Stabilization to a point where one division of the Office of Price Stabilization, by 
its definition of the word “‘services,’’ has and still does violently contradict another 
division and the extent of the jurisdiction of the Office of Price Stabilization 
depends upon the mere accident of which division one deals with. For example: 

(a) The original general ceiling price regulation, issued January 26, 1951, 
which governed both sales and materials, as well as services, defined ‘services’ 
(see. 22) as follows: 

“This term includes any service rendered or supplied otherwise than as an 
employee, and contracts to sell or supply such services.”’ 

This is a simple definition along logical and obvious lines, wholly within the 
intent of the congressional statute. Later, Ceiling Price Regulation 34, issued 
May 11, 1951, divorced many services from general ceiling price regulation but 
excepted certain services which are still governed by the original regulation. 
A new definition of ‘‘service’’ was added (CPR 34, sec. 27 (a) (17)), which reads 
as follows: 

‘Service’ or ‘services’ means any act or acts performed or rendered, otherwise 
than as an employee, for a fee, charge, or other consideration. The term includes 
any privilege sold or granted, or any forbearance to act, for a fee, charge, or 
other compensation. The term also includes the rental of any commodity or 
services if the rental charged is not covered by another ceiling price regulation 
and has not been exempted from price control.” 

It should be noted that the Office of Price Stabilization has added to its definition 
the sale of a privilege or a rental of a service. Thereafter on June 7, 1951, the 
original general ceiling price regulation was officially reissued, embracing all 
amendments thereto up to that date. There, the definition of a service was 
given as follows: 

“This term includes any service rendered or supplied, other than as an em- 
plovee.”’ , 

Thus we have three separate definitions of the meaning of the word ‘‘services,”’ 
one of which was issued on January 26, 1951 (GCPR), which gives a fair definition 
of the term; another issued on May 11, 1951, under CPR 34, which has added 
thereto the sale of a privilege and the rental of a service, which was not contained 
in the earlier definition; and finally, a third definition issued on June 7, 1951 
(GCPR), which again reverts to the original definition and does not include the 
sale of a privilege or rental of a service. 

Whether an activity is subject to controls depends, apparently, on potluck. 
If the so-called service comes under CPR 34, the definition includes the sale of a 
“privilege,’’ but if the service comes under GCPR, the definition does not inelude 
the sale of a “privilege.”’ 

12. Does the Office of Price Stabilization have a right to include the sale of a 
privilege, or is there such a thing as the rental of a service, or can a “‘service’’ be 
rented out? 

The answer to these questions is to be found in the act itself. Congress did not 
expressly define the word ‘‘service.’’ It follows that its meaning must be deduced 
from the manner in which it is used in the statute. For example, section 402 (c) 
of the statute, in describing the manner in which regulations shall be promulgated, 
used the word “‘services”’ in such a way as fully to describe its intended meaning, 
leaving no room for doubt as to the maximum activities to be embraced by this 
word. In that section appears the clause: ‘‘* * * and general increases or 
decreases on the profits earned by sellers of the material or by persons performing 
the service * * * fitaliesours]. A “‘service’’ as contemplated by Congress 
is that which is performed by a person. It is not something that can be rented. 
tentals apply to real property and in certain instances to chattels, but not to an 
intangible activity. 

When Congress used the phrase ‘“‘performing a service,’’ it indicated what type 
of service it contemplated. ‘‘Performance’’ cannot be the subject of a rental. 
The definition of the word “service” in CPR 34 not only goes beyond the intent 
of Congress, but has created a standard which is nonexistent and which is un- 
authorized. The lack of congressional authority is indicated by the utter confusion 
on the part of OPS in its attempt to enlarge and extend its definition of services 
at one time, and to restrict it within logical bounds at another time. Nevertheless, 
bowling proprietors, having been specifically named in an OPS press release of 
May 11, 1951 (although not in any regulation), find it necessary to appeal to the 
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legislature for specific exemption. The mere fact that bowling had not been 
specifically excepted in the original statute does not of itself infer that it was 
intended to be excluded. For example, a theater or motion-picture house clearly 
performs a service in preparing and presenting its show or picture. Hence, if they 
are to be excluded, the statute must state that fact, which it does. But an activity 
which is the sale of a privilege, as the OPS puts it, is not the sale of a service, 
and, ordinarily, would not require a specific statement that it is excluded. It is 
because of the Office of Price Stabilization’s extension of its authority by its own 
definition that makes it necessary for Congress to state whether bowling, which 
is not a service, is not to be included under controlled activities. 

13. In summary, it is respectfully urged upon this committee that with respect 
to bowling there is no need for price regulation for the reasons that: 

(a) The price or expenditures for bowling do not affect the national economy ; 
and 

(b) That bowling does not qualify under any of the aims and purposes of the 
Defense Production Act of 1950, as amended; and 

(c) That no substantial benefits derive from controls to warrant subjecting this 
activity to regulation; and 

(d) That the burden upon the operator and the Government far outweighs any 
advantages to be attained by controls: and 

(e) That bowling is not a service and was not intended to be subject to controls. 

14. It is respectfully requested that the 1952 amendments to the Defense Produc- 
tion Act specifically exclude bowling along with motion pictures, theaters, barbers, 
and beauticians. 

Respectfully submitted. 

JosepH G. GuBMAN, Esq 
New York, N. Y., March 3, 1952. 





STATEMENT OF SYDNEY M. Cone, Jr., PRESIDENT OF NATIONAL ASSOCIATION OF 
FINISHERS OF TEXTILE FABRICS ON PROPOSED EXTENSION AND AMENDMENT 
or THE DEFENSE PRopucTION Act oF 1950 


The executive committee of the National Association of Finishers of Textile 
Fabrics is of the opinion that no justification exists today for the continuation 
of price controls on the finishing of textile fabrics. Our association is convinced 
that the Defense Production Act of 1950, as amended, should contain provisions 
for the suspension of price controls on textile finishing, or complete abolition of 
such price controls. - This step can have no adverse effect on the national economy 
or the purposes of the Defense Production Act. 

Current textile prices are substantially below the OPS ceilings. The same 
condition applies to the finishing charges of the commission finisher, who processes 
approximately 70 percent of the finished cotton fabrics produced each year. 

Costing and pricing of textile finishes is a complex operation. There are 
thousands of colors and print designs, as well as 578 special finishes in use at the 
present time. Confusion and uncertainty result from endless red tape of any 
price regulation, and, if continued, our industry will be further hampered in its 
efforts to emerge from the present depressed condition of the textile market. 

In the year immediately following the start of the Korean war, production in 
finished cotton fabrics amounted to approximately 7.7 billion vards. This rate 
of production exceeds the peak reached in the war vears and reflects the new 
finishing capacity built in the postwar period. In the 8-month period since 
July 1951 the production rate has dropped 15 percent as a result of the depressed 
textile market. Inventories of grey and finished fabrics at the finishing level are 
estimated to be 25 percent above the pre-Korean level. It is obvious that the 
productive capacity of the finishing industry is more than sufficient to meet 
any foreseeable demands by our national economy. 

We are confident that the Congress does not favor controls on our economy 
when it is clear that the need has passed. It is our considered judgment that 
a careful examination of the situation will sustain our recommendation to decontro] 
prices of textile finishing. 
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STATEMENT OF NATIONAL PaINnT, VARNISH AND LACQUER AssocIATION, INC., IN 
CONNECTION WITH HEARINGS ON EXTENSION OF THE DEFENSE PRODUCTION 
AcT 


The National Paint, Varnish and Lacquer Association, Inc., with headquarters 
at 1500 Rhode Island Avenue NW., Washington, D. C., is a voluntary, nonprofit 
trade association originally organized in 1888 and comprising today approximately 
1,400 members, who are engaged in the manufacture and distribution of paint, 
varnish, lacquer, and allied products, or of the materials used in such manufacture, 
and who, collectively, produce about 90 percent of the total national volume of 
paint, varnish, lacquer, and allied products. 

The long established policy of the association has always been to support any 
Government programs which are designated to protect the interests of the public 
and to strengthen the Nation’s defenses against aggression. In addition, any 
system of controls, voluntary or compulsory, which are required by reason of 
emergency and need, have and will receive the association’s support. 

We submit that, today, the bases for complete and further extension of the 
Defense Production Act no longer exist. We request that the committee and the 
Congress terminate price controls as of June 30, 1952, and modify the production 
controls of the present act. 

Any control of material, product, or service, required for the national defense 
3 or for the authorized military assistance of friendly, foreign nations, is desirable 

and is supported by the association. We believe that any congressional authori- 

zation of production or material controls should be specifically set forth and appli- 

cable only to military needs. We request that no authority be granted to permit 
any allocations, restrictions or limitations upon the use of any material or products 
4 for civilian use. A free, competitive market for civilian uses is desirable. In view 
of the recognized fact that supplies of many items are increasing and will continue 
to increase, Congress should reexamine, early next year, the portions of the act 
relating to the flow of strategic materials and end products for defense needs. 

Price controls as presently applicable to the paint, varnish, and lacquer industry 
are serving no demonstrable purpose. In fact, price controls impose undue 
burdens upon the industry, require excessive reports, and place upon the members 
of the industry, the almost impossible task of manufacturing products for sale 
under restrictive price controls, although most of the volume of the materials 
used in the manufacturing of these products are uncontrolled as to price. 

Paints, varnishes, and lacquers are devoted to two main uses. The first is 
the ordinary commonly accepted view of paint for the interior and exterior protec- 
tion and decoration of buildings and structures. About 60 percent of the dollar 
volume of the industry’s products are used for these purposes. The second is for 
the highly specialized competitive products, usually known as industrial product 
finishes. These are the specially formulated coatings which follow strict speci- 
cations and are sold only to manufacturers of products for application on their 
products as part of the manufacturing process. The finishes on furniture or on 
automobiles, or the coatings on metal filing cabinets are a few examples of literally 
thousands of such coatings. These products are many and, of necessity, vary. 
A manufacturer of such products, in reality, is a prescription man, the same as a 
pharmacist, who compounds medical prescriptions. 

The result is that it is not unusual for one single manufacturer to have 10,000 
different products or formulations. Under price control, he must compute 
separate ceiling prices and file reports in detail. This task, of itself, would 
be enough, but the industry must, and does progress, and, through laboratory 
research and development, new products, and new formulations are brought to 
market. Here, again, he must adhere to the computation, filing and reporting 
provisions of the Office of Price Stabilization. 

One manufacturer, who may be classed as a medium sized member of the indus- 
trv, has stated to us: 

“T find that in our own company we have just sent in to Washington, D. C., 
prices for approximately 4,000 special items in addition to all of our standard 
products. We do not exactly know how much this has cost us, but we feel that 
it is very high, perhaps as high as a hundred thousand dollars. We have had to 
have legai advice and have had to use many of the highest priced people we have 
on our pavroll to do the actual complicated figuring. 

‘* After it is all sent in to Washington | am convineed that there isn’t the slightest 
possibilitv that they can make any real use of the material we sent them. If this 
work is duplicated by other paint companies and then by other industries, w« 
would certainly find that the amount of dollars spent runs up in the millions and 
actually this would inerease costs rather than decrease them.” : 
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Another important factor is that by volume over 60 percent of the materials 
used in paint, varnish and lacquer products are uncontrolled as to price. For 
example, fats and oils, as well as metals used in some pigments, are either processed 
from an agricultural, parity product or are imported. No program of price 
control can be substituted for the flexibility and self-adjusting characteristics of 
a free market. To require the members of an industry to strait-jacket its prices 
within the limits of a price regulation, while, at the same time, being required to 
purchase at least 60 percent of its materials by volume in an uncontrolled market 
is imposing upon such an industry confusion, uncertainty, disruptions and unneces- 
sarv burdens. Such is the lot of paint, varnish and lacquer manufacturers. 

If prices of paints, varnishes and lacquers had skyrocketed, or if inflationary 
pressures were of such strength that the national economy were jeopardized, the 
association believes that such limitations, although burdensome, would be neces- 
sary and worth while. However, no such pressures exist, nor do they appear to be 
anticipated. Mr. Roger L. Putnam, Administrator of the Economic Stabilization 
Agency, has stated: 

“There is no justification for maintaining the burden of controls in areas where 
the controls do not presently serve a demonstrable economic purpose and where 
these controls can presently be suspended or relaxed without resulting in a wave 
of unstabilizing cause-and-effect reactions, and where they can be reimposed 
quickly and effectively whenever that might become necessary.” 

This statement is applicable to the paint, varnish, and lacquer industry. Mr. 
Ellis Arnall, in a statement on March 19, 1952, to the Senate Committee on 
Banking and Currency, in its consideration of the extension of the Defense Pro- 
duction Act, stated, in reference to suspensions of ceiling prices: 

“When I testified before this committee 2 weeks ago, I told you that the 
conditions under which price ceilings or record-keeping and reporting require- 
ments may be suspended in such areas are now under study. This study has 
made some further progress in these last 2 weeks and the committee which is 
charged with the responsibility for this study has made its first report to me. 

“This report proposes standards for the selection of certain kinds of commodities 
whose ceilings may be suspended and procedures which should be used to make 
certain that, suspension of ceilings can and will be terminated when there is serious 
danger that present ceiling levels might be pierced.”’ 

To date, the Office of Price Stabilization has effected decontrol or price sus- 
pension on only a few commodities, although some of these are fats and oils and 
cotton, which further enlarge the decontrolled material market for paint, varnish, 
and lacquer manufacturers. The economic facts have been available to OPS to 
demonstrate the decontrol of paint, varnish, and lacquer products for some time, 
particularly with respect to industrial product finishes. These products are 
sold only to a manufacturer, never reach a retail counter, are used only in a manu- 
facturing process and are made strictly to specifications in a highly competitive 
market. The operation of competitive markets for these products and the 
acknowledged fact that the manufactured end items are in great supply and now 
selling at lower prices with the attendant supply and demand effect of pushing 
down the prices of these products, results in the condition today, that only a 
few of these paints, varnishes, and lacquers are selling at or near their ceiling 
yrices. 

Why does the association, in behalf of the paint, varnish, and lacquer industry, 
object to the continuance of price controls on the industry’s products when so 
many manufacturers do not have buyers at current ceiling prices? 

First. We wish to state that our objections stated herein bear no criticism 
of the Office of Price Stabilization or of its officials. That agency and its admin- 
istrators have been as helpful and cooperative as possible. It must be stated, 
however, that price controls are never a desirable substitute for the law of supply 
and demand in a free competitive market. It is impossible for any Government 
agency, no matter how efficient, to meet the adjustment needs of the industry 
and supply the flexibility of the open market. Of necessity, the Office of Price 
Stabilization is required to establish general policies, which, by mere issuance, 
ereate inequities and disruptions. 

Second. The enormous burden, the time, money and effort spent to compute 
prices for each item, which for manv run into thousands of products, with varia- 
tions of color, grades or quality. This burden is on both large and small manu- 
facturers. The result is a computed ceiling price which bears no relation to the 
price the manufacturer can get for the product. 

Third. The complex nature of the industry’s products. Every product is made 
according to formula—each specially suited for a particular use. Colors, tints, 
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methods of application, special conditions present specific economic demands 
with variations as to costs and selling prices as between products and as between 
manufacturers. The restrictive limitations and arbitrary ceilings and formulas 
of price regulations ignore these variations, which we have attempted to describe 
above, by likening the paint, varnish and lacquer manufacturers to a corner 
druggist who fills various prescriptions for many patients of different doctors. 
The generalities of price control are not susceptible to this heterogeneous situation. 
Inequities are difficult of presentation and, when adjustments are made available, 
relief, if any, is tardy and, in most cases, inadequate. 

Fourth. The paint, varnish and lacquer industry is one of change and progress. 
New products, new formulations, new uses are developed each day. Price adjust- 
ments to fit these developments into a pattern which seeks to adhere to a pre- 
Korea base period, when such new items were unknown, places burdens on a 
manufacturer which, in light of any effect upon inflation, is excessive and un- 
necessary. 

Fifth. There is no shortage of paint, varnish, and lacquer for any use today, 
either military or civilian. In fact, the paint, varnish and lacquer manufacturer 
is seeking markets. Production has decreased. Figures released by the Bureau 
of the Census on May 12, 1952, indicated that the industry’s sales for the first 2 
months of 1952 were 10.3 percent less than during the first 2 months of 1951. 
The decrease in trade sales was 6.2 percent and the decrease in industrial sales 
was 16.1 percent. This indicates that adequate supplies exist. To burden the 
industry with nonrealistic controls in its attempts to increase its sales and to 
recover its lost markets is a failure to recognize the industry’s capacity to meet 
any demands on a competitive basis. 

Times have changed. ‘Two years ago, Korea had just begun. Now those 
conditions have changed, and so have the reasons for any continuance of price 
control. The effort of OPS to ‘‘suspend” on a selective basis, gives no guaranty 
of controls to combat inflation, but leaves authority to continue controls for the 
sake of controls. 

It is respectfully submitted that wisdom and prudence dictate a release of paint, 
varnish and lacrjuer from any relation to those commodities which are causing or 
feeding inflation. We, therefore request that the committee and Congress take 
action to remove title IV of the Defense Production Act from any legislation ex- 
tending such act, and to continue title I with an express proviso that it shall relate 
only to military allocations and shall be reviewed by Congress early in the year 
1953. 

Respectfully submitted. 

NATIONAL Paint, VARNISH, AND LACQUER ASSOCIATION, INC, 
By Dante L. BoLanp, General Counsel. 





Topacco Associates, INC., 
Washingion, D. C., May 13, 1952. 
Congressman BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
United States House of Representatives, Washington 25, D. C. 

Drar CONGRESSMAN SPENCE: I understand that testimony has been presented 
to the House Banking and Currency Committee urging the retention of section 104 
of the Defense Production Act of 1950 as amended. The policy set forth in section 
104 is in such direct conflict with the poliey set forth in other acts of Congress 
that I had hoped that the retention of this section would not become an issue when 
the present act came up for extension. The advantages of international trade 
are well known and supported by various acts of Congress. If we are to continue 
to participate in international trade, we must import as well as export merchandise. 

In the tobacco industry, we export and import tobacco and tobacco products, the 
value of our unmanufactured leaf exports being about five times the value of our 
unmanufactured leaf imports. We are convinced that in the long run restrictions 
such as those. now imposed under section 104 would affect United States tobacco- 
producing interests adversely. Consequently, we urge that section 104 be either 
repealed outright or allowed to expire at the end of the current fiscal vear. 

In my judgment, some of those who have urged the retention of section 104 
would be affected adversely by it. Take the dairy industry, for example. Cheese 
imports have been reduced because of this amendment. Actually, the value of 
the cheese exported from the United States in 1951 was in excess of the value of 
the cheese imported. In the case of the dairy industry generally, the value of all 
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dairy products exported was over three times the value of dairy products imported. 
While I do not presume to speak for the dairy industry, I am convinced that 
restrictions such as those now imposed by section 104 would affect adversely the 
total market for United States dairy products and the income of United States 
dairy producers. 
Sincerely yours, 
J. B. Hutson. 
By J. C. Frinx. 

P. S.—We request that this letter be included in the hearings as part of the 

record. 





STATEMENT ON BEHALF OF THE NATIONAL INSTITUTE OF MUNICIPAL 
Law Orricers, WaAsHINGTON, D. 


Mr. Chairman and members of the committee, this statement is presented on 
behalf of the National Institute of Municipal Law Officers. 

I appear here today to support H. R. 7079, a bill to amend the Defense Pro- 
duction Act of 1950 which would eliminate any doubt but that the Congress has 
intended to exempt from price contro] charges made by State and municipal 
governmental agencies. $. 2722, which has been introduced, contained this 
exemption. 

With the committee’s permission we should like to submit for the record the 
resolution of the National Institute of Municipal Law Officers adopted at its 
last annual conference on this subject. 

The National Institute of Municipal Law Officers is an association of 670 of 
the largest cities located in all the States, acting through the heads of their legal 
departments. We maintain a national headquarters in Washington, D. C., which 
we operate as a national clearinghouse for municipal legal information and from 
which we send out publications on current developments in the field of municipal 
law. We also carry out extensive research in this field. All of our services are 
supported entirely by appropriations from the public funds of municipal 
corporations. 

As you can thus see, we are lawyers for cities, and our presentation to you will 
relate to the legal phases of the issue raised by the refusal of the Office of Price 
Stabilization to recognize and implement the intention of Congress in the Defense 
Production Act to exempt from price regulation the charges made for municipal! 
utility services. 

The Defense Production Act as originally adopted contained an exemption 
which lawyers for the States and municipalities thought was ample to express 
the congressional intent to exempt charges for State and municipal services. 
In section 402 (e) (v) the act exempted “rates charged by any common carrier 
or other publie utility,’’ making, however, adequate provision for the Federal 
price stabilization agencies to appear and present arguments on such proposed 
price increases. 

The Director of Price Stabilization, however, has interpreted this exemption 
in a most peculiar way. He has ruled that while private corporations performing 
functions which may be classed as common carrier or utility operations are 
exempted by the act, nevertheless the same operations carried on by municipali- 
ties and other public agencies are not within the congressional exemption. This 
is a most unusual reversal of the normal. Certainly any interpretation which 
imputes to Congress an intent to exempt private operators while regulating State 
and municipal agencies, is a suspect interpretation, to say the least. 

On behalf of the municipal attorneys of the country, I assert that it is an 
improper interpretation. We shall state our reasons shortly. However, we feel 
that it is appropriate to ask the Congress to restate the exemption in clear and 
unmistakable language such as appears in H. R. 7079, so that local governments 
throughout the country should be spared the necessity of litigating at public 
expense to establish the congressional intention from the present language which 
the Office of Price Stabilization chooses to interpret against State and municipal 
exemption. 

The difficulties concerning the interpretation of the utility exemption in the 
Defense Production Act go back to an identical exemption in the Emergeney 
Price Control Act of 1942. Under that act the Office of Price Administration 
also chose to add qualifications to the exemption as enacted by Congress. At 
that time the OPA ruled that no operator could be deemed to be a common carrier 
or publie utility within the meaning of the congressional exemption unless the 
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operator’s charges were subject to regulatory control by some outside public 
agency and unless in addition the operator was what the OPA would class as 3 
“traditional” public utility. 

These arguments seem to have been discredited in a series of cases. In several 
cases, it was held that a common carrier was not subject to OPA price control 
whether or not its rates were subject to outside public regulation. Dunham & 
Reid v. Porter (157 F. 2d 1022 (1946)); Fleming v. Railway Express Agency (161 
F. 2d, 659 (1947)); In Re Rice (165 F. 2d 617 (1947)): Fleming v. Chicago Cartage 
Co. (160 F. 2d 992 (1946)) and Bowles v. Wieter (65 F. Sup. 359 (1946)). And in 
the only case which went to the United States Supreme Court, it was held that 
the OPA requirement of a “traditional” public utility status was not required for 
exemption. Davies Warehouse Co. v. Bowles (321 U. 8. 144 (1944)). See also 
Farmers’ Gin Co. v. Hayes (54 F. Supp. 47 (1943)). Perhaps the single most 
important factor stressed by the Supreme Court in determining whether a par- 
ticular operation was within the congressional exemption of publie utilities was 
the nature of its classification as such under State law. The Office of Price 
Stabilization, nevertheless, refuses to accept this criterion. 

Incidentally, we report with some diffidence that the United States Supreme 
Court criticized the lack of decisive intent in the language of the earlier statute. 
The Court said: ‘Congress, in omitting to define ‘public utility’ as used in the act, 
left to the Administrator and the courts a task of unexpected difficulty.” 

It is to eliminate one of the principal difficulties that we support H. R. 7079. 
The Supreme Court has invited such a clarification and the OPS interpretation 
makes it necessary. 

In our opinion there was never any doubt but that Congress intended to exempt 
publicly owned utilities from Federal price control regardless of the presence or 
absence of any outside regulation of its charges. The act never required outside 
regulation as a condition for exemption. But if there ever was any doubt, it would 
have been dispelled by the history of the proposed amendments of 1951, 

The House of Representatives, in its version of the 1951 amendments, adopted 
the OPS suggestion and would have incorporated into the act a qualification of the 
exemption of common carriers and public utilities so that their charges would be 
exempted only if their “proposed increase in any rate or charge is subject to con- 
trol by Federal, State, municipal, or other public regulatory authority exercising 
jurisdiction to approve or disapprove proposed increases in such rates or charges.”’ 

However, after a Nation-wide protest by municipal officials including the 
National Institute of Municipal Law Officers, which we represent, the Senate 
refused to accept this House amendment and the exemption was retained without 
this qualification. 

Nor is this all. On the floor of the Senate there appeared on July 27, 1951, a 
colloquy between Senator Knowland of California, Senator Capehart of Indiana, 
and Senator Maybank of South Carolina, in which the Senator from South 
Carolia, in charge of the legislation, assured the Senator from California that the 
language of the Defense Production Act as it now stands exempts publicly operated 
utilities regardless of the lack of outside State regulation and pointed out that it 
was to assure the continued exemption of such bodies that the Senate conferees 
refused to accept the so-called Kennedy amendment contained in the House bill. 

We have read with interest the discussion which appears in the Congressional 
Record of February 25, 1952, between Senator Knowland and Senator Schoeppel 
of Kansas which discussed much of this history of the intention to exempt publie 
agencies under the Defense Production Act. We subscribe, on behalf of the 
National Institute of Municipal Law Officers to the Senators’ concern about the 
readiness of certain executive and administrative agencies to frustrate the intention 
of Congress in such matters. With Senator Schoeppel, I say, ‘‘The only way I 
know to stop such a practice is for Congress to spell out in detail its intent.” 
Adoption of H. R. 7079 would accomplish that result. 

Since the National Institute of Municipal Law Officers is an association of 
municipal attorneys, we have restricted our remarks to the legal question of 
statutory interpretation, but we also feel deeply the reasons of public policy which 
will be expressed by other representatives of public officers here that even apart 
from the necessity of clarifving the congressional intention up to this point, 
Congress should avoid Federal control of chafges made by State and municipal 
officers for many reasons. 

In the first place, there is no need to superimpose the control of Federal officers 
upon that of local officers since both are servants of the public alike and municipal 
officers are as full as OPS officers of the zeal to do the best that can be done in 
the public interest, including avoiding any unnecessary increase in the cost of 
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living in their communities. In the second place, there is the argument against 
the duplication of governmental effort at the Federal level in addition to the 
local level involving not only a conflict but additional expenditure of public moneys 
for supervision. In the third place, in many instances the Federal control would 
be futile because it would merely force the municipalities to defray their added 
expenses out of taxes which would contribute as much to increasing the cost of 
living but would supersede the judgment of local officials at the local level with 
the determination of Federal officials who would not have the over-all outlook. 

If the Office of Price Stabilization does not itself see the fitness of applying its 
limited resources to situations where there is no determination by public officials, 
then apparently Congress must adopt a clarifying amendment such as H. R. 7079. 

The following is a true copy of a resolution unanimously adopted by the National 
Institute of Municipal Law Officers at its annual conference in New York, N. Y., 
on December 1, 1951: 

“RESOLUTION NO. 5 


“Whereas the Defense Production Act of 1950, as amended, exempts from 
regulation ‘rates charged by any common carrier or public utility’; and 

“Whereas the Office of Price Stabilization of the Federal Government has 
refused to recognize that Congress thereby exempted from Federal regulation 
rates charged for public services rendered by the States, municipalities, and their 
avencies, and has insisted that the exemption, although unqualified in the statute, 
does not apply to rates charged by any publicly owned common carrier or other 
public utility unless such charges are subject to regulation by administrative 
avencies other than those charged with the duty of operating such common 
carriers or other public utilities; and 

“Whereas said Office of Price Stabilization has attempted to exercise said 
alleged jurisdiction to prevent municipslities from equalizing rates charged for 
terminals,-docks, or warehousing facilities with charges for identical services 
rendered by private operators: and 

“Whereas the States, municipalities, and their agencies should not be put to 
the expense and delay of litigating with the Office of Price Stabilization the 
interpretation of the unqualified language of the Congress; and 

“Whereas the high purpose of the Congress to prevent undue strains and 
dislocations upon wages, prices, and production or distribution of materials for 
civilian use is also the deep concern of the officers of the States and municipalities 
and their agencies to whom is entrusted the duty of establishing fair and reasonable 
charges for services rendere? by such States, municipalities, and agencies as 
will fulfill such high congressional purpose so that there is not, from the point 
of view of such purpose, any necessity for such regulation by a Federal adminis- 
trative ageney of the charges for services rendered in the case of the States, 
municipalities, and their agencies as is necessary in the case of charges made by 
private persons: Now, therefore, be. it 

“Resolved by the National Institute of Municipal Law Officers, assembled at its 
Sixteenth Annual Conference in New York City, on this 1s! day of December 1951, 
That this institute urges upon the Congress of the United States the adoption 
of a clarifying amendment to section 402 (e) (v) of the Defense Production Act 
of 1950, as amended, so that the opening phrase thereof shall be amended to 
read: ‘Rates charged by any common earrier or other public utility and rates 
charged for services (other than in connection with the sale of commodities) 
supplied directly by the United States, the States, Territories, and possessions 
of the United States, and their political subdivisions and municipalities, the 
District of Columbia, and any agency of any of the foregoing’; and be it further 

“Resolved, That there is hereby authorized intervention or other appropriate 
proceeding by and in the name of this institute in any proceeding or litigation 
which is pending to support the position that the Defense Production Act of 1950, 
as amended and as now in force, exempts from price stabilization under the said 
act charges made by the States, municipalities, and agencies for services rendered; 
and be it further 

“Resolved, That a copy of this resolution shall be sent to all Members of the 
United States Congress.” 
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STATEMENT OF Karu D. Loos, oN BEHALF oF SuNKist Growers, INc., 
CALIFORNIA WALNUT Growers ASSOCIATION, CALIFORNIA ALMOND GROWERS 
ExcHANGE, AND NortHwest Nut GRowERsS 


This statement is submitted on behalf of Sunkist Growers, Inc. (formerly 
California Fruit Growers Exchange), California Walnut Growers Association, 
California Almond Growers Exchange, and Northwest Nut Growers. These four 
organizations are cooperative marketing associations engaged in the marketing 
of citrus fruits and tree nuts. 

Our statement will deal only with section 104 of the Defense Production Act 
under which certain import controls are authorized. We advocate an amendment 
of section 104 so as to extend its operation to other commodities and the retention 
of the section as so amended. 

The amendment we advocate has been introduced in the form of a bill, H. R. 
7432, by Congressman Hunter of California. It was introduced under date of 
April 7 and was referred to this committee. The amendment designates the 
present section 104 as paragraph (a) and makes a slight alteration in the language 
without changing the substance, making it clear that absolute embargoes are not 
intended. Then there is added to the present section 104 and designated in the 
amendment as subparagraph (b) authority to control imports of other commodities 
or products in the same manner as under present section 104 whenever such con- 
trol is deemed necessary or appropriate by the President to promote the national 
defense. 

Section 104 as amended, would read as follows: 

“Sec. 104. (a) Import controls of fats and oils (including oil-bearing materials, 
fatty acids, and soap and soap powder, but excluding petroleum and petroleum 
products and coconuts and coconut products), peanuts, butter, cheese, and other 
dairy products, and rice and rice products are necessary for the protection of the 
essential security interests and economy of the United States in the existng 
emergency in international relations, and imports into the United States of any 
such commodity or product shall be limited to such quantities as the President 
determines, after a finding by the Secretary of Agriculture, would not— 

““(1) impair or reduce the domestic production of any such commodity or 
product below present production levels, or below such higher levels as the 
Secretary of Agriculture may deem necessary in view of domestic and inter- 
national conditions, or 

““*(2) interfere with the orderly domestic storing and marketing of any such 
commodity or product, or 

“**(3) result in any unnecessary burden or expenditures under any Govern- 
ment price-support program.’ 

“(b) In addition to the commodities and products referred to in subsection (a), 
the President is authorized to exercise, administer, and enforce such controls over 
imports of other commodities or products as he shall deem necessary or appropriate 
to promote the national defense, upon investigation and recommendation of the 
Secretary of Agriculture in the case of agricultural commodities or products 
thereof; or, upon investigation and recommendation of the Secretary of Com- 
merce, in the case of nonagricultural commodities or products thereof.”’ 

The reasons why some form of effective import control is needed are set forth 
clearly and concisely in a statement submitted to this committee by Mr. John 
Riggle on behalf of the National Council of Farmer Cooperatives on May 23. 
As he then pointed out, the great purchasing power of the people of the United 
States acts like a magnet to pull the products of other countries to our markets 
even though in many cases we already have sufficient or excess supplies of goods. 
This is particularly true of agricultural products. In such situations import 
controls are necessary not only to protect our own markets against the demoralizing 
effect of a flood of low-cost imports added to an already burdensome surplus but 
also to channel the foreign products into other countries where shortages in such 
goods already exist and where they are really needed. 

In addition we wish to point out why new legislation is needed on the subject 
and why existing remedies contained in the statutes are inadequate. This can 
best be done by a brief review and aralysis cf existing laws and their administra- 
tion, 

SECTION 22 


Section 22 of the Agricultural Adjustment Act, as amended (7 U.S. C. 624), 
authorizes imposition of quotas or import fees whenever the President finds, on 
the basis of an investigation and report by the Tariff Commission, that any articles 
are being or are practically certain to be imported into the United States under 
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such conditions and in sufficient quantities as to render or tend to render ineffective 
or materially interfere with any program or operation undertaken under the 
Marketing Agreements Act, the Soil Conservation Act, section 32 assistance, or 
loan, purchase, or other programs. On its face this would appear to be a procedure 
that ought to afford effective relief. However, in practice and as administered 
during the 17 vears since its enactment, this statutory provision has been wholly 
ineffective to meet the problem. 

In the first place it does not apply unless there is a Federal program in existence, 
There are frequently situations in which excessive imports are the sole cause of 
distress to a domestie agricultural commodity and there is no oceasion for a do- 
mestiec support or assistance program, except for the sole purpose of limiting im- 
ports. Also there are occasions, like figs for example, when the control program 
is operated under the authority of a State law rather than the Federal law. In 
such instances, although the State program has exactly the same objectives as a 
Feleral program would have, the commodity is not eligible to seetion 22 relief 
because the program is not operated under one of the Federal laws referred to in 
se“tion 22. 

Furthermore there is frequently much controversy as to whether a Federal 
program is in existence. For example, under section 32 (7 U. 8. C. 612¢) the 
Department of Agriculture may conduct programs for the purchase of commodi- 
ties in surplus or may make benefit payments to encourage their exportation or 
diversion into other than normal trade channels. It is the position of the Depart- 
ment of Agriculture, when programs of this character are conducted from time 
to time over a period of years, that there is a continuing program in effeet and 
that relief under section 22 should be accorded whenever imports become excessive. 
The Tariff Commission, however, apparently takes the position that unless 
immediate purchases or benefit payments are presently authorized and in effect, 
no Federal program is in existence. Thus the Government may spend sub- 
stantial sums of money to purchase a surplus that has been occasioned by 
excessive imports and then as soon as the purchase has been completed, authority 
no longer exists to control imports; whereupon further excessive imports come in 
and require another purchase or diversion program under section 32. Such a 
result is absurd, of course; but that appears to be the way in which this law is 
being interpreted and administered. 

In the second place when a commodity is under a program that the Tariff Com- 
mission considers as being in effect, relief under section 22 is accorded only after 
long and expensive proceedings and the relief is granted grudgingly and reluctantly. 
In the 17 years since the enactment of section 22 there have been only four 
proceedings that have progressed to the stage of a Commission-instituted investi- 
gation. All other efforts to obtain relief under this section 22 have failed to get 
over the hurdle of preliminary investigation and the required direction by the 
President to the Tariff Commission to institute an investigation. 

In those cases that have progressed to the investigation stage, relief has come 
only afterlong delaysand usually it isinadequate. Long-staple cotton is an excellent 
example of the failure of this type of procedure. Although section 22 quotas have 
been authorized, they have been so liberal and they have been so frequently 
enlarged that the domestie long-staple cotton production has been virtually 
destroved. Asa result this country has been faced with the necessity recently of 
acquiring foreign-produced long-staple cotton (an essential in war production) at 
exorbitant prices. 

The long time required to obtain relief may be illustrated by the tree nut 
investigation which is investigation No. 4 of the Tariff Commission under section 
22. Applications for relief under section 22 were filed by some of the tree nut 
groups in November 1938 and March 1940. Investigations were never instituted 
pursuant to those applications and war conditions removed temporarily the 
necessity for any action. Following excessive imports of various tree nuts in the 
postwar period, the principal growers, processors, and distributors of American 
tree nuts filed an application with the Secretary of Agriculture on September 10, 
1948, requesting a preliminary investigation concerning the effect of imported 
tree nuts on the various Government programs administered by the Secretary of 
Agriculture, and a recommendation that the President cause the Tariff Commis- 
sion to make an investigation and report as provided for in section 22. It was not 
until January 1950 that the Secretary of Agriculture recommended to the Presi- 
dent that the Tariff Commission be requested to make an investigation. The 
President made such request on April 13, 1950, and on the same day the Com- 
mission instituted investigation No. 4. Hearings were held on June 27-28, 1950. 
By that time the excessive imports which had been pouring into this country in 
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1948 and 1949 had so depressed prices that the market was completely demoral- 
ized. However, by the fall of 1950, when the Commission was ready to act, 
marketing conditions had so improved that it was unnecessary for relief to be 
accordea with respect to imports at that time, although such relief had been 
badly needed in 1948 and 1949. By the spring of 1951 it was obvious that almonds 
were again in trouble by reason of large imperts, but the Commission could not 
be induced to hold further hearings at that time and it was not until the fall of 
1951 that hearings were held. Such hearings were first set for September 5 but 
at the request of the importers were postponed until September 12. Also at the 
request of importers and over the protest of the American producers, the time for 
filing briefs was delayed until October 5. The Commission did not issue its report 
until November 28, 1951. The President then issued a proclamation on December 
10, 1951, establishing an import fee of 10 cents on imports of almonds in excess 
of a quota of 4,500,000 pounds. 

All this delay occurred notwithstanding the fact that the statute directs that 
investigations under section 22 shall be given precedence. This delay would 
have been fatal had it not been for the fact that marketing conditions abroad were 
such as to cause the exporters to hold out for higher prices. Domestic producers 
were forced to price their almonds on the basis of the world price because there 
was no assurance that import controls would be imposed at the time the major 
sales for the year take place and thus the primary advantage of relief under 
section 22 of maintaining a reasonable price to growers was not made fully effective. 
The almond industry is still suffering from the excessive imports of the 1950-51 
season, Although imports during the current season of 1951-52 have been low, 
there is still a huge carry-over in the hands of domestic handlers and even with a 
reduced crop in prospect, the American industry is faced with the necessity of a 
quantitative curtailment of domestic supplies to be marketed in the coming season. 
The necessity for import controls is thus clear but it is necessary to go through all 
of the procedure of hearing, investigation and decision by the Commission again 
as the present import controls expire September 30, 1952. 

In the third place if a commodity is successful after prolonged agony in obtaining 
some form of import restriction, the State Department apparently considers it to 
be its prerogative to promise the foreign producers that the import control will be 
discontinued. On April 16, for example, the Secretary of State announced an 
exchange of memoranda with Italy on trade policy. The following day the 
Italian newspapers headlined that Washington will oppose any further restriction 
on imports of almonds and other commodities from Italy to the United States. 
There is attached a photostat copy of an article in the Italian newspaper I] Globo 
of April 17, 1952. The committee may be interested in having a translation of 
this article from some source outside the State Department so as to compare the 
Italian version of the Secretary’s promises with the announcements made in 
English at the State Department in Washington. 

Not only in connection with the Italian exchange but also in notes to Great 
Britain and Belgium, the State Department expressed concern at the growing 
number of American industries that are seeking relief from excessive imports. 
So here we have the strange spectacle of the Secretary of State, instead of defending 
an order issued by the President imposing import controls on almonds, advising 
the Italian Government that he is concerned about the growing demands of 
American producers for some reasonable regulation of imports and strongly 
intimating that the influence of the State Department will be opposed to the 
continuation of any such controls as may now exist. 





CLAUSE PROCEDURE 





ESCAPE 





Section 7 of the Trade Agreements Extension Act of 1951 (19 U.S 1364) 
provides a procedure for escaping the adverse consequences of injudicious reduc- 
tions in customs duties made under the so-called reciprocal trade agreements 
program. The escape clause authorizes relief in the form of restoration of the 
reduced duty or imposition of quotas. Prior to the enactment of the Trade 
Agreements Act of 1951, approved June 16, 1951, escape clauses had been inserted 
in some of the trade agreements beginning.in 1943. Here again substantial 
delay is occasioned by the required investigation and other procedure under 
this clause. The statute gives the Commission . 5 arin which to make its report, 
except that section 8 of the same act (19 U. 8. C. 1365) authorizes emergency 
action with respect to certain plea pee ig 

Since the enactment of the Tariff Act of 1951 some 15 applications under the 
escape clause have been filed. Six others had been filed earlier. Only in the case 
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of certain fur felt hats and hatters’ fur imported from Belgium has any relief bee: 
accorded. In a cheese case the application was filed in June of 1951, the sam. 
month as the enactment of the act. Publie hearing was not held until April 14, 
1952, and the Commission has not vet made its report on the investigation. 

In referring to the length of time consumed in escape clause and section 22 
proceedings, it is not intended to suggest that the Tariff Commission is respon- 
sible for all the delays. The statute requires the holding of hearings with reason- 
able public notice thereof; the type of procedure contemplated by the statute is 
necessarily time consuming. Furthermore, the Tariff Commission has had sub- 
stantial additional duties imposed upon it in recent months; but there has been 
no inerease in staff or appropriations to take care of these additional duties. 
In fact, considering the increases directed in salaries, the Commission’s appro- 
priation has been substantially decreased below what it was prior to the advent 
of the increase duties. 

Here again there is the strange spectacle of the Secretary of State wielding his 
influence against the accomplishment of the objectives of the statute. In respons: 
to a note from Great Britain complaining against a ‘‘most disturbing increase’ 
in the number of applications filed by American producers under the escape clause, 
the State Department has indicated that it shared the concern at the growing 
number of American industries seeking such relief. Italy and Belgium have made 
like representations. In responding to them, the State Department, instead of 
defending the statutes of the United States and the procedure thereunder, com- 
plains of an unfortunate trend and warns against the application of loose standards 
in the field of tariff restoration. When it is considered that thousands of tariff 
items have been reduced in so-calted reciprocal trade agreement negotiations 
extending over periods of a few months, it is indeed strange to suggest that loose 
standards are being applied in the escape clause procedure involving public 
notice, hearings, investigation, and report dealing with a single tariff item over 
periods even longer than that in which thousands of items were summarily reduced. 


ANTIDUMPING ACT 


The Antidumping Act of 1921 (19 U. 8. C. 160-173) authorizes the imposition 
of additional duties in an amount equal to the difference between the foreign 
market value and the purchase price or exporters sales price on goods shipped to 
the United States. This remedy may be invoked whenever it is believed or sus- 
pected from the invoice or other information presented that the purchase price 
(or exporters sales price) is less or likely to be less than the foreign market value. 
The duty of making such a determination is imposed by the statute, in the first 
instance, upon the appraiser or person acting as appraiser. 

Of course, this remedy applies only when there is actual dumping or a situation 
which may be expected to result in dumping. Oftentimes heavy imports will 
cause serious damage to a product already in surplus supply, even though there 
is no dumping, actual or anticipated. But even in the cases where there is dump- 
ing, the relief which Congress intended to be afforded by this statute is being denied 
by an administrative policy which in effect repeals the statute. 

It appears that the appraisers (referred to in the statute) are no longer author- 
ized to perform any functions under the antidumping act. They have been 
directed to refer such matters to Washington. So far as can be determined, no 
one in Washington is exercising the functions of the appraisers and complaints of 
dumping or suspected dumping are buried behind an iron curtain of secrecy. 

When this matter was called to the attention of Treasury Department officials, 
it was claimed that under Reorganization Plan 26 of 1950 the duties of the ap- 
praisers had been transferred to the Secretary of the Treasury. However, it 
appears that under Treasury Department Order 120 of July 31, 1950 (15 F. R. 
6521), all functions and duties not otherwise specifically delegated were redelegated 
to the persons who exercised them before the reorganization plan. 

It also appears that the published regulations with respect to antidumping 
procedures are not being followed. Advice has been given that the regulations 
have been amended but that the changes could not be revealed because they are 
considered restricted material. Such procedure is clearly a violation of the 
Administrative Procedures Act. 

There is attached hereto a brief on the subject under date of April 5, 1952, 
which goes into further detail. 


SECTION 336, EQUALIZATION OF COSTS OF PRODUCTION 


Section 336 of the Tariff Act of 1930 (19 U. S. C. 1336) authorizes increases in 
duties to equalize differences in costs of production at home and abroad. Such 
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increases can be made only after investigation by the Commission after publie 
hearings and notice. Here again long delays are inevitable by reason of the type 
of procedure contemplated by the statute. But an even more serious obstacle 
to effective relief by this procedure is the difficulty of determining costs of produc- 
tion abroad. The statute authorizes the Commission to accept as evidence of 
ihe cost of production, when such cost is not readily ascertainable, the weighted 
average of the invoice prices or values for a representative period and/or the 
average wholesale selling price for a representative period. But notwithstanding 
(his authority, investigations have been made which resulted in a conclusion by 
the Commission that there could be no finding on which to base a change in duty. 

For example, in an investigation undertaken by the Commission pursuant to 
section 3386 with respect to almonds the Commission issued a report under date 
of November 10, 1949. The application for the investigation had been filed by 
the California Almond Growers Exchange on July 8, 1948. The investigation 
was instituted on September 16, 1948. A field investigation was made and a 
public hearing was held on December 3, 1948. In its report of 117 pages the 


Commission concluded that it was unable to make a finding as to almonds, under 
section 336 of the Tariff Act, ‘owing to the fact that the available evidence on 
costs of production in the principal competing country (Italy) does not disclose 
adequate information on which to base a finding of costs of production of almonds 
in that country.” The majority report then stated that the Commission was 
authorized within its discretion to use invoice prices but held: “* * * the 
Commission has reached the conclusion that in this instance the use of invoice 
prices as evidence of costs of production is subject to such serious limitations as 
to make these prices wholly unreliable and unacceptable for that purpose”’ (p. 8 of 
report). 

Two members of the Commission dissented, holding that the cost data were 
adequate to meet the requirements of the law and to permit a finding of the 
difference in costs of production in the United States and in Italy. The minority 
commissioners recommended that “the President return this report to the Tariff 
Commission and that he request the Commission to reconsider the matter and 
report to him a definite finding of cost difference in compliance with the require- 
ments of the statute” (p. 12 of report). Nothing has happened since that time 
in connection with this proceeding and no action was taken as a result of the 
investigation. 

SECTION 337, UNFAIR PRACTICES IN IMPORT TRADE 


Section 337 of the Tariff Act of 1930 (19 U.S. C. 1337) declares unlawful unfair 
methods of competition and unfair acts in the importation of articles into the 
United States when the effect or tendency is to destroy or substantially injure an 
industry efficiently and economically operated in the United States or to prevent 
the establishment of such an industry or to restrain or monopolize trade and 
commerce in the United States. Upon a finding of such unfair method or act, 
the articles so concerned are excluded from entry. 

Most of the proceedings undertaken under this section have been in connection 
with unfair competition such as passing off of foreign-made goods as the product 
of a domestic manufacturer or sold under well-known domestic brand. However, 
the act is much broader and would permit proceedings against the same type of 
unfair acts as constitute dumping. 

When the California Almond Growers Exchange, after failure to obtain action 
on an antidumping application, sought relief under section 337, the Commission 
declined to act on the ground that the antidumping act provided a more specific 
method of dealing with dumping and that the remedy under that act should be 
pursued. 

A brief on this subject is also attached. It contains a more detailed discussion 
of the statute, its history, and the decisions thereunder. 


CONCLUSION 


From the foregoing review of existing remedies, it is evident that no one or 
combination of them affords the prompt and adequate relief against excessive 
imports that is accorded by the provisions of section 104 of the National Defense 
Act. What is needed is a remedy stated in clear and unmistakable terms that 
cannot be ignored or misinterpreted and that is of a character that does not 
require prolonged hearings or detailed investigation. Such a remedy would be 
afforded for other commodities in addition to those presently named in section 104, 
if the amendment here proposed were adopted. 

For all of these reasons it is respectfully urged that section 104 as amended be 
continued in any extension of the National Defense Act 
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FRIDAY, MAY 16, 1952 


House or REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


The committee met at 10 a. m., pursuant to adjourment, the Honor- 
able Brent Spence (chairman of the committee) presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Addonizio, Burton, Barrett, Wolcott, Talle, Kilburn, Hull, and 
Nicholson. 

The CuatrMan. The committee will be in order. 

We will resume the hearings. Mr. Clerk, recall the witness who 
was on the stand when we adjourned yesterday. 

The Cierx. Mr. Henry B. Taylor of the National Canners Asso- 
ciation. 

The CHarrMAN. You may proceed, Mr. Taylor. 


STATEMENT OF HENRY P. TAYLOR, NATIONAL CANNERS 
ASSOCIATION—Resumed 


Mr. Taytor. Mr. Chairman, I will continue my statement at the 
point where I left off yesterday afternoon. 

During and following World War II, the industry was modernized— 
its plants enlarged—and greatly increased capacity developed and 
utilized. 

The results of all of this are seen on the second chart—showing the 
stocks of canned foods—both in canners’ and distributors’ hands, as 
of April 1. 

(The chart referred to appears on the following page.) 

You see, these are the supplies on April 1 and in the hands of can- 
ners and wholesale distributors. 

You will see that for 1952 these are higher than any previous year. 

The canners’ stocks are as high as they have ever been. 

The distributors’ stocks were lower only in two previous years. 
This demonstrates forcefully that distributors have complete con- 
fidence in supplies both for the present and the future. 

Since we are close enough to the current packing season for canners 
and the farmers who supply them to have indicated that their intended 
acreages of vegetables for canning are practically the same as last 
year and growing conditions in all fruit and vegetable areas are ex- 
tremely favorable, it appears we have in prospect another large 
pack of canned fruits and vegetables. 

My next chart will startle the committee. 

It shows the 1951 actual production of processing vegetables and 
the 1952 goal which the Department of Agriculture has recommended. 

(The chart referred to appears on the following page.) 
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APRIL | STOCKS - CANNED FRUITS AND VEGETABLES 
1947 TO 1952 
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You will quickly see that the Department of Agriculture has 
recommended a 15 percent reduction in the processing tonnage. 

I ask you to keep this chart in mind when we look at the price 
situation. 

The plain fact is that while OPS—one Government agency—is ask- 
ing for tighter price controls—presumably because of scarcity and in- 
flationary pressure—the Department of Agriculture asks this reduction 
in processing tonnage. 

To, quickly sum up this supply and demand situation—which we 
will show in a minute has resulted in the low canned-food prices of 
today——the committee can keep in mind: 

First, that the production of canned fruits and vegetables for civilian 
use is at an all-time high—tremendously above World War I] and 
about 20 percent above the pre-Korean average. 

Second, that as of April 1, 1952, the stocks in canners’ and dis- 
tributors’ hands were at an all-time high. 

Third, that the Department of Agriculture has recommended 
which is equivalent to asking that—there be a 15 percent reduction 
in the 1952 goals on processing vegetables. 

Where are canned fruit and vegetables prices today? 

The next chart shows that relatively they are far below all foods 
and far below the cost of living. 

May I as a layman first say a word about the statistical form of 
this chart. 

It does not really show prices but only trends. 

(The chart referred to follows: ) 
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This committee knows that in the computation of the cost-of-living 
index by the Labor Department all foods have a value of about 
34 percent. But in this cost-of-living index canned fruits and vege- 
tables amount to only 2 percent. , 
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’ The number of dollars represented by the cost-of-living index is 
very large. The number of dollars represented by the black line for 
all food prices is much smaller. The number of dollars represented 
by the green line for canned fruits and vegetable prices is a very, 
very small part of the picture. : 

Put another way this chart shows merely the way in which prices 
have moved since 1946. 

Let us look at the picture. 

As of April 1952 the index of canned fruit and vegetable. prices is 
25 points below the cost-of-living index. It is 65 points below that 
for all foods. 

Even more striking is the fact that the index for canned foods has 
declined every month from June through November 1951. 

In this same period the index for all foods and the cost-of-living 
index was still rising. 

This result was not due to price controls. 

If you will keep in mind the supply and demand situation—the 
story on the next chart will be understood. 

This shows that canned fruits and vegetables are now selling below 
ceiling prices. 

They are doing so not because of the price ceilings—but because of 
supply and demand. 

From this chart—which was prepared by the association’s statistical 
division—you will quickly see that 88 percent of all canned fruits and 
vegetables are now selling below ceiling prices. 

(The chart referred to follows: ) 
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When this overwhelming bulk of those selling below ceilings are 
further analyzed you can see that 30 percent are selling down to 
5 percent below ceilings; an additional 27 percent are selling from 
5 percent to 10 percent below ceilings; and the extraordinary per- 
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centage of 31 percent—or about a third—are selling 10 percent and 
more below ceiling prices. 

I have here another practical illustration of what this means to the 
housewife. 

It is a series of advertisements by retail grocers scattered through- 
out the country. These grocers know the facts. They are adver- 
tising canned foods by comparing the present prices with those which 
prevailed a year ago. 

In all instances the prices are lower. The members of the com- 
mittee may be interested in looking at some of these sheets. 

We have smaller copies of these for the members. 

Mr. ParMan. Suppose you pass them around. 

Mr. Taytor. Yes, sir, we will be glad to. 

(Advertisements referred to appear on following pages. ) 

The CHarrMAn. You may proceed. 

Mr. Taytor. There is the price picture. 

The index of canned fruit and vegetable prices is below what they 
were in mid-1951—production and stocks are at an all-time high— 
and 88 percent of the volume of canned fruits and vegetables are 
selling below ceiling prices—and about a third at more than 10 per- 
cent below ceiling prices. 

From this showing it should be clear that there is no inflationary 
pressure—and no need for emergency price controls for canned goods. 

The committee may ask why the canning industry objects to price 
control if 88 percent of its volume is selling below the ceilings. You 
may ask why we insist that there would be provision for suspension 
of price controls—and that these provisions be automatic and self- 
operating. 

There are many compelling reasons. They are detailed in our 
statement and can be quickly summarized: 

In the first place there is the burden and the vast amount of time, 
money, and energy that must be needlessly expended. These can be 
ill-afforded by the smaller canners. For example in my own instance 
1 only have a single bookkeeper. 

Second, and of vital concern to every canner, is the strait-jacketing 
which price control imposes. 

Necessarily, most canned food price ceilings provide formula 
prices. This means that some base period pattern is selected and 
various factors provided for material and labor. 

No matter what base period is selected no price control could 
possibly keep up with changes and adjustments to compensate for 
this freezing of the normal interplay of competitive forces. 

Every OPS man will agree that no matter what its form every price 
control regulation will cause some inequities. 

Canners constantly make a loss on many items where an abundant 
supply results in a very low price. They must partially recoup these 
losses on other items. 

The real point is that all of this strait-jacketing takes place where 
there is no fundamental need for price control. 

Next, there is the plain confusion and the irreducible impediment 
to production and operations which price controls cause. I could 
expand on these indefinitely, but they are detailed in our statement. 
The net effect is that the ordinary buying and selling of a clearly 
abundant supply of canned fruits and vegetables is disrupted and 
harassed by the existence of unnecessary price controls. 
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As we see it, the continuance of price controls for canned foods can 
be justified only by those who want controls—emergency or no emer- 
gency—-simply for the sake of having price controls. We disagree. 
We think that with abundant supply we should have free competition. 
We think under this system the consumer has been and will be far 
better off. 

Mr. Chairman, that concludes my statement, and I would like the 
charts included in the record. 

The CHarrmMan. That may be done. 

(The information referred to is as follows:) 

(See charts referred to at pp. 518 and 540 of part 1.) 


ProposeEpD AMENDMENT TO THE DEFENSE PropucTiION Acr To PROVIDE FOR 
SUSPENSION OF PRICE CONTROLS ON AGRICULTURAL COMMODITIES AND PRop- 
ucts ProcwkssED THEREFROM 


TITLE 50, UNITED STATES CODE, PAGE 5770 


The following is an immaterially modified version of section 901 (e) of the act, 
popularly known as the Price Extension Act of 1946. Changes have been made 
to conform the language of this proposal to the context of the present legislation, 
and to eliminate any confusion which might result from the consideration of fish 
or seafood as an agricultural commodity. 

Section 402 (d). 

(5) After the enactment of this paragraph, no ceiling price shall be established 
or maintained on any agricultural or fish commodity during any calendar month 
which begins more than 30 days after the date of enactment of this paragraph 
unless such commodity is certified to the President under this paragraph as being 
in short supply. On the first day of the first calendar month which begins more 
than 30 days after the date of enactment of this paragraph, the Secretary of 
Agriculture shall certify to the President each agricultural commodity, and the 
Secretary of Interior shall certify to the President each fish commodity, which 
such Secretary determines to be in short supply. Thereafter, on the first day of 
each succeeding calendar month, each Secretary shall certify modifications of 
such certification by adding other agricultural or fish commodities which have 
become in short supply and by removing from such certification such commodities 
which he determines are no longer in short supply. Within 15 days of the 
receipt of any such certification or modification of such certification, the President 
shall suspend and may reactivate the price ceilings applicable to particular 
agricultural or fish commodities as required or permitted by such certification. 
For the purposes of this paragraph: (i) An agricultural commodity or fish com- 
modity shall be deemed to be in short supply unless the supply of such commodity 
equals or exceeds the requirements for such commodity for the current marketing 
season; (ii) the term ‘‘agricultural commodity’’ shall be deemed to mean any 
agricultural commodity and any food or feed product processed or manufactured 
in whole or substantial part from any agricultural commodity; (iii) the term ‘‘fish 
commodity” shall be deemed to mean any fish or seafood and any food or feed 
product processed or manufactured in whole or substantial part from any fish or 
seafood. 


The CuarrmMan. What proportion of the total production of fruits 
and vegetables is canned by commercial canners? 

Mr. Taytor. Almost all of it. Of course, now, you are speaking in 
comparison to—— 

The CuatrMan. I am thinking of the commercial canners. I do 
not suppose vou have any accurate statistics. 

Mr. Taytor. Well, practically all of the supply available for sale is 
by commercial canners. 

The CuarrmMan. What proportion of the entire product, percentage- 
wise, does that amount to? 

Mr. Taytor. Oh, there is a good deal more that is canned than is 
sold fresh. It varies by product, from one product to another. 

The CHarrman. I realize that, but as a general statement, could 
you say what the proportion is? 
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Mr. Taytor. Of the principal canned vegetables—peas and corn— 
about 85 percent are canned. 

The CHarRMAN. By commercial canners? 

Mr. Taytor. Yes, sir. 

The CuarrMAN,. Are there any questions, gentlemen? 

Mr. Brown. What percentage of the canned fruits and vegetables 
is now selling at the ceiling price? 

Mr. Taytor. Our chart is based on a survey which has just been 
made. This shows that it is 12 percent. But vou might take it from 
that, that all of some particular product is selling at ceiling. But this 
is not the case. 

The canned product, of which the largest percentage is selling at 
ceiling, is apricots, and of canned apricots, items that represent 26 
percent of the volume are selling at ceiling, and items that represent 
74 percent of the volume are selling below ceilings. 

In the case of canned corn, items representing 21 percent of the 
volume of canned corn are selling at ceilings, while items that represent 
79 percent of the volume of canned corn are selling below ceilings. 

Thus, you see, there is not a single item in which the housewife 
does not have an opportunity to buy at below ceiling prices. 

Mr. Brown. You say you have an ample supply of canned goods? 

Mr. Taytor. Yes, sir. 

Mr. Brown. Do you have more of canned fruits and vegetables? 

Mr. Taytor. The supply of canned fruits and vegetables in the 
hands of suppliers on April 1 is greater than it has ever been before 
in the history of the canning industry. 

Mr. Brown. Is that the reason the Department of Agriculture 
recommended a decrease in the volume of canning this year? 

Mr. Taytor. That is correct. 

Mr. Brown. The ceilings do not have much effect on those products 
today, do they? 

Mr. Taytor. The ceilings today are not effective at all in con- 
trolling the prices of canned fruits and vegetables. It is controlled 
by competition, by relation between supply and demand. 

Mr. Brown. Pardon me, but what are you complaining about, then? 

Mr. Taytor. We are complaining about having to make reports, 
about having to—and here is another thing. Let me put it this way: 
The volume of an item that is canned, a seasonal item, depends on 
the weather. It may be up or down. 

In our own instance, in the case of peas, this year we could pack 
as little as 20,000 cases, or as much as 60,000 cases from the acreage 
we have, and be within the limits of our past experience. 

No other type of industry is faced with that uncertainty. The 
canning industry tries to spread that risk by packing more than one 
item, 

You see, just as insurance companies can insure a number of lives 
with certainty where they could not insure one life, so if a canner is 
able to pack several products, he can average out some of this risk. 
But if he is frozen to low prices on one item that is unprofitable, and 
maybe he has a good ceiling on another item that is profitable, and 
that comes down, you see, and becomes unprofitable, he does not 
have a chance to recoup on the first item. 

The way things work in the canning industry, some prices are go- 
ing up and some are coming down all the time. Still, you can see 
here that the cost-of-living index—this is based on the Bureau of 
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Labor Statistics—you can see that the prices of canned fruits and 
vegetables have been consistently below the cost-of-living index, and 
considerably below the cost of all-foods index. 

Mr. Brown. You have given a good explanation. I am glad | 
asked the question. That is all, Mr. Chairman. 

The CuarrmMan. How long can canned fruits and vegetables be 
kept canned without deterioration? 

Mr. Taytor. Indefinitely, with some variations depending on the 
product, Mr. Chairman. In the case of the highly acid items, there 
is a possibility of spoilage if they are kept too long under adverse 
conditions. 

In the case of the nonacid vegetables, they will keep without serious 
injury to flavor almost indefinitely. 

The CuarrmMan. Are there further questions? 

Mr. Burvon. I would like to as a question, if I may, Mr. Chairman. 

The Cuarrman. Mr. Burton. 

Mr. Burvon. Does the Canners Association have any suggestions 
as to a formula for the extension of price controls? 

Mr. Taytor. Yes; we do, Mr. Burton. We suggest that the 
formula used after World War II for agricultural products be used 
now in an immaterially modified version of section 901 (e) of title 
50, United States Code, on page 5770. I have attached a copy of 
that to my statement. It provides that the Secretary of Agriculture 
shall certify when products are in short supply, and that when they 
are in short supply their price shall be controlled. 

But if they are not so certified, that their price shall not be con- 
trolled. 

Mr. Burron. Such a provision would make it entirely satisfactory 
to your association? 

Mr. Taytor. This provision would make it satisfactory to our 
association, and this provision was used before, and it worked in a 
satisfactora manner. 

Mr. Burron. Do you think that something of that character 
would be better than even a repeal of the law? 

Mr. Taytor. We are not asking for the repeal of the law, because we 
realize that it is difficult today to know what conditions may be 6 or 8 
months from now, and until things are a little bit better, a little bit 
more settled, we would not oppose reenactment of the law if, as in the 
case of canned fruits and vegetables, prices can be suspended when 
controls are not needed to prevent inflation. 

Mr. Burron. Then, as a provision, to be safe, you would rather be 
inclined to our putting in provisions of the kind you suggested? 

Mr. Tayuor. Yes, sir. 

Mr. Burron. Rather than suspension or decontrol? 

Mr. Taytor. That is right, sir. 

Mr. Burron. Thank vou, Mr. Chairman. 

Mr. Nicnotson. Mr. Chairman. 

The CuarrmMan. Mr. Nicholson. 

Mr. Nicnoutson. Do I understand that the National Canners 
Association does not want this law repealed? 

Mr. Taytor. We have not asked for its repeal. We have asked 
only for its suspension. 

At the convention of the National Canners Association, Mr. 
Nicholson, in January of this year, a resolution was passed for sus- 
pension and did not ask for repeal. 
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Mr. NicHoison. Well, what is the difference between suspension 
and repeal? 

Mr. Taytor. Well, suspension would make it possible, if conditions 
warranted, to reimpose controls more promptly than they could be 
remposed, or could be started afresh, I think, and we believe—well, 
we just do not believe the law is going to be repealed right now. I 
am speaking personally now. I would not like to put the association 
on record. I think the chances that controls will be needed for agri- 
cultural products are very, very small, but I think if provision can 
be made to suspend those controls when they are not needed, that 
agricultural products would be taken care of. 

Mr. Nicnotson. Well your chart, and what vou have said in your 
statement, led me to believe that there was a surplus of canned goods 
throughout the country. 

Mr. Taytor. There ts. 

Mr. Nicaouson. And if there is a surplus of canned goods, why 
under the sun should we have every man who puts up his canned stuff, 
or the grocer who sells them for you, make these reports to OPS? 

Mr. Taytor. I agree with vou. 

Mr. Nicnouson. And he cannot even satisfy them after he has made 
them. 

Mr. Taytor. I agree with you, and we are asking that controls be 
suspended, sir. 

Mr. Nicuouson. Well, of course, if we get into a position like a 
world war, or something, the Congress is always around to pass a bill, 
if it is necessary. 

Mr. Taytor. Mr. Nicholson, I would say this: That there are a 
great many canners who would agree with you in wanting controls 
repealed. 

Mr. Nicnotson. [ imagine there would be. 

Mr. Tayztor. But the association, as such, has not taken that 
attitude. 

Mr. Burron. Mr. Taylor, what is that in 12 percent of canned 
fruits and vegetables that are selling at ceiling prices? 

Mr. Taytor. There are just a few items of not a great many prod- 
ucts. I practically answered that question a little while ago. In 
other words, in the case of canned apricots, where a larger percentage 
of the volume its selling at ceiling prices, that is items representing 
26 percent of the volume of canned apricots are selling at ceiling 
price, but items representing 74 percent of the volume of canned 
apricots are selling below ceiling. 

And in the case of corn, 21 percent of the items of canned corn, 
representing 21 percent of the volume of canned corn, are selling at 
ceiling, but 79 percent are selling below ceiling. So that the house- 
wife really is not compelled to purchase any item of canned fruits 
and vegetables at the ceiling price. She can always find some that 
are below ceiling. 

Mr. Burton. Are the items that sell below ceiling principally 
luxury items? 

Mr. Taytor. No, sir; I do not think so. I think most of the 
items selling at ceiling are those that are unfortunate enough to be 
caught at a low ceiling. 

You see, price changes are the result of the reaction between supply 
and demand. In the canning industry, where it is not possible to 
plan your production because of the variation due to other condi- 
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tions, you may have very considerable surpluses, and this does result 
in those items, when they are canned, selling at a loss. 

Well, because the supply of a canned food, a seasonal canned food, 
can be adjusted to the demand only once during the year, a 12-month 
supply is packed in just a few weeks, and the commitment has to be 
made months before that—like the planting of peas and corn, and 
so on, and you can adjust your supply to demand only once during 
the year. 

That means that seasonal canned items have a long price cycle, 
and when a price freeze is based on a short period of a few months, 
it is entirely possible that some items may be frozen at the bottom 
of that price cycle, or frozen to a loss, and those items can sell right 
up against their ceiling and still be unprofitable, while items that 
were fortunate enough to be caught at the top of their price cycle 
may sell below ceilings and still be profitable, and I would say that 
those items representing 12 percent of the volume which are selling 
at ceiling, that quite a few of those are items that were unfortunate 
enough to be caught at the bottom of their price cycle. 

The CuarrmMan. Are there any further questions? 

Mr. Tauue. Mr. Chairman, I would like to ask a question. 

The CuarrMan. Dr. Talle. 

Mr. Tauire. Has your organization ever discussed rationing of 
any commodities? 

Mr. Taytor. We have never discussed it, and we do not think 
that it is necessary at all. We do not think it is going to be necessary 
in the foreseeable future, for any of our products. 

Mr. Tauuie. Thank you. 

The CHarrman. You may stand aside. We are glad to have 
your views. 

Mr. Taytor. Thank you, Mr. Chairman, 

The CuarrMan. The clerk will call the next witness. 

The CLerx. The next witness is Mr. Robert W. Graham, repre- 
senting the California Association of Port Authorities and the North- 
west Marine Terminal Association. 

The CuatrMan. You may proceed, Mr. Graham. 


STATEMENT OF ROBERT W. GRAHAM, REPRESENTING THE 
CALIFORNIA ASSOCIATION OF PORT AUTHORITIES, AND THE 
NORTHWEST MARINE TERMINAL ASSOCIATION 


Mr. Granam. Mr. Chairman and members of the committee, my 
name is Robert W. Graham. I am the attorney for the port of 
Seattle, and I am also appearing on behalf of the port of Tacoma and 
the Northwest Marine Terminal Association, and in addition, the 
special joint committee of this association and the California Asso- 
ciation of Port Authorities, and with your permission, a full statement 
in support of H. R. 7079, before this committee, which has been 
prepared on behalf of the special joint committee representing both 
of those associations, will be filed herewith. 

The CHarrMaNn. It may be inserted in the record. 

Mr. Granam. In addition, sir, Mr. Goldberg, of the Port of New 
York Autherity, had an appearance originally scheduled before the 
committee. He had prepared, for submission, a statement on behalf 
of the American Association of Port Authorities, Inc., and the North- 
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west Marine Terminal Association, the California Association of 
Port Authorities, the North Atlantic Ports Association, the Gulf 
Ports Association, and the South Atlantic Ports Conference. 

In the event it should be subsequently impossible to schedule an 
appearance for Mr. Goldberg before the committee, he has requested 
that this statement be filed for the rec ord, and that leave be granted 
that he might adopt whatever comments are made in the course of 
this appearance, as being those on behalf of the association as repre- 
sented by him. 

The Cuarrman. Is Mr. Goldberg on the list of witnesses? 

The CLerkK. Yes, sir; be is filing his statement. 

The CHarkMan. That may be inserted in the record. 

(The documents above referred to are as follows:) 


STATEMENT IN Support or H. R. 7079 on BEHALF OF THE CALIFORNIA ASSO- 
CIATION OF PoRtT AUTHORITIES AND THE NORTHWEST MARINE TERMINAL 
ASSOCIATION 


Mr. Chairman and members of the committee, this statement is presented on 
behalf of the California Association of Port Authorities and the Northwest Marine 
Terminal Association. 

The California Association of Port Authorities is an association composed of the 
publicly owned ports of San Francisco, Oakland, Stockton, Los Angeles, Long 
Beach, and San Diego, and the following privately owned marine terminal 
companies: Encinal Terminals, Parr-Richmond Terminals, Howard Terminal, 
and the Outer Harbor Dock & Wharf Co. 

The Northwest Marine Terminal Association is an association composed of the 
publicly owned ports of Seattle, Tacoma, Port Angeles, Longview, and Vancouver, 
Wash.; Portland and Astoria, Oreg.; and the following privately owned terminal 
companies: Alaska Terminal & Stevedoring Co.;! Albina Dock Co.;2? Columbia 
a Terminals; ? Ames Terminal Co.;} Arlington Dock Co.;! Baker Dock Co.; # 

& 8. Handling Co.;! Interstate Te rminals; 2 Olympic Steamship Co.;! Salmon 
Te rminals Inc. ;! Shaffe r Terminals Inc.:? Tait Tidewater Terminals;! Virginia 
Dock & Trading Co.;! West Coast Te -rminals: 2 and Williams, Dimond & Co.! 

The members of both associations are parties and signatory to agreements under 
section 15 of the Shipping Act of 1916, one for each association, which agreements 
have the authorized approval of the United States Maritime Commission (now 
the Federal Maritime Board). 

Prior to the introduction of H. R. 7079 in the House of Representatives (and 
also prior to the introduction of 8. 2722, the companion bill in the Senate), the 
Office of Price Stabilization issued an order denying protest (docket Nos. 1G 
27-P and 1034-2-P and 1G-30—P and 1034-3-P) in the matter of the ports of 
Seattle and Tacoma on the grounds that such ports are not appropriately classi- 
fied as public utilities under applicable law and that their rates are not regulated 
by any independent governmental authority exercising rate regulatory powers. 
OPS had also taken a like position with respect to rates fixed by the board of 
harbor commissioners of the Territory of Hawaii. In both situations OPS said 
that such publie ports are subject to OPS price ceiling regulations and refused to 
recognize that such public ports are public utilities, and hence exempt from ceiling 
price regulations and the provisions of the Defense Production Act of 1950 
under section 402, subsection (e), paragraph (v), of said act. The last mentioned 
section of the act reads as follows: 

‘“(e) The authority conferred by this title shall not be exercised with respect 
to the following: 

“(v) Rates charged by any common carrier or other public utility: * 

H. R. 7079 proposes to amend said paragraph (v) of section 402 (e) of said 
act to read, as far as is here pertinent, as follows: 

‘“(e) The authority conferred by this title shall not be exercised with respect 
to the following: 

‘(v) Rates charged by any common carrier or other public utility, including 
rates charged by any person subject to the Shipping Act, 1916 (Public Law 260, 
64th Cong., Ist sess.), as amended; * * 


* *)? 





! Seattle, Wash. 
3 Portland, Oreg 
3 Tacoma, Wash. 
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H. R. 7079 also proposes to amend section 402 (e) of said act by adding a new 
paragraph (viii) thereto, which would have the effect of exempting generally the 
rates for all services supplied directly by governments, Federal, State, and 
municipal, and agencies thereof. ; 

Each of the said two associations, the California Association of Port Authorities 
and the Northwest Marine Terminals Association, have in official meetings 
adopted resolutions approving the exact language of H. R. 7079 and urging the 
Congress to adopt that or similar legislation. 

It is respectfully urged that your committee report favorably upon an amend- 
ment to the Defense Production Act of 1950, as amended, in accordance with the 
language in said H. R. 7079 for the following reasons: 

1. Section 1 of said bill would amend paragraph (v) of section 402 (e) of said 
act so as to clarify the expressed intent of Congress that all public utilities should 
be exempt, to the end that conflict and litigation between OPS and public and 
privately operated ports and terminals which are now subject to the Shipping 
Act of 1916 and the jurisdiction of the Federal Maritime Board will be definitely 
eliminated. 

2. Section 1 of said bill would so clarify the Defense Production Act of 1950 as 
to prevent an interpretation of section 402 (e) (v) by OPS that has resulted and 
will continue to result in assertions by OPS of jurisdiction of such character as to 
conflict with the jurisdiction and authority of the Federal Maritime Board under 
the Shipping Act of 1916, 

3. Sections 1 and 2 of said bill would clarify and amend the Defense Production 
Act of 1950 in a manner entirely consistent with the needs of national price con- 
trols, even as exemplified in existing regulations of OPS itself. 

4. Sections 1 and 2 of said bill would so clarify and amend the Defense Pro- 
duction Act of 1950 as to remedy present inequities, inconsistencies, and dis- 
criminations inherent in the present regulations of OPS. 


I 


H. R. 7079 or similar legislation would clarify the Defense Production Act. of 
1950, as amended, so as to unequivocally reflect the original intent of Congress. 

H. R. 7079, in section 1 thereof, seeks to clarify the meaning of the words ‘‘publie 
utility’? so that those persons who are subject to the Shipping Act of 1916 and to 
the jurisdiction of the Federal Maritime Board thereby will be definitely exempt 
from the operation of the Defense Production Act of 1950 and from regulation 
by OPS. Such persons that would be so exempt would be public and private 
ports and terminal operators, stevedoring operators, and ear loading and car 
unloading operators. The Shipping Act defines such persons as those “carrying 
on the business of forwarding or furnishing wharfage, dock, warehouse, or other 
terminal facilities in connection with a common earrier by water.”’ (See. 1, 
Shipping Aet of 1916.) Such persons, ineluding public and private ports and 
terminal operators, who offer their facilities generally to the public at fixed 
charges and rates have traditionally been considered as publie utilities affected 
with a public interest (see Munn vy. Illinois, 94 U. 8. 113; City of Oakland v. 
Eldorado Terminal Co., 41 Cal. App. 2d 320). As such they are now actually 
exempt as publie utilities from the operation of the Defense Production Act of 
1950. However, OPS has developed its own definition of a publie utility and 
states that only those publie utilities which can be characterized as conventional 
publie utilities or who are actually fully and comprehensively regulated by an 
independent regulatory body are public utilities under the Defense Production 
Act of 1950 exemption. H. R. 7079 would merely clarify the language of the 
Defense Production Act of 1950 s0 as to prevent OPS from applving such a limited 
construction of the words “‘publie utilitv’”’ in a manner different from and contrary 
to the expressed intent of that act itself and of the Congress, 

OPS argues that a publie utility to be exempt under the act must not only be 
a@ public utility, but must either be a conventional public utilitv or a public 
utilitv that is regulated in its rates and charges by an independent governmental 
regulatory authority. The act does not so limit the meaning of the words “public 
utility.”’ Therefore, the amendment proposed by H. R. 7079 expressly states 
that as to public utilities which are subject to the Shipping Act of 1916 no such 
limitation was intended. 3 

The free conference report upon 8. 1717 (H. Rept. No. 770, 82d Cong., Ist 
s’ss., at pp. 24-25; Congressional Record, 82d Cong., Ist sess., vol. 97, No. 138, 


pp. 9312, 9319) concerning the Defense Production Act Amendments of 1951 states: 


“Exemption for Publie Utilities and Common Carriers 


“Seetion 402 (e) (v) of the Defense Production Act of 1950 exempts from price 
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control rates charged by any common carrier or other publie utility. The House 
amendment contained a provision which would limit this exemption to any 
common carrier or other public utility whose proposed increase in any rate or 
charge is subject to control by a public regulatory authority exercising juris- 
diction to approve or disapprove proposed increases in such rates or charges, 
The Senate bill contained no similar provision. The conference substitute does 
not contain this provision of the House amendment.” 

We believe that the following illuminating colloquy between Senator Knowland 
and Senator Maybank, who was in charge of this conference report on the floor 
of the Senate, is dispositive of the issue before the Court: 

“Mr. KNOWLAND. Mr. President, I should like to ask the able Senator from 
South Carolina in regard to the following situation: In California we have, as 
I assume is true in many other States, publicly owned public utilities. For 
instance, the bureau of light and power in the city of Los Angeles and the East 
Bay utility district are two examples. They are elected by a vote of the people 
or are selected under the laws of the State to operate these publicly owned utili- 
ties. As I understand, they do not come under the regulatory power, which in 
the case of our State is the State railroad commission, in the way that privately 
owned public utilities do. It is a public body, as I have pointed out. 

“Does the language as it now appears in the conference report give the Admin- 
istrator power to regulate the rates of a publicly owned, publicly regulated utilitv? 

“Mr. MayBank. Absolutely not. The House did have a provision, the Kennedy 
amendment, to which we refused to agree. 

“Mr. Capensart. Mr. President, will the Senator vield? 

“Mr. Mayspanx. I vield. 

“Mr. Capewart. In other words, wherever a State or a municipality regulates 
the rates, the Federal Government under the law will have no right to regulate 
them. 

“Mr. KNownaNnp. The only question which arises is due to the language of 
the Kennedy amendment, which seemed at least to imply that in the case of 
agencies which were not regulated by a State regulatory commission or a State 
public-utilities commission—for instance, in the case of the East Bay Public 
Utility District and the bureau of light and power of Los Angeles, which are 
public bodies—the administrator could regulate the rates. Of course, those two 
bodies do not come under the State regulatory commission, but set their own 
rates as a public regulatory agency of the State. I want to make certain what 
their situation will be. 

“Mr. Maypankx. I assure the Senate that the conferees on the part of the 
Senate stood adamant, as I said, against the so-called Kennedy amendment, and 
did not include in the conference report any provision which would give any 
additional power to the Office of Price Stabilization to regulate any public utility 
rates, whether relating to water, light, heat or telephones.” (Congressional 
Record, 82d Cong., Ist sess., vol. 97, No. 138, pp. 9231-9232.) 

The report of the Board of Review of OPS in the case in which OPS denied 
the protest of the ports of Seattle and others (referred to above) contained. this 
language with regard to this legislative history relative to the meaning of the 
words “‘public utility’ in the act. 

“We have considered carefully the other contentions made by the protestants 
including the argument that their position is supported by a colloquy on the 
floor of the Senate in connection with the debate on extension of the Defense 
Production Act of 1950, as amended. In our view these contentions are without 
merit,”’ 

To further illustrate the congressional intent that the exemption of ‘‘publie 
utilities’? contained in the act was never intended and should not be construed 
as being limited solely to conventional or comprehensively regulated public utili- 
ties, we refer to the Emergency Price Control Act of 1942 which contained an 
exemption clause identical in language with section 402 (e) (v) of the Defense 
Production Act of 1950 with regard to “any common carrier or other publie¢ 
utility.’’ The words ‘‘public utility” in this former act have been judicially con- 
strued to refer to any public utility whether conventional or whether regulatied 
or not. (See Bowles v. Wieter, 65 F. Supp. 359; Fleming v. Chicago Cartage Co., 
160 F, (2d) 992; Dunham & Reid v. Porter, 157 F. (2d) 1022; In re Rice, 165 F. 
2d) 617.) 

For example, Chief Judge Vinson (now Chief Justice of the Supreme Court), in 
the case of Davies Warehouse Co. v. Brown (137 F. (2d) 201), said: 

“This, then, is my exact position: If a business is (1) affected with a public 
interest, and (2) bears an intimate connection with the processes of transporta- 
tion and distribution, and (3) is under an obligation to afford its facilities to the 
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public, generally upon demand, at fair and nondiscriminatory rates, and (4) en- 
joys in a large measure an independence and freedom from business competition 
brought about either (a) by its acquirement of a monopolistic status, or (b) by 
the grant of a franchise or certificate from the State placing it in this position, 
it is for the purposes of the Price Control Act, as amended, a public utility, and 
subject to the exemption provisions of section 302 (c).”’ 

While Chief Judge Vinson’s dissenting opinion in the above-entitled case, from 
which the foregoing quotes were taken, was not the law of that case, it should be 
remembered that that case was reversed in the Supreme Court of the United 
States, in substantial conformity with his dissenting opinion. (Davies Warehouse 
Co. v. Bowles, 321 U.S. 144.) 

Similarly, in Dunham & Reid v. Porter (157 F. (2d) 1022), the question was 
whether a common carrier was subject to the Emergency Price Control Act of 
1942 “with respect to transportation services the rates for which are not regulated 
by other State or Federal authorities.’’ The court in that case found that the 
complainant was a common carrier and therefore was not subject to price controls 
under the Emergency Price Contro] Act of 1942. The opinion of the court said, 
am part: 

“We think that to construe the term ‘common carriers’ in the exempting clause 
as though it read ‘common carriers whose rates are otherwise regulated’ would be 
to amend the statute under the guise of construing it. We are quite aware of the 
Administrator's contention that this construction is necessary in order to make 
certain that all common carriers will be subject either to Federal price control 
or to State or Federal regulation. This may be and doubtless is a desirable 
objective which it is within the power of Congress to achieve. But the argument 
should be addressed to Congress and not to us. For the language which Congress 
actually used in section 302 (c) was not designed to accomplish that result and we 
do not think that it may fairly be tortured into doing so.’ 

Again, in the case of Bowles v. Weiter (65 F. Supp. 359), the defendant was a 
hauler of milk over irregular routes in Illinois and Missouri. Notwithstanding 
the fact that there was no regulation of the defendant’s rates, he was held to be a 
common carrier under the exempting language of the Emergency Price Control 
Act of 1942. The court said, in part: 

“Though it appears that defendant does not have regularly published schedules 
of rates, covering his intrastate services as a carrier and it appears that the charges 
that he makes for his services are not regulated by any State agency, it also 
appears that he does, as a matter of fact, have regular rates, though unpublished, 
which he charges for his services to all alike. 

“While it is true that the rates charged by the defendant for his services as a 
common-law carrier are not regulated by any governmental body, that fact does 
not, by anv accepted definition of the term ‘common carrier,’ cast doubt upon 
defendant’s classification as such * * * 

“Under no definition that has been called to my attention is the regulation of 
rates by a governmental agency made a prerequisite of the status. The right 
of the Government to regulate the rates charged by a carrier of goods grows out 
of the preexisting fact that he is a ‘common carrier.’ While the State of Illinois 
undoubtedly has the lawful right to regulate the defendant’s rates it has not seen 
fit to do so. 

“Being a common carrier, the defendant is within the exact language of the 
exemption in section 302 (c) of the Emergeney Price Control Act of 1942. No 
limitation was imposed in the Act upon the ordinarily accepted meaning of the 
term ‘common carrier’ as used in said exemption and no limitation seems to be 
implied by any language in the act. Common carriers have always been recog- 
nized as being monopolistic and affected with a public interest, and, therefore, 
subject to such reasonable regulations as governments see fit to impose. At the 
time of the enactment of the Emergeney Price Control Act of 1942, it was within 
the knowledge of Congress that there existed in the many States common carriers 
of goods and passengers whose rates had not been subject to regulation by any 
governmental authority. Had Congress wished to restrict the class of common 
carriers falling within said exemption to such as had their rates controlled and 
regulated by a governmental agency, it would undoubtedly have done so by adding 
to the exemption clause the phrase ‘whose rates are fixed by somg governmental 
agency.’ The Congress not having seen fit to do this, it would seem to be improper 
for this court to do so in this case.”’ 

When the Congress, therefore, reenacted the same exemption language in the 
Defense Production Act of 1950, it must have done so in the light of the judicial 
interpretation given to this language in the Emergency Price Control Act of 1942. 
H. R. 7079, serving as it does only to clarify this intent with reference to those 
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public utilities which are subject to the Shipping Act of 1916, should receive 
favorable action by the Congress and by your honorable Committee, 

To again illustrate that under the exemption clause pertaining t».public utili- 
ties contained in the Emergency Price Contro] Act of 1942, OPA thereunder 
considered publicly owned ports and terminals exempt, we advert to Docket 632 
before the United States Maritime Commission. In 1944 certain members of the 
California Association of Port Authorities filed notices of proposed increased rates 
for wharfage and dockage. In that instance OPA, instead of issuing a cease-and- 
desist order under the theory that it had jurisdiction of the rates of ports and 
ierminals operated as public utilities, filed a protest with the United States Mari- 
time Commission. The following quoted from that protest is very significant as 
illustrating the administrative interpretation in 1944 that publicly owned ports 
and terminals, as well as other persons subject to the Shipping Act of 1916, were 
exempt from OPA regulation: 

“In view of the foregoing considerations, this office is acting under the author- 
ity delegated from the President pursuant to section 1 of the Stabilization Act of 
October 2, 1942, to protest to the port authorities the proposed increases in their 
charges. We must, however, reckon with the possibilities that our protest, 
together with the protests of the avencies of the Fi cicaesnat affected, may not 
suffice to dissuade the port authorities from taking the proposed action. Since 
the proposed increases will constitute what the protestants believe to be an 
unjustified addition to the cost of the war and since there is substantial hazard 
that the action of California authorities may prove only the prelude to like action 
on all seaboards, I earnestly request the Maritime Commission to exercise to the 
full such’authority as it may possess in the premises to prevent or cause a post- 
ponement of the proposed increases. 

? 


“CHESTER A. Bow gs.’ 


The United States Maritime Commission instituted an order to enter upon a 
hearing as to the lawfulness of the rate increases proposed, such increases were 
withdrawn, and the docket closed. The action of OPA, in that instance, amounted 
to an admission that OPA had no jurisdiction over increases in the rates of public 
ports and an admission that the proper regulatory body with reference to public 
ports and private terminal operators was the United States Maritime Commission, 
under the Shipping Act of 1916. H. R. 7079 merely restates clearly this same 
position and would prevent OPS, now, under identical language, from arriving at 
an administrative determination inconsistent with and contrary to the intent of 
Congress. 

Following the decision of the United States Supreme Court in the Davies 
Warehouse case, referred to herein, the Administrator of the Office of Price 
Administration under the Emergency Price Control Act of 1942, under date of 
April 26, 1944, by his district price attorney of the Office of Price Administration, 
wrote the port of Seattle, Wash., with reference to its rates, as follows: 

“Tt is our understanding that the rates of the port of Seattle are established 
by the port commission, a body of public officials elected by voters reziding 
within the port district, and that such rates are not subject to suspension or 
revision by the department of public service. Under these circumstances, this 
office is of the opinion that the exemption mentioned above is applicable. We 
are, however, securing confirmation of this opinion.” 

It never has been the intent of the Defense Production Act that it should or 
ought to apply to publicly or privately owned ports or terminals, which are 
operated as public utilities or are subject to the Shipping Act, whether independ- 
ently regulated as to their rates or not. This is borne out by past proposed 
amendments in 1951 to the Defense Production Act of 1950 which were not 
adopted by the Congress, by judicial decisions construing identical exemption 
language in the Emergency Price Control Act of 1942, and by past administrative 
action of OPA. 

H. R. 7079 is therefore justified and necessary in that it would clarify and make 
more certain that this correct construction of section 402 (e) (v) of that act be 
followed by OPS without involving other persons subject to the Shipping Act of 
1916 in the extremely costly harassment of filing protests with OPS and litigating 
the construction of the language of that act in the courts to the cost and detriment 
of the ports and general industry. s 


H. R. 7079 would so clarify the Defense Production Act of 1950 as to prevent 
OPS by an administrative construction of said act from causing a conflict in juris- 
diction and authority between itself and the Federal Maritime Board. 
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H. R. 7079 proposed to clarify the Defense Production Act of 1950 so that 
“persons subject to the Shipping Act, 1916’’ will unequivocally be exempt from 
regulation by OPS. OPS has administratively, in the dockets affecting Seattle 
and Tacoma, cited supra, declared that it does have control over all public utilities 
which are not to be classified as conventional and which are not completely and 
comprehensively regulated by an independent regulatory authority. Under the 
Shipping Act of 1916 the Federal Maritime Board has been given and has exer- 
cised over a long period of years regulatory authority over the persons subject to 
that act, i. e., public and private ports and terminal operators, car loadeis and 
unloaders, ete. OPS has refused to reegnize the regulatory authority of the 
Federal Maritime Board under the Shipping Act of 1916 and has stated that if 
that authority is the only regulatory authority to which a nonconventional public 
utility is subject, that that public utility is not one which is exempt from the 
provisions of the Defense Production Act of 1950, as amended. 

There is now pending before the Senate Committee on Banking and Currency 
S. 2722, which is the companion bill to H. R. 7079. Under date of March 11, 
1952, Ellis Arnall, Director, Office of Price Stabilization, addressed a communica- 
tion to Hon. Burnet R. Maybank, United States Senate, with reference to S. 2722. 
With reference to “cther persons subject to the Shipping Act of 1916” that 
communication contained the following language: 

“However, ‘other persons,’ marine terminal facilities, for example, are subject 
to the Shipping Act of 1916 only in the sense that they file copies of rates and 
agreements with the Federal Maritime Board which has jurisdiction onlv to 
prevent discriminatory rates and practices. The Maritime Board has,no juris- 
diction to regulate these rates to determine their reasonableness.”’ 

This statement by Mr. Arnall, together with the rest of the context of his 
communication, presents a very erroneous view of the jurisdiction of the Federal 
Maritime Board under the Shipping Act of 1916. 

With reference to persons subject to the act, the Federal Maritime Board and 
its predecessor, the United States Maritime Commission, has from time to time 
fixed maximum and minimum rates. In docket 555 instituted November 7, 
1939, for example, the United States Maritime Commission investigated ports 
and private terminal operators in the San Francisco Bay area relating to free 
time allowance and wharf demurrage and storage rates. The Commission found 
that the respondent ports were guilty of violating the Shipping Act of 1916 and 
ordered the adoption of certain minimum rates for demurrage and storage (some 
of which were double the existing rates) and certain maximum free time allow- 
ances. The Supreme Court of the United States (California v. United States (320 
U.S. 577)) upheld this decision of the United States Maritime Commission and 
held that the charging of noncompensatory rates by a port or terminal operator 
was a violation of the Shipping Act of 1916 and that minimum compensators 
rates could be ordered established by the Commission. 

In docket 659 of the United States Maritime Commission, on October 19, 
1948, with reference to an inquiry as to free time and demurrage charges at New 
York, it was held that the Commission had the authority under the decision 
in California v. United States, supra, not only to set maximum free time, but also 
to set minimum free time and maximum or minimum demurrage rates as well 
It also held that other persons subject to the Shipping Act are bound to impose 
compensatory demurrage charges after the expiration of reasonable free time 
and “‘if the currently effective rates of demurrage are not compensatory, new 
rates should be published which are compensatory.” 

A candid perusal of those dockets and the decision of the Supreme Court, 
supra, indicate that while the Federal Maritime Board may not with reference 
to other persons who are not signatories to a section 15 agreement under the 
Shipping Act of 1916, assume conventional rate regulatory power, that the Fed- 
eral Maritime Board does, however, have the power as to ‘other persons subject 
to the Shipping Act of 1916” to prescribe minimum and maximum rates for all 
services rendered thereby. 

It should be remembered that under the Defense Production Act of 1950, as 
amended, OPS has no regulatory power as to the fixing of rates and charges for 
services rendered, but may merely set &@ maximum rate or charge with reference 
to other persons subject to the Shipping Act of 1916. This power is already 
and for a great number of veers has been exercised by the Federal Maritime 
Roard and its predecessors, so thet it is ineluctable that in all instances in which 
the Federal Maritime Board should exercise its power to fix a maximum rate or 
a minimum rate thet such exereise would be in conflict with the exercise of any 
similar power by OPS. For example, if the Federal Maritime Board should now 
find a violation of the Shipping Act of 1916 to exist as to any port or terminal 
and to correct the violation should order a minimum rate of twice or even in 
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excess to any extent of the existing rate to be charged, then under the construc- 
tion of the Defense Production Act of 1950, administratively assumed now by 
OPS, such an order by the Federal Maritime Board would, in effect, authorize 
a violation of any ceiling price that might be established for any port or terminal 
by OPS. H. R. 7079 would remove persons subject to the Shipping Act of 1916 
definitely from the purview of OPS regulation and thus eliminate any administra- 
tive OPS construction of the act that would lead inevitably to conflict between 
the two acts and between the two Federal agencies administering said acts. 

In the case of Davies Warehouse Co. v. Bowles (321 U. 8. 141), Justice Jackson, 
writing for the Court, stated with reference to similar language in the Emergenev 
Price Control Act of 1942: 

“We think Congress desired to depart from the traditional partitioning of func- 
tions between State and Federal Government only so far as required to erect 
emergency barriers against inflation. * * * But as matter of policy Congress 
may well have desired to avoid conflict or occasions for conflict between Federal 
agencies and State authority which are detrimental to good administration and to 
public acceptance of an emergency system of price control that might founder if 
friction with public authorities be added to the difficulties of bringing private self- 
interest under control. Where Congress has not clearly indicated a purpose to 
precipitate conflict, we should be reluctant to do so by decision. * * = *” 

Moreover, a large number of the persons subject to the Shipping Act of 1916 
have entered into seetion 15 agreements under that act which have been approved 
by the Federal Maritime Board or its predecessor. The California Association of 
Port Authorities and the Northwest Marine Terminal Association are instances 
of groups of public and private ports and terminal operators who have entered 
into such section 15 agreements. Those agreements provide, among other things, 
that all of the parties signatory thereto will charge just and reasonable and so far 
as practicable uniform rates and charges for the services rendered by them. 

In the proceeding entitled, “Status of Car Loaders and Unloaders” (2 U.S. M. C. 
761), there was before the United States Maritime Commission for approval the 
car-loading rates of the San Francisco Bay Car-Loading Conference. The ques- 
tions were whether the members of the conferenee were within the coverage of th> 
Shipping Act of 1916, and if so, whether their proposed rates were fair, nondi_- 
criminatory and otherwise acceptable under the Shipping Act of 1916. The Com- 
mission said, with reference to that particular conference: 

“Thus, it is apparent that while the agreement is operative, the Commission 
has plenary power to control, among other things, the fixing and regulation of 
rates and practices of the agreeing parties. Therefore, approval of the agreement 
would constitute automatic and complete occupancy of the field of activity here 
involved by the Federal Government.” 

This plenary power of the United States Maritime Commission, and now the 
Federal Maritime Board, has been exhibited in other cases. In Pacific Coast- 
River Plate Brazil Rates (2 U.S. M. C. 28), a rate of $43 per 1,000 feet of lumber 
was substituted for a previous conference rate of $16 per 1,000 feet. Of this, the 
Commission said: 

“Under all the circumstances, there is no doubt that the rate of $43 was un- 
reasonably high and that its substitution for the rate of $16 previously in effect 
created a definite barrier to the sale of Pacific coast lumber in the east coast of 
South America market and, therefore, constituted an abuse of the rate-making 
power which the conference members are permitted to exercise under their ap- 
proved conference’agreement.”’ 

In Free Time and Demurrage Charges, New York (3 F. M. B. 89), the Federal 
Maritime Board established a free time period of 5 days and ruled on certain 
questions and conditions concerning free time. Without expressly determining 
whether or not the demurrage rates were compensatory, the Federal Maritime 
Board did say, in its decision: 

“We held in Docket No. 555, Practices of San Francisco Bay Area Terminals 
(2 U.S. M. C. 588, aff'd), California v. U. S. (820 U. 8. 577), that carriers are 
bound to impose compensatory demurrage charges after the expiration of reason- 
able free time. If the currently effective tariff rates of demurrage are not com- 
pensatory, new rates should be published which are compensatory. We make no 
finding in this as to whether existing rates are compensatory or not.” 

It should be remembered that Docket No. 555, referred to in the quoted language 
above, did not involve any parties signatory to an agreement under section 15 
of the Shipping Act of 1916. 

Further cases, where the United States Maritime Commission and the Fed- 
eral Meritime Board have, with reference to other persons signatory to section 
15 agreements, assumed full and complete regulation of their rates and charges 
are the following: 
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Status of Car Loaders and Unloaders (2 U. 8. M. C. 791) 

Status of Car Loaders and Unloaders (3 U. 8S. M. C. 116) 

Status of Car Loaders and Unloaders (3 F. M. B. 268) 

Car Loading at Southern California Ports (2 U. 8. M. C. 784) 

Car Loading at Southern California Ports (2 U. 8S. M. C. 788) 

Car Loading at Southern California Ports (3 U.S. M. C. 137) 

Car Loading at Southern California Ports (8 F. M. B. 261) 

Increased Rates Ship's Anchorage to Shore, Nome, Alaska (3 F. M, B. 229) 
Terminal Rate Increases—Puget Sound Ports (3 U.S. M. C. 21) 

Terminal Rate Structure—California Ports (3 U.S. M. C. 57) 

Contract Rates—Port of Redwood City (2 U. 8. M. C. 727) 

Inthe Matter of Wharfage Charges and Practices at Boston, Mass. (2 U.S. M. C. 245) 
Interchange of Freight at Boston Terminals (2 U. 8S. M. C. 671) 

In Docket No. 418 of the United States Maritime Commission entitled, “Jn 
the Matter of Services, Charges, and Practices of Carriers Engaged in the East-Bound 
Transportation of Lumber and Related Articles by Way of the Panama Canal” (2 
U.S. M. C. 143), it was decided that, with reference to the terminal respondents 
to that proceeding, they were public utilities and were required to publish and 
post a tariff containing their charges, rules, and regulations. It appeared in that 
proceeding that certain of the defendant terminals had failed to publish and post 
a schedule of their rates and others failed to state separately the charges for each 
service performed and others failed to give adequate notice of rate changes. Hav- 
ing decided that they were public utilities and subject to the Shipping Act of 1916 
the United States Maritime Commission ordered them to comply with its tariff 
rules and regulations. 

An examination of the foregoing decisions and orders of the Federal Maritime 
Board and the United States Maritime Commission, its predecessor, discloses 
that they have assumed jurisdiction under the Shipping Act of 1916 to order in- 
creases in rates, to order maximum and minimum rates, among other things, for 
“other persons subject to the act’’ under circumstances which if those rates were 
subject to the ceiling-price regulations of OPS would constitute orders to violate 
such ceiling prices. And yet OPS still continues to assert that under the Defense 
Production Act of 1950 it has complete authority to fix ceiling prices of other 
persons subject to the Shipping Act of 1916 and does not recognize that the 
powers of the Federal Maritime Board are such that ‘‘other persons subject to the 
act” are exempt from the Defense Production Act of 1950. There will exist and 
continue to exist a regulatory conflict between the Federal Maritime Board and 
the Office of Price Administration, unless H. R. 7079 or similar clarifying legisla- 
tion is adopted. 

It is urged that H. R. 7079 should be adopted so as clearly to exemplify the 
intent of Congress that OPS should not invade the province of the Federal Mari- 
time Board with reference to its existing powers of regulation over persons subject 
to the Shipping Act of 1916. After all, the Federal Maritime Board and its 
predecessor have been long established and are thoroughly conversant with the 
rates, charges, and practices of public and private ports and terminals. It would 
not be consonant with the best interests of the terminal industry nor with the 
national economy that there should be any derogation of any of its powers and 
authority by an inconsistent construction by OPS of the Defense Production Act 
of 1950. H. R. 7079 is designed to express unequivocally for the guidance of 
OPS and the terminal industry that the Federal Maritime Board is its regulatory 
body to the extent of the provisions of the Shipping Act of 1916. 


III 


H. R. 7079 would clarify and amend the Defense Production Act of 1950, so 
as to exempt those services the rates for which are, in the interests of the national 
economy, not necessary to be controlled and which, if controlled, would lead to 
administrative difficulties and hardships far in excess of any benefits. 

H. R. 7079 would exempt from price control all services supplied by the United 
States, States, municipalities, etc., and any agency thereof. Generally speaking, 
governmentally supplied services should not be subject to control by OPS. The 
rates and charges for such services are already under direct public control, and are 
fixed by governmental bodies, agencies, or boards directly responsible to the 
people. There is no profit motive in the operation of governmental services. 
One of the purposes of governmental ownership or operation is to eliminate ex- 
cessive profit from the operation of public utilities or services so that the public 
may benefit therefrom through low rates, better improvements, and adequate 
service. 
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Governmental utility and service rates and charges are almost universally low 
as compared to comparable privately owned utilities. There is, therefore, less 
need to regulate governmentally owned utility or service rates or charges than 
privately owned ones. Privately owned utilities are, even under OPS interpre- 
tation of the exemption of the act, not generally subject to price control, because 
most are otherwise independently regulated. To require approval by OPS 
before any change in governmental utility or service rates or charges can be 
made, would in effect, be discriminating against governmentaily owned utilities 
and services by requiring more rigid control thereof than for private public 
utilities. 

These principles are reflected and recognized in existing OPS regulations. 
General Overriding Regulation 14, as amended, as it read prior to March 26, 
1952, exempted, among other services (see sec. 3 (89)), ‘Services supplied directly 
by the United States, the States, Territories, and possessions of the United States, 
and their political subdivisions and municipalities, the District of Columbia, and 
any agency of any of the foregoing.’’ At that time this same regulation stated 
that these governmentally exempt services did not include ‘‘services supplied in 
connection with terminals, docks, or warehousing facilities by any such govern- 
ment or governmental agency.”’ On March 26, 1952, amendment 9 to General 
Overriding Regulation 14 became effective, which eliminated this exception from 
the exemption of governmental services generally, and in the preamble and justi- 
fication portion of said amendment 9, it was stated: 

‘‘On further consideration, the Director is of the opinion that the rationale 
supporting the exemption of ‘governmental’ services generally should be applied 
to terminal, dock, and warehousing services supplied directly by Government 
authorities or agencies thereof. The services here involved’ have, as their basic 
purpose, the stimulation of commerce to or through the particular area or locality 
in question, for the benefit of the general public. Hence, the charging of un- 
reasonable or oppressive rates would defeat the very purposes for which the 
operations are instituted. For these reasons, the Director is of the opinion 
that the governmental! bodies which operate such facilities will guard against 
any abuses in the matter of charges made for the services, and, therefore, such 
terminal, dock, and warehouse operations should be included in the general 
exemption of ‘government’ services as covered in section 3 (a) (89), referred to 
above.” 

This conclusion and statement is directly in conflict with the statements made 
by the Director in his statement of objections to 8. 2722 filed with the Senate 
Banking and Currency Committee, wherein he prophesied that if the ports and 
terminals were not subject to ceiling price regulations of OPS there would be a 
profound effect upon the economy of the Nation, to its detriment. 

In Docket 640 before the United States Maritime Commission, that Commission 
exhaustively examined and studied, through the services of the chief rate analyst 
for the California Public Utilities Commission, Mr. Howard Freas, the rates, 
charges, and rate structure of all of the major California publicity owned ports 
and privately owned terminals, and, in a report based upon that study, after 
public hearings, the Commission found that at that time and historically the rates 
and charges of both publicly owned and privately owned docks and terminals 
were, and had been for a long time, unreasonably depressed, were noncompen- 
satory, and that the continued existence of those publicly owned ports and 
privately owned terminals had only continued by reason of subsidies supplied by 
their operators or by deferring necessary and proper maintenance. An actual 
study of the situation with reference to rates and charges of ports and terminals, 
whether publicly or privately owned, throughout the United States, would indicate 
that those findings, applying to California ports and terminals, can be said to be 
fairly representative of the entire industry in the United States. Historically, the 
rates and charges for ports and terminals in the United States have been chroni- 
cally low and have been the entire reverse of inflationary. 

H. R. 7079 would give congressional recognition, on a more permanent basis, 
to that which OPS has already by regulation determined it is unnecessary and 
inexpedient to control. Said bills would also, by removing unequivocally other 
persons subject to the Shipping Act from ceiling price regulation, place the entire 
port and terminal industry, all of which industry is subject to the Shipping Act 
of 1916 and the Federal Maritime Board jurisdiction, on an equal regulatory basis. 


IV 


Sections 1 and 2 of said bill would so clarify and amend the Defense Production 
Act of 1950, as amended, as to remedy present inequities, inconsistencies, and 
discriminations inherent in the present regulations of OPS. 





1070 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Public ports and private terminal operators perform essentially the same general 
type of services in connection with the transportation of interstate and foreign 
commerce carried by water. Stevedoring and car loading and unloading is some- 
times performed by a terminal operator or a public port and is sometimes per- 
formed by separate companies. All of these persons furnishing these types of 
services, when done in connection with a water carrier, are subject to the Shipping 
Act of 1916 and to the jurisdiction of the Federal Maritime Board thereunder. 
There are numerous port and terminal and car loading and unloading section 15 
agreements vias Aang the United States. In the statement dated March 11, 
1952, and signed by Ellis Arnall, Director, Office of Price Stabilization, to the 
Honorable Burnet R. Maybank, United States Senate, with reference to S. 2722, 
companion bill to H. R. 7079, it was stated: “To exempt all marine terminal 
facilities. as required by the present. bill, would be to disturb the established con- 
gressional policy discussed above of providing Federal pricing jurisdiction in un- 
regulated areas, and exempting from control facilities which are neither classified 
as publie utilities nor regulated with respect to rates by any appropriate public 
body. Such an exemption would be inconsistent not only with a sound stabiliza- 
tion program, but also with the decision. of the Supreme Court in the Davies 
Warehouse Co. case.” 

On March 19, 1952, Ellis G. Arnall, Director, Office of Price Stabilization, and 
Herbert Maletz, Deputy Chief Counsel for OPS, appeared before the Senate 
Committee on Banking and Currency, and the following questions and answers 
were given: 

‘Mr. Marerz. The law now exempts public utilities from price control, irre- 
spective of whether rates of those utilities are regulated or not. 

‘The CHAIRMAN. If a public utility in a community wants to regulate the rates 
and has a city council and legislature to regulate them and if they are negligent 
or the publie does not want them regulated, I do not think the Federal Govern- 
ment ought to tell them what to do. 

‘Mr. Arnaty. That is exactly our position.” 

* x + * * * 

‘Mr. Maerz. If a business is a conventional public utility, for example 
water company, @ gas company, an electric company or &@ power company— 
that business is automatically exempted from price control by the Defense Pro- 
duction Act, as it was by the Emergency Price Control Act of 1942. 

There are certain enterprises which fall into sort of a twilight zone. The 
question is, What criteria shall be used in determining whether those enterprises 

publie utilities? 

> CHAIRMAN. What criteria did Congress established? 
Maerz. It is the publie utilitv, Senator, and I am saying that the 
e Court interpreted what the term ‘public utility’ meant. It said No. 1, 
is a conventional public utility it is exempted. Then for other enterprises to 
termine whether or not it is a public utility, we will adopt these criteria, (1) we 

ill look to see if it is appropriately classified as a public utility, and (2) we will 

to see whether its rates are regulated. 
‘alifornia there are marine terminal facilities which are classified as public 
and their rates are controlled by a local public body. 
‘warrMaN. And also in the State of Washington, I understand. 
Maerz. The State of Washington is in a different category, but in 
ia those rates are controlled and they, in our view, are exempt from price 


‘Now in the State of Washington, the ports of Seattle and Tacoma have marine 
terminal facilities which are highly competitive with private marine terminal 
facilities.” 

* * * Bd ” _ 


‘It was our view that the rates of those facilities are not classified as public 
utilities nor are their rates controlled by any regulatory body. 

‘Now the contention has been made before this committee that the Federal 
Maritime Board exercises regulatory jurisdiction over the rates of those marine 
terminal facilities. 

‘Senator Bricker. Are they publicly owned? 

‘Mr. Maerz. Yes; they are, sir.” 

* * * * * * . 

‘Mr. Maerz. Senator, we have issued a regulation specifically exempting 
services supplied directly by publie bodies, except where those services are in 
competition with private facilities. 

‘Now in the State of Washington, the exemption did not apply to the port 
terminal! facilities for the simple reason that those facilities are competitive 
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highly competitive with private marine terminal facilities. If we exempted the 
port facilities, we, in order not to discriminate, might have to exempt the privately 
operated facilities. 

“The CHAIRMAN. What would be wrong with that? 

“Senator Frear. Yes; what would be wrong with that? 

“The CuarrMan. I am familiar with the State of Washington and the progress 
they have made. I would only hope we could make the progress in the port of 
Charleston that they have made in Seattle. 

“Mr. Mauerz. There are those facilities and others. 

“Senator Frear. Do I understand these facilities were owned by the State 
of Washington? 

“Mr. Mauerz. That is correct. 

“Senator Frear. And if you controlled the private facilities, you had to control 
the public facilities? 

“Mr. Marerz. We treated them alike.”’ 

* * * * * * * 

“Senator CarpeuHart. If the Congress does not want you to control these things, 
you are perfectly willing to forget them, are you not? 

“Mr. ARNALL. We are not going to do it, of course not. 

‘““Now I understand the Office of Price Stabilization, when Mr. DiSalle was 
Director of this staff, took the position that vou designated this agency to contro! 
prices. 

“Now, then, I have no love, let me hasten to sav—nor does my staff—to go 
out looking for trouble. If you say you do not want us to control rates charged 
by publie port terminals, whatever you say we are going to do. 

“Senator Bricker. I do not think you can constitutionally control the prices 
of public authorities.” 

Exactly 1 week later, on Mareh 26, 1952, the Office of Price Stabilization 
issued its amendment 9 to General Overriding Regulation 14, and by said amend- 
ment decontrolled by exempting from ceiling price regulation the charges for 
services supplied directly by Federal, State, or local government, or any agency 
of such government in the operation of terminal docks or warehousing facilities. 
In the statement of consideration in said amendment 9, the following language 
appears: 

“On further consideration the Director is of the opinion that the rationale 
supporting the exemption of ‘governmental’ services generally should be applied 
to terminal, dock, and warehousing services supplied directly by Government 
authorities or agencies thereof. The services here involved have as their basic 
purpose the stimulation of commerce to or through the particular area or locality 
in question for the benefit of the general public. Hence, the charging of unrea- 
sonable or oppressive rates would defeat the very purposes for which the opera- 
tions are instituted. For these reasons, the Director is of the opinion that the 
governmental bodies which operate such facilities will guard against any abuses 
in the matter of charges made for the services and, therefore, such terminal, dock, 
and warehouse operations should be included in the general exemption of ‘gov- 
ernmental’ services as covered in section 3 (a) (89) referred to above.”’ 

So regardless of the statement filed by Mr. Ellis G. Arnall with the Senate 
Banking and Currency Committee, OPS now recognizes that there is no need for 
ceiling price controls of the rates of publie ports and terminals, and by said 
amendment No. 9 to General Overriding Regulation 14, a large proportion of 
the “other persons subject to the act”? and to the jurisdiction of the Federal 
Maritime Board are now exempt from ceiling price regulation. 

Control by OPS of the rates of privately operated terminals is equally unnec- 
essary. Throughout the United States privately operated terminals are in direct 
competition with those which are publicly operated but handle a much smaller 
volume of traffic. Beeause of the forces of competition, decontrol of the rates 
of privately operated terminals could not result in any inflationary tendeney 
toward higher rates in such terminals since they are in all eases competitively 
controlled by those charged by the publie ports and terminals, and in many 
instances, are further controlled by section 15 agreements under the Shipping 
Act of 1916, and in all cases are subject to the jurisdiction of the Federal Maritime 
Board. 

Due to the same forces of competition, the decontrol of the rates of public 
ports and terminals by amendment 9 to General Overriding Regulation 14 is in a 
large measure meaningless. Competitively, the public terminals can charge no 
higher rates than the privately operated ones; and, so long as OPS continues to 
assert control over the rates of the privately operated terminals, OPS is likewise 
exercising by indirection control over the rates of the public terminals. 
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The Office of Price Stabilization having found it was unnecessary to control the 
rates and charges of publicly owned ports and terminals, the language of Mr. 
Maletz in his testimony before the Senate Banking and Currency Committee, 
quoted supra, becomes very appropos. He said: “If we exempted the port 
facilities, we, in order not to discriminate, might have to exempt the privately 
operated facilities.’’ Senator Frear asked: ‘‘And, if you controlled the private 
facilities, you had to control the public facilities?”” Mr. Maletz replied: ‘““We 
treated them alike.” 

It is thus apparent that, by decontrolling publicly owned ports and terminals 
while attempting to retain control of privately owned terminals, a serious dis- 
crimination between the two types of operators has resulted, to the detriment of 
both. The continued attempt to controla part of a competitive industry results 
in an indirect control of the entire industry. The attempt to control a part of an 
industry which is bound by agreement under the Shipping Act of 1916 to charge 
just and reasonable rates, and so far as practicable uniform rates, with the part 
of the industry which is decontrolled results in an intolerable situation from the 
standpoint of both the public and the private terminal operators. It is such dis- 
crepancies and discriminations that make it necessary for the Congress to enact 
legislation which will so clarify the meaning of the exemption of public utilities 
from price controls that all portions of the terminal industry which are subject 
to the Shipping Act of 1916 and which have entered into section 15 agreements 
between themselves shall be uniformly decontrolled and exempt from price 
ceiling regulation. H. R. 7079 will accomplish this salutary result. 

As another instance of discrimination within an industry, we refer to the fact 
that OPS has decontrolled in General Overiding Regulation 14, as amended, 
stevedoring operations when performed for the account of a water carrier. On 
the other hand, rates for stevedoring done for other than the account of a water 
earrier are not decontrolled, although both types of stevedoring services are per- 
formed under and subject to the same tariff by the operator. Car loading and 
unloading, except as an incident to stevedoring operations, is not decontrolled, 
so we have another inherently discriminatory regulation. There is no, and there 
ean be no, reason why stevedoring done for the account of a water carrier should 
be free of controls and other types of stevedoring and car loading and unloading 
be not decontrolled. 

Again, as may be recognized from the testimony of Mr. Arnall and Mr. Maletz 
before the Senate Banking and Currency Committee quoted above, it is apparent 
that private terminal operators are not uniformly throughout the United States 
considered to be under OPS control. For example, in California they are not 
controlled by OPS. In a highly competitive industry where private terminal 
operators and publie ports and terminal operators compete, not only intrastate 
but interstate, for business, it is highly undesirable and unsatisfactory for such an 
industry to be decontrolled as to publicly owned ports and terminals and not as to 
privately owned terminals, or to have the operators in one State subject to claimed 
controls by OPS when the operators in an adjacent or neighboring State are 
admittedly exempt from controls. All of these inequities of control, all of these 
inequalities and inconsistencies of control would be cured by H. R. 7079, and the 
entire port and terminal industry would be placed on an equal footing throughout 
the United States; that is, subject to the control of the Federal Maritime Board 
and not subject to the control of the Office of Price Stabilization with reference to 
ceiling price regulation. 

In order to clarify the Defense Produetion Act of 1950 to the end that adminis- 
trative interpretation by the Office of Price Stabilization shall not be permitted to 
frustrate the intent of Congress by the assertion of controls inconsistent with and 
in conflict with the Shipping Act of 1916 and the jurisdiction of the Federal 
Maritime Board thereunder, and in order to treat governmental services on @ 
permanent basis as not requiring controls, which treatment is now exemplified by 
General Overriding Regulation 14, as amended, and in order to prevent inequities, 
inequalities, and discriminations between the controls of publicly owned ports and 
terminals and of private docks and terminal operators, as well as the controls 
on the terminal industry from State to State, H. R. 7079 should receive favorable 
action by the Congress and by your honorable committee. 

We sincerely urge that this bill or a similar bill be given full consideration to the 
end that the confusion now existing as to the proper interpretation of the Defense 
Production Act of 1950 and the uncertainties and inequalities inherent in spot 
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decontrol regulations and in nonuniform regulations as between States be elimi- 
nated and in the future prevented. 

Respectfully submitted. 

Charles P. Howard, Howard Terminals, Oakland, Calif; G. J. Acker- 
man, Executive Assistant, Commission of Public Docks, Portland, 
Oreg.; John F. L. Bate, Port Director, City of San Diego, 
Calif.; D. L. Dullum, President, Encinal Terminal, Alameda, 
Calif.; V. W. Killingsworth, President, Alaska Terminal «& 
Stevedoring Co., Seattle, Wash.; Robert H. Wylie, Manager, 
Port of San Francisco, Calif.; J. Kerwin Rooney, Port Attorney, 
Port of Oakland, Calif.; Arthur W. Nordstrom, Attorney for 
Port of Los Angeles, Calif.; Special Joint Committee Representing 
the California Association of Port Authorities, and Northwest 
Marine Terminals Association. 

Mr. Granam. Gentlemen, contrary to what I suspect are a great 
many of the requests before this committee, H. R. 7079 does not ask 
that anything be decontrolled. 

H. R. 7079 seeks a clarification of the present exemption of public 
utilities in section 402 (e) (v) of the Defense Production Act by 
specifying that it includes ports and terminals under the jurisdiction 
of the Federal Maritime Board. 

It also spells out that the rates for services by the States, munic- 
ipalities, and political subdivisions are not subject to the due appli- 
cation of control by the Office of Price Stabilization. 

Now, on the Pacific, companies, public ports, and private terminals 
alike are joined together in conference rate-making structures which 
are commonly referred to as section 15 agreements under the Ship- 
ping Act of 1946. : 

These agreements and the rates of the terminal members, both 
public and private, are under the direct control and regulation of 
the Federal Maritime Board, which has the statutory obligation of 
disapproving such rates if they are “unjustly discriminatory or unfair 
of if they operate to the detriment of the commerce of the United 
States.” 

Now I should like to point out that the Maritime Commission, in 
its docket No. 639, has stated: 

While the agreement is operative, the Commission has plenary power to con- 
trol, among things, the fixing and regulation of rates and the practices of the 
agreeing parties. 

This plenary control is exercised upon the consideration of all 
criteria employed in the conventional rate regulation of any public 
utility. 

The Office of Price Stabilization, however, has consistently refused 
to recognize that Congress did not intend to subject such utilities to 
the conflicting regulations of the two agencies, and only upon the 
virtual request of the chairman of the Senate Banking and Currency 
Committee did the Office of Price Stabilization decontiol the terminal 
operations of the public ports. 

It should be pointed out to the committee that the decontrol order, 
which the Office of Price Stabilization has only recently issued, is 
absolutely ineffective insofar as the public ports on the west coast are 
concerned for the reason that they are bound by agreements approved 
under the Shipping Act by the Federal Maritime Board to maintain 
uniform rates for the private terminals which are signatory to the 
section 15 agreements. 

The Office of Price Stabilization, through the decontrol of stevedor- 
ing services, has administratively decontrolled the substantial bulk 
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of the labor services which are performed by the west coast terminals, 
and it should be borne in mind that direct labor cost represents ap- 
proximately 85 percent of the charge for such services. 

The nondecontrolled labor services, under the present regulations 
of the Office of Price Stabilization, represent an inconsequential 
factor from an inflationary standpoint. 

It may be pointed out that a 10-percent increase in a typical rate, 
for example, would be the equivalent of three-quarters of one one- 
hundredths of a cent per pound of freight. 

Although the Office of Price Administration, under the Emergency 
Price Control Act of 1942, which was identical in statutory language 
to that here involved, took the position that these terminal operations 
were all exempt as being public utilities, the Office of Price Adminis- 
tration last May asserted jurisdiction over the ports of Tacoma and 
Seattle. 

We were forced to file protests, and after months of expensive pro- 
ceedings, that case is still in the Emergency Court of Appeals where 
the matter is not vet ready to be argued before the court, the Govern- 
ment having requested several extensions of time within which to 
file briefs in the matter. 

This entire problem was made urgently acute last summer by sub- 
stantial wage increases approved by the Wage Stabilization Board 
for longshore labor on the Pacific coast. The managing director and 
traffic manager of the port of Seattle, as well as representatives of the 
ports of Portland, Oakland, San Francisco, Los Angeles, Long Beach, 
and San Diego, and both associations, made not less than five trips 
back to Washington for conferences with the Office of Price Stabiliza- 
tion, in an attempt to work these problems out. 

The Division of the Office of Price Stabilization, which is composed 
of experts in this field and is charged with the regulation of this field, 
has repeatedly recommended steps which would effectively accomplish 
the objectives of H. R. 7079 insofar as the port operations are con- 
cerned. 

However, the attorneys in the Office of Price Stabilization appar- 
ently feel that the congressional intent has not been adequately 
expressed, and they have indicated that congressional clarification 
of the term “public utility’? would be welcomed. 

In view of all of these considerations and those set forth at length 
in our statement, we feel that the clarification embodied in H. R. 
7079 is necessary to avoid the necessity of needless expense, litigation, 
and administrative confusion in the proper interpretation of the 
Defense Production Act. 

It should be added that H. R. 7070 is a nonpartisan measure. 
Senators Maybank and Magnuson and Senator Knowland have all 
requested the Office of Price Stabilization to adopt a construction of 
the act consistent with that embodied in H. R. 7070 and the Senate 
counterpart of this bill, which was Senate 2722, was unanimously 
adopted the other day by the Senate Banking and Currency Com- 
mittee, as a desirable clarification of the existing statutory exemption 
of public utilities. 

Thank vou very much. 

The CHarrman. The terminal facilities vou represent are all 
privately owned? 

Mr. Granam. No, sir, I represent the port of Tacoma, the port of 
Seattle, and the Northwest Marine Terminal Association which is 
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composed of both public and private terminals, sir. They are all 
joined together in the same conference agreement, are all subject to 
the same regulation by the Federal Maritime Board—all rates and 
charges and practices are filed with the Federal Maritime Board 
and extensive rate hearings have been held before that agency both 
by the Northwest group and also by the California group, sir. 

The CHAIRMAN. So there are uniform charges for all of those 
terminal facilities however they may be owned? 

Mr. Grauam. That is correct, sir. Not only are the charges re- 
quired by the terms of the agreement to be just and reasonable and 
with uniform rates, but that contractual obligation is the obligation 
which is enforced by the Maritime Board and in the rate proceedings 
before the Federal Maritime Board the rate structures are obviously 
the same for all of the ports in the respective areas. 

The Cuairman. If there are no questions, you may stand aside. 
We are glad to have your views. 

Mr. Nicnouson. Is the Maritime Board appointed by the Gov- 
ernor? 

Mr. Granam. The Maritime Board, sir, was formerly the United 
States Maritime Commission, an independent agency of the United 
States Government. It is now known as the Federal Maritime 
Board, and under, I believe, Reorganization Order No. 21, if I recall 
correctly; the functions of the Maritime Commission were transferred 
to the Department of Commerce and the Maritime Board, | believe, 
technically, is under the jurisdiction of the Department of Commerce 
at the moment. 

It is a Federal board, sir, it is not a State regulatory body. 

Mr. NicHoutson. Well would this not have one Federal branch 
of the Government opposing the other? 

Mr. Grauam. That is precisely the predicament we have been in 
since last June at this time, and a principal objection to the present 
interpretation of the statute by the Office of Price Stabilization is 
that we are placed in the impossible situation of regulation by two 
agencies, 

As pointed out in our statement, it is entirely probable—not only 
possible—that in the conflicting regulations, if the public ports, which 
have been decontrolled, should advance the tariffs which they publish, 
and in which the private terminals concur, the private terminals, for 
example, would be placed in violation of the Shipping Act, as well as 
the Defense Production Act. 

The CHatrMAN. You make your charges conform to the charges 
that have been fixed by the Maritime Board? 

Mr. Grauam. I beg your pardon, sir? 

The CuHarrMan. Are your charges comparable to the charges fixed 
by the Maritime Board for other terminal facilities? 

Mr. Granam. Well, they are fixed by the Maritime Board, sir. 
Public ports, as well as private ports, have been held to be subject 
to the jurisdiction of the Maritime Board, and all of the terminal 
operators, whether they be public or private, must file their tariffs 
with the Federal Maritime Board under these agreements to which 
I have referred. And, as may be indicated by reference to the 
Maritime Board docket proceedings, those tariffs are subject to the 
express approval, in the event the Board, on its own motion, or upon 
complaint, or upon petition of the filing parties, undertakes an investi- 
gation of the rates. 
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And that has been done, sir, in times past. There was one pro- 
ceeding closed only in recent months, so far as the Pacific Northwest 
is concerned, sir. 

The CuHarrman. If there are no further questions, vou may stand 
aside, sir. 

Mr. Granam. Thank you, Mr. Chairman. 

(The following statement was submitted by Daniel B. Goldberg, for 
inclusion in the record of the hearing: ) 


STATEMENT BY DanreEL B. GOLDBERG, AssISTANT GENERAL COUNSEL OF THE 
Port or New Yore Avutuority, ON BEHALF OF THE AMERICAN ASSOCIATION 
or Port AvrHoritiges, INc., AND NortHwEST MARINE TERMINAL ASSOCIA- 
TION, CALIFORNIA ASSOCIATION OF PorT AUTHORITIES, NORTH ATLANTIC 
Ports Association, GULF Ports AssocIATION, AND Sourn ATLANTIC PorTs 
CONFERENCE 


Mr. Chairman and members of the committee, I appear on behalf of the United 
States members of the American Association of Port Authorities, Northwest 
Marine Terminal Association, California Association of Port Authorities, North 
Atlantic Ports Association, Gulf Ports Association, and South Atlantie Ports 
Conference to support legislation such as H. R. 7079, to clarify the exemption of 
public utilities in the Defense Production Act so as to assure that charges made by 
State and municipal agencies, including public port authorities, are not subject to 
a duplicative control by the Office of Price Stabilization. 

The American Association of Port Authorities is an organization made up of the 
State and municipal governing boards and bodies having jurisdiction over the 
publie ports of the United States. There are more than 50 corporate member 
ports of the American Association of Port Authorities, including, among others, 
such ports as Boston, New York, Philadelphia, Norfolk, Charleston, Savannah, 
Miami, Mobile, New Orleans, Galveston, Houston, Long Beach, Los Angeles, 
San Francisco, Seattle, Portland, Milwaukee, Toledo, and many more. The 
other associations which I represent are regional groups of such ports. 

Ports and marine terminals are traditionally complex service organizations, 
carrying on three distinct lines of activity combined under one administration. 
First, there is the wharfinger activity having to do with furnishing dock facilities 
and services to vessels and vessel cargoes during the so-called free time period 
during which the cargoes remain on the piers. Secondly, there is the activity of 
renting structures or open land along the water front in port and terminal areas 
to tenants extensively engaged in shipping by water. The third activity is 
public warehousing designed to accommodate water-borne tonnages which remain 
in the port areas beyond the free time period permitted on the piers themselves 
in situations where the owners of cargo do not desire to rent structures or open 
areas for exclusive use or to act as their own custodian of the cargo. 

Most of the ports in this country providing this complex of services are admin- 
istered by public agencies. Certain of our public corporate members are agencies 
or departments of their local governments; others are State commissions; and 
still others are public authorities, independently incorporated. Almost all of the 
port commissioners are unpaid public servants, appointed by governors, mayors, 
city councils, or in some cases by local election. 

My testimony here relates to section 402 of the Defense Production Act of 
1950, wherein, in subsection (e) (v), the act provides, with reference to the 
stabilization of prices, in part as follows: 

“(e) The authority conferred by this title shall not be exercised with respect 
to 

“(y) Rates charged by any common carrier or other public utility;”’. 

Briefly stated, it is our view that in the interests of the foreign and domestic 
water-borne commerce of the United States, the American merchant marine, and 
the operation of public ports in the United States, the rates and charges for services 
rendered by public ports are not and should not be subject to Federal price control 
in addition to Federal Maritime Board regulation. Our purpose would be served 
by H. R. 7079. 

This problem is a real and present one to the publie ports who find the estab- 
lished pattern of port operation disrupted by attempts at OPS regulation in spite 
of the obvious intent of the act to exempt them as public utilities, 

For example, the port of Seattle and the port of Tacoma are presently contesting 
in the Emergency Court of Appeals an OPS ruling to the effect that these public 
port organizations are not public utilities within the meaning of the congressional 
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exemption. It is the position of these ports in the litigation that the Defense 
Production Act exempts them as it stands. But the advantages must be obvious 
of having the Congress clarify its intent so as to make unnecessary any further 
controversy between the public officials who administer our ports and the repre- 
sentatives of the Office of Price Stabilization. 

The effect upon the public ports goes far beyond the two cases of litigation just 
mentioned. The mere pendency of OPS regulation claims has made for hesitancy 
and disruption in the closely interrelated operations of port commerce. 

In general, public port operators hope merely to cover the cost of operation 
of their terminal facilities while tax moneys meet the debt for capital expense. 
If an increase in the cost of operation cannot be met with an increase in charges 
against the persons who use our terminal facilities, then in most of our ports 
the only recourse we have is to add to the taxpayer’s existing burden of our 
capital expenditures the further burden of making up our operating deficits. 
In other words, the choice is not only one of increasing or not increasing port 
charges, but of increasing port charges as against increasing taxes in the com- 
munity in which our facilities are located. 

The OPS interpretation of the act appears to be that outside regulation is 
necessary before a facility can be classed as a public utility and exempt under 
the act. The OPS, nevertheless, not as a matter of statutory exemption but 
under its authority to issue general overriding regulations, originally exempted 
almost all of the services provided by public agencies whether or not subject to 
outside regulation, The exception was in the case of public port operators. 
And yet, peculiarly enough, that is almost the only field of State and local opera- 
tion which already is subject to Federal regulation. I refer to the decision of the 
Supreme Court against the State of California under which public port operators 
are ‘‘other persons’’ subject to regulation by the Federal Maritime Board under 
the Shipping Act. 

More recently, however, apparently as the result of chiding by the Senate 
Banking and Curreney Committee, the Director of Price Stabilization has repealed 
the exception so that, at the present time, his general overriding regulation exempts 
all public service charges including those by our public port agencies. 

However, we cannot consider this action adequate. It does not recognize the 
statutory right of our public port agencies to an exemption granted by the Con- 
gress. In fact, by using the vehicle of a general overriding regulation, it actually 
asserts the right at any time to impose price control on public port charges regard- 
less of the intent of Congress. 

The present OPS position contrasts vividly with the position taken by its 
predecessor agency, the Office of Price Administration, under the identical con- 
gressional exempting language in the former act. In a United States Maritime 
Commission proceeding based upon certain price increases proposed by various 
of our port members in the State of California, the OPA did not take the position 
that it could disapprove the price increases. On the contrary, it protested to the 
Maritime Commission, recognizing the right of the ports to disregard OPA protests 
and recognizing that the only Federal control over such price increases was 
vested in the Maritime Commission. 

An historical study of the trend of prices for port services reveals another cogent 
argument against superimposing OPS price control upon local control and Federal 
Maritime Board control. Traditionally, port operation is a depressed operation 
economically, with net revenues usually below the cost of providing the facilities 
and services. There has existed no inflationary tendency to push prices upward 
during times such as the present and so there is no need for price control. As a 
matter of fact, the price level of port operations has been responsive to depression 
conditions causing wholesale reduction in prices without any corresponding tend- 
ency upward during times of intense business activity. It is a truism among 
American public port operators that they are perpetually in a struggle to be even 
self-supporting. 

Other incongruities arise from OPS attempts at regulation of public ports. A 
seaport is a point of interchange between common carriers, which the act says 
are not subject to regulation. Both principal types of common carriers, railroads 
and steamship lines, are themselves operators of port facilities, in some cases in 
competition with public port bodies. This gives rise to a peculiar situation in 
which, in the view of OPS, privately owned terminals may not be subject to 
regulation while publicly owned terminals are under OPS control. 

Let me give a recent example. The port of Beaumont performs car loading 
and unloading services for the various railroads entering the port as their agent. 
for this service, billing the railroads. On the occasion of a recent port labor wage 
increase, the port notified the railroads of an increase in cost of the service. The 
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railroads in turn notified the shippers involved and as exempt common carrier, 
began to collect the increase from the shippers. The railroads, however, would 
not pass the increase along to the port without OPS approval. 

This port sought relief with OPS, preserving its legal right to assert its statutory 
exemption, This relief was granted, but not retroactively, with the result of a 
net loss to the port. The net result. was that the OPS interpreted the congres- 
sional intent to permit the railroads to increase their charge for the service per- 
formed by the port and refused to acknowledge that the public port operator was 
covered by the same congressional exemption. It is the possibility of such an 
interpretation and confusion resulting therefrom which we are seeking to avoid 
by this petition for the enactment of H. R. 7079. 

Those in OPS who seek to regulate port charges apparently overlook the effect 
of the express exemption of rentals of real estate. Thus, certain ports traditionally 
employ the method of renting their piers to individual water carriers for stated 
periods of time. Other public pier operators, for one reason or another, employ 
the method of holding themselves out as public wharfingers, charging on a tariff 
or publie utility basis. The choice of technique is with the local port authority. 
Yet the OPS contends that the port operator who chooses the rental technique 
has been exempted by Congress but that the port operator who acts as a public 
wharfinger has no exemption. So far as the effect of charges for public terminal 
facilities is concerned, there is no difference between the two methods of pro- 
cedure, although the OPS purports to see a different congressional intent in the 
two cases. 

In another respect, the position of the OPS wonld give to this Federal ageney 
the final word to decide upon the survival or destruction of port operations en- 
trusted to local officials by State governments. ‘That situation recently occurred 
in the ease of the port of Olympia, Wash. The public port operater was faced 
with an economic inability to survive without an inerease in its charges. We 
would contend as a matter of policy and as a matter of congressional intention 
under the act that the decision as to whether those charges should be increased 
and the port should continue to function was within the sphere of local government 
and was not an OPS function. Yet OPS insisted that the decision could not be 
made without irs approval and proudly proclaimed in a press release that it had, 
as a matter of its vrace, permitted the increases in charges which made the differ- 
ence between the continuance or discontinuance of this State function. 

It has seemed to us that the OPS position has not only the fault of incongruity 
and is not only vicious as a violation of our dual form of government, but actually 
it attempts to legislate by administrative fiat what the Congress has expressly 
refused to legislate. I refer to the amendment introduced by Congressman 
Kennedy in 1951 which the House of Representatives actually adopted and which 
would have limited the public utility exemption to situations in which the publie 
operator's charges are subject to outside control by some public regulatory body. 
You will see that the substance of this amendment embodied exactly the same 
interpretation which the OPS now gives to the term ‘‘publie utilitv.”? Without 
the amendment, the term was unqualified. The amendment would have intro- 
duced the qualification of outside public regulation. But the amendment was 
not accepted by the Senate and it failed of enactment. That would seem to us to 
have disposed of any possibility of imputing to Congress an intention to qualify 
the public utility exemption. But the OPS continues to insist that the term is 
qualified anyway. In other -vords, it seeks by its administrative interpretation 
to substitute itself for the Congress and acconm:plish the result which Congress 
refused to enact. 

H. R. 7079 would confirm the congressional intention to exempt port operators 
as publie utilities. While mv representation is on behalf of public agencies, we 
also support the provisiens of H. R. 7079 whieh would make elear that the public 
utility exemption in the existing legislation applies also to the private port opera- 
tors who are already subject to the Federal Shipping Act of 1916. The interest of 
public agencies in this feature of the bill arises from the fact that in many areas 
public port authorities have entered into agreements with private operators under 
section 15 of the Shipping Act with the approval of the Federal Maritime Board 
so that they may not increase their charzes above the level of charges made by 
the private operators with whom thev have agreed. The result is that so long 
as the private operators are prevented from effectively raising their charges when 
necessary because of OPS oppositien, the public bodies are unable, because of 
section 15 of the Shipping Act, to raise their charges although these latter have 
been decontroiled , 

Of course, there is ne danger from the proposal to clarify the exemption of 
private operations as well as public. The private operators may not inercase 
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their charges beyond the levels agreed to by the publie operators and we have 
already established that the public operators will not agree to rates which are 
oppressive upon the public. Furthermore, under section 15 of the Shipping 
Act, we elready have one Federal regulatory agenev, the Federal Maritime Board, 
which has jurisdiction to approve or disapprove all changes in rates by signatories 
to agreements under section 15 of the Shipping Act. Superimposition of OPS 
jurisdiction is not only unnecessary, but would inevitably interfere with the 
discretion delegated to the Maritime Board with regard to both pubiie and 
private operators in this respect. 

Our support for H. R. 7079 is therefore made to clarify the intention of Con- 
gress, to avoid discrimination between public and private port operators and 
between public agencies operating ports and operating other facilities, to avoid the 
necessity of continued litigation between State and Federal officials, to avoid 
conflict between two Federal agencies, and to leave to the local representatives 
of the people the decision as to the best method of defraying increases in the cost 
of local services. 

I am submitting, with the committee’s permission, a copy of the American 
Association of Port Authorities resolution on the subject for inclusion in the record. 

With the committee’s permission, also, I should like to have included in the 
record a statement by the California Association of Port Authorities and the 
Northwest Marine Terminals Association on the subject. It was filed in support 
of 8S, 2722 with the Senate Banking and Currency Committee; while it is nominally 
addressed to that Senate bill, it applies equally to H. R. 7079, the companion bill 
in the House. 

Thank vou. 


The Cuarrman. The clerk will call the next witness. 

The Crerk. The next witness is Mr. C. L. Snavely, representing 
the National Association of Frozen Food Packers. 

The CHarrMANn. You may proceed, Mr. Snavely. 


STATEMENT OF C. L. SNAVELY, PRESIDENT, NATIONAL 
ASSOCIATION OF FROZEN FOOD PACKERS 


Mr. SNavevy. My name is Clarence Snavely. I am president of 
the Consumers Packing Co. of Lancaster, Pa., and also president of 
the National Association of Frozen Food Packers. This association 
is a voluntary, nonprofit trade association whose members produce 
approximately 75 percent of the national volume of frozen fruits, 
vegetables, and juices. 

The position of the National Association of Frozen Food Packers 
in regard to price control is clearly set forth in the following resolution, 
unanimously adopted by its board of directors at a meeting held 
March 6, 1952: 


The National Association of Frozen Food Packers, being conscious of the 
dangers of inflation to the American economy and of the potentially serious 
consequences of inflation upon the frozen fruit, berry, vegetable, and juice indus- 
try, but being vigorously opposed to nonessential and uneconomic price controls, 
submits the following considerations and resolution for the attention of the Office 
of Price Stabilization: 

That, as of February 1, 1952, supplies of frozen fruits, berries, vegetables, and 
juices were 12 percent greater than on the same date of 1951; 

That during the vear 1951 the average consumer purchased 30 percent more 
frozen fruits, berries, vegetables, and juices than in 1950, according to the report 
of Industrial Survevs, Ine.; 

That in 1951 the Quartermaster Corps of the Army purchased 100 percent 
more of those products than it purchased in 1950; 

That, despite this greatly increased usage during that period, retail prices of 
those products, as celeulated by the Bureau of Labor Statistics, declined 5 percent ; 

That it is evident that under present conditions supplies of such products are 
adequate to meet existing and prospective civilian and military demand; 

That it is further evident that price controls on such products are not necessary 
for the protection of consumers; 
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That competition is increasing rather than decreasing in this industry, thus 
continuing the pressure for lowered prices; 

That price controls impose a heavy burden upon the industry by their require- 
ments of hundreds of man-hours of effort to comply with administrative formal- 
ities, to calculate price ceilings, and to determine the various applications of 
pricing regulations, as well as by the waste of executive time and energy in the 
development of factual bases for the regulations, and in advisory committee and 
other work with representatives of the Office of Price Stabilization; 

That the inflexibility of price controls is such that the industry is foreclosed 
from equalization of prices as between a grade of a particular product which is in 
short supply and another grade of such product which is in relatively surplus 
supply; 

That price control is justified only in conditions of scarcity resulting in bidding 
up’of prices for scarce commodities; 

That, it being evident that price control is not justified in the frozen fruit, 
berry, vegetable, and juice industry; it is 

Resolved, That the Office of Price Stabilization respectfully is urged immediately 
to suspend price controls on frozen fruits, berries, vegetables, and juices and to 
reinstate such controls only for such of those foods as may, in the future, be in 
short supply to such a material extent as to require reinstatement of controls in 
the public interest. 

The purpose of my testimony is to present additional facts in support 
of the foregoing resolution and in support of suspension of price con- 
trols in the frozen-food industry. 

The facts of the frozen-food industry are simple, and elementary 
economics Clearly demonstrates that there are no inflationary influences 
present in the frozen-food picture. 

Chart I clearly indicates the high level of stocks of frozen fruits and 
vegetables. These stock data are compiled by the United States 
Department of Agriculture. You will note that stocks of frozen 
fruits and vegetables have been increasing to an appreciably higher 
level each year. Stocks on April 1, 1952, were 8 percent greater than 
on the same date in 1951. 

Chart 2 shows how the production of frozen fruits and vegetables 
has been reaching new record totals every vear. The total pack in 
1951 was 12 percent greater than in 1950, and more than twice as 
great as average production in 1943-45. The 1951 pack was the 
greatest in the history of the industry. 

rhe strength of America and now the salvation of the world appears 
to lie in increased production. Only with increased production can 
costs and selling prices be reduced. Chart 3 has been prepared from 
prices compiled and published by the Bureau of Labor Statistics. 
This chart clearly shows the effect of increased production in reducing 
prices of frozen fruits, juices and vegetables. 

You will note that on that chart, the frozen foods, for December 
1950, to March 1952, declined 7 percent, whereas all foods increased 
6 percent in the same period. 

Most frozen fruit and vegetable products are being sold by frozen- 
food packers at prices below their ceilings. Results of a survey 
conducted by the National Association of Frozen Food Packers 
indicate items representing 88 percent of the frozen fruit pack and 
Sl percent of the frozen vegetable pack are selling below ceilings. 
Over all, 82 percent of these items are below ceilings. 

Furthermore, nearly half or 48 percent of the frozen-fruit items are 
selling at prices which are more than 10 percent below ceiling. And 
36 percent of the frozen vegetable items are more than 10 percent 
below ceilings. Charts 4 and 5 illustrate dramatically the extent to 
which frozen fruits and vegetables are selling below their ceilings. 
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With this record you may well ask, ‘Why should frozen food packers 
be concerned with price controls?’’ The answer is simple. 

Price controls by nature cannot have the flexibility needed in an 
industry such as the frozen-food industry, which deals with seasonal 
crops. Such controls are extremely burdensome to the members of 
this industry. The executive and clerical man-hours required to 
interpret regulations and make the necessary computations are beyond 
the capabilities of most small companies. In the case of large com- 
panies there are many employees whose sole duty it is to study price 
regulations and determine the ceiling prices thereunder. 

This is needless economic waste in an industry where profits are 
historically on a narrow margin. Moreover, we firmly believe that, 
under the American system and tn the conditions in which our industry 
is now operating, the furden should be upon the Government to justify 
continuance of controls and that it should have the positive obligation 
to suspend those which are not needed. 

Price controls for the frozen-food industry under present circum- 
stances are a one way street that can only lead to the weakening or 
bankruptey of an industry that has established an enviable record for 
increased production and lower prices for the American people. 

We strongly urge, therefore, that statutory criteria for suspension of 
controls be established by Congress, and that these criteria be estab- 
lished in such unequivoeal terms as to make certain that an industry 
in the position of ours will no longer be burdened with uneconomic 
and unnecessary controls. 

That concludes my statement, Mr. Chairman. We would like to 
submit the charts attached to my statement for the record. 

The CuarrmMan. That may be done. 

(The charts above referred to are as follows: 


CHART 1 
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CHART 2 


PRODUCTION OF FROZEN FRUITS & VEGETABLES 
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CHART 3 


RETAIL PRICE INDEXES 
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CHART 4 
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The CHarrMAN. Are there any questions, gentlemen? 

Mr. Tauxie. Mr. Chairman. 

The CuatrMan. Dr. Talle. 

Mr. Tair. Your industry is highly seasonal, is it not? 

Mr. SNAVELY. Yes, sir, our industry i is highly seasonal. We pack 
all of a partic ‘ular item in a short period of time, and we are subject to 
wide variations in the amount of crop that may be produced in that 
season. 

Mr. Tauyie. In my own State of Iowa, for instance, the majority of 
the packing of peas and tomatoes and corn is done within a few weeks, 
at Clinton, Iowa, and at Marshalltown, Iowa. Those two centers 
represent very large canning enterprises. 

Just above my district, the Monarch people have a large corn can- 
ning enterprise at Rochester, Minn. 

That is, of course, a one-crop area. I was wondering whether you 
manage to dovetail that se asonal aspect in that area, with, let us say, 
canning in more warm climates? 

Mr. Snavecy. Well, the problems in all areas are basically the same. 
The problems that exist in lowa are the same as those that ‘exist in my 
State, lam sure, of Pennsylvania. 

It is the very business that is subject to great fluctuations, as far 
as vields are concerned, there are extended risks, and one of the things 
that we run into particularly in this business is the fact that we have 
an excess supply of a particular grade, for instance, of second-grade 
peas 
If we have the excess supply of a particular grade, the price of that 
particular grade is going to drop drastically because of the excess 
supply, whereas we may be short, then, of a faney grade, and with 
ceiling prices, we are held down to the price established, and we are 
precluded from making a profit on the entire pack, practically. 

Mr. Tauue. Of course, that seasonal aspect applies whether the 
vegetables are canned or frozen? 

Mr. Snavery. Yes, sir; very much so. 

Mr. Tatts. Thank you very much. 

The CHarrmMan. Are there further questions? 

If not, vou may stand aside. Thank you for your statement. 

Mr. Snave ty. Thank vou, Mr. Chairman. 

The CuHarrMan. Call the next witness, Mr. Clerk. 

The CLerk. Judge Montague of the Texas and Southwestern Cattle 
Raisers Association. 

The CHarrMan. Judge Montague, we are glad to have you return to 
our committee to give us the benefit of your views. 


STATEMENT OF JUDGE MONTAGUE, REPRESENTING TEXAS AND 
SOUTHWESTERN CATTLE RAISERS ASSOCIATION 


Mr. Montacur. Thank you, Mr. Chairman, there is only one angle 
that I want to talk to the committee about, with reference to the 
measure pending before you for consideration, and that is the admin- 
istration’s effort to repeal that part of the extended law last vear, 
known as the Butler-Hope amendment, which was an amendment 
adopted by the Congress that prohibited the use of the quota system 
in the regulation of the marketing of livestock. 
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We last year strongly advocated the adoption of this amendment 
and our position of course is even stronger today, and the develop- 
ments during the year, I believe, will verify this statement, that the 
absence of quotas allowed the regular and orderly marketing of live- 
stock in a way that was to the advantage not only of the producers of 
livestock but of the country itself, and | want to give you this illus- 
tration to prove my point. 

All over the southwestern ranch country, the highly productive 
area of range cattle, we have had, and still are having, the worst 
drought that we have ever known in the history of the industry. 

Ranchmen in that area have been forced to feed their cattle supple- 
mental feed, on the range, and in some instances this is the twenty- 
seventh month that we have been feeding cattle on the range. 

In that area we use the cactus, the prickly pear, as a supplemental 
feeding, by burning the thorns off it, and the cattle eat it and stay 
alive, though they cannot grow fat. 

Mr. Brown. You have to carry water for many miles? 

Mr. Monracur. Many, many miles. The tanks have gone dry 
and we have had to haul water out on the range and the pear went so 
dry that when you put the flame on it to burn the thorns off the whole 
leaf of the pear burned up. That is the first time in our history that 
that has happened. So, for a long time we could not use that as a 
supplementary feeding. 

There are many ranchers who have invested in their cows and bulls 
over a hundred dollars, abnormal expense during this last year. 

A very large number of those cattle—they were all utility cattle, 
drought-stricken cattle—were put in other markets all throughout the 
south of Texas and even up into north Texas. If we had had the 
quota system in vogue at that time, which the OPA tried to start a 
year ago, had that been prevailing at that time, there would have been 
an abnormal number of these drought-stricken cattle on the market, 
graded as utility; the packers who would buy those cattle would have 
been limited in the number of cattle that they could buy of that class, 
because the quota system works by classes, and the only relief we could 
have gotten would have been each time that a man brought the cattle 
in, and there were no buyers there to buy them because the quotas 
would have been used, they would have had to wire to Washington to 
get a special permit for some packer to buy them. 

Well, you know that takes time. In our experience under OPA, 
under a similar regime, it would take from a week to 10 or 11 days to 
get any answer to a wire. So with a quota system on our necks we 
would have had to hold these cattle a week to 10 days, at very high 
expense, and with terrible shrinkage to the cattle. 

So the fact that the Congress did adopt the Butler-Hope amendment 
a year ago proved to be the greatest blessing that we had in our indus- 
try in the Southwest during this last year and we sincerely hope that 
the Congress does not now repeal the Butler-Hope amendment in 
any reenactment of the statute that you pass at this time. 

Mr. Brown. You are emphatically against quotas? 

Mr. Montague. Yes, sir. 

That is the only point of the law to which I wish to address myself, 
Mr. Chairman. 

The CuatrMan. We are very glad to have your views, Judge. 
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Mr. Montague. Thank you. 

Mr. Brown. I just want to say this, Judge, before you leave. You 
have the admiration of every member on this committee. We all like 
you. You are frank and sincere. 

Mr. Montacve. I thank you very much, Mr. Brown, and I would 
like to say this for the committee and all of the Congress. I have 
never had a discourteous word said to me by any Member of C ongress 
and | appreciate Congress. 

The Cuarrman. There is a quorum call in the House, and I under- 
stand that the House will thereafter be in general debate. The com- 
mittee will recess to meet at 1:30. 

(Whereupon, at 11:07 a. m., the committee recessed, to recon- 
vene at 1:30 p. m., the same day.) 


AFTERNOON SESSION 


(The committee met at 1:30 p.m., pursuant to its recess). 

Present: Chairman Spence (presiding), Messrs. Brown, Burton, 
Barrett, Wolcott, Gamble, Talle, Kilburn, and McDonough. 

The CuHarrMan. The committee will be in order. 

The clerk will call the first witness. 

The CLerkx. Mr. Wilbur LaRoe, Jr., representing the National 
Independent Meat Packers Association. 

The CuarrMan. Mr. LaRoe. 


STATEMENT OF WILBUR LaROE, JR., GENERAL COUNSEL, 
NATIONAL INDEPENDENT MEAT PACKERS ASSOCIATION 


Mr. LaRor. Thank you, Mr. Chairman and gentlemen. 

Our association is fundamentally and irrevoc ably opposed to price 
control on meat. We cannot compromise in our thinking because 
we have had two experiences with price control and we have ‘abundant 
proof that it cannot be made to work fairly and equitably. The 
relief given by ‘OP S is always ‘“‘too little and too late.”’ To illustrate 
the unfair delays by OPS in granting relief to our industry, I should 
like to refer to applications for Capehart amendment relief. Last 
September, 8 months ago, members of our association filed with OPS 
facts and figures showing that they were entitled to relief under the 

Capehart amendment. OPS-has taken no action on these applications 
and our people are still without the relief to which Congress said they 
were entitled. I have some sympathy with OPS because the meat 
industry is so complicated that it is a human impossibility to devise 
prices for every cut and to police the method by which every cut is 
made in every establishment. 

I should say at the outset that, at least for the present, price con- 
trol on beef is unlawful because a Kansas court has held in the recent 
Excel Meat case that OPS does not have power to order mandatory 
grading, and the whole beef price regulation rests on such unlawful 
mandatory grading. In other words, without grading the whole beef 
price regulation, which at best is extremely unfair, falls to the ground. 

There is an unfortunate misunderstanding of the fundamentals of 
the meat-packing industry by the public and I suspect that even some 
Members of Congress are misinformed on certain matters relating to 
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the industry. May I briefly deal with the ones which I consider most 
important: 

First, the misconception that the meat industry is a monopoly. 
There is absolutely no monopoly, or anything like monopoly in the 
meat-packing industry. There are more than 3,000 slaughterers com- 
peting with each other. First, we have to so-called big packers, about 
10 in number, which are in the keenest competition with each other. 
Then we have the independent meat packers, of which we have more 
than 500 in our organization, which are in the keenest competition 
with the big packers and often with each other. If we take Wash- 
ington, D. C., as an illustration, we have within this city the com- 
petition of Swift, Armour, Cudahy, Wilson, Hormel, Rath, Morrell, 
Oscar Maver, and others, and several of our own members including 
the Esskay Co., of Baltimore, which has its trucks here every day, 
the Goetze Co., Tobin Packing Co., and many others. In addition, 
we have here in Washington the competition of Briggs, a local packer, 
who does a huge business in this city. In other words, we have in 
this Capital City the keen competition of 30 or more meat packers, 
and any idea of monopoly is without any color of justification. What 
is true of Washington is true of Baltimore, Philadelphia, New York, 
Pittsburgh, Cincinnati, Chicago, and almost any other typical city 
of the United States. 

Second, the misconception that meat packer profits are excessive. 
I do not know where the public gets the idea that meat packers make 
huge profits. As a matter of fact, the average profit from the sale of 
meat is considerably less than one-fourth of a cent per pound. If 
these figures are even approximately correct, it must be apparent 
that there is no real relationship between meat packer profits and 
inflation. The meat packers could slaughter without any profit at 
all, and yet there would be no effect on inflation. I include here a 
chart showing how the consumer's dollar is divided, and who gets 
the different parts of it, and how much of it is meat-packer profit. 

If the members will be so kind as to look at this chart, which 
accompanies my statement, look first at 1932. The farmer or pro- 
ducer got 34 percent. The next circle shows that he got 47 percent, 
and the next circle shows that he got 67 percent. 

In other words, there has been a doubling in the share of the 
dollar which the producer gets. 

Now if you will look at the meat packer triangle, 20 percent to 
start with, then 15.9 percent, and then 13.4 percent. And in the 
meat packer triangle, on the right, there is heavy type reading 
“Neat packer profit,’ that refers to the little shaded portion of that 
triangle on the left—you see a very narrow shading on the left side 
of that triangle. That is the meat packer’s profit. : 

1 call attention to the fact that the percentage which the meat 
packer gets has gone down and the percentage which the farmer 
gets has gone up. 

I do not criticize the latter because we want the farmer to be lib- 
erally rewarded otherwise we do not get any meat, and the important 
thing to us is to get the supply of live animals. 

Mr. Kitpurn. You do not show the profit. 

Mr. LaRor. I do not have the figures because I could not get them. 
However, I doubt if there has been much change in that item. 








1088 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


I would like to stress the point that high meat prices are bad for our 
industry. We are in constant competition with poultry, fish, cheese 
and other items, and there is a limit to which the housewife will go in 
buying meat. The lower the prices, the greater the volume, and we 
depend on volume for our profits. 

I submit that it is not fair for labor to criticize meat prices when 
wages have increased faster than meat prices have increased. The 
previous chart shows that the mcrease in price is due primarily to an 
increase in the share received by the farmers or other producers of 
live animals. We are glad to have his share made as liberal as possible 
because we cannot operate our business without a bid supply of live 
animals and we believe that every reasonable encouragement must 
be given to producers to increase the supply. 

Now a word as to the inadequate production of meat animals. 

[ say with heavy underscoring that what hurts the meat packing 
industry hurts the producer and therefore hurts production at a time 
when maximum production is needed. We are not keeping our 
meat supply up to the growing needs of our population. Since 1947 
the annual per capita consumption of meat has been reduced from 
155 to 138 pounds. The following table shows the per capita meat 
consumption from 1943 to 1951: 


Per capita | Per capita 
Year: consumption | Year—Continued consumption 
ee: es os Fes 146. 0} Pee. oo ee Bees 145. 4 
7 UE ay ee eee er Pas cee as 153. 5} Wes oF ace a a eh 143. 9 
ore era BA Oe eS 144. 4] SEE See ee ee eee re 143. 7 
i aia ie Pan a a a oo ae 
oo Neate SRI Seay Date as 155. 0} 


1 Preliminary. 


On the basis of the latest estimated population figure as published 
by the Department of Commerce, approximately 157,000,000, the 
loss in per cpita consumption in the last 4 years amounts to approxi- 
mately 2,669,000,000 pounds each vear. 

That is how much meat we have lost by not keeping the produc- 
tion up. 

I can say to the committee that our industry today is a discouraged 
industry, buying with timidity and with hesitation. The industry 
has been terribly hard hit by the radical decline in the price of lard, 
tallow, grease, and hides and by the failure of OPS to authorize beef 
prices which take into account the heavy losses on hides and tallow. 
It is of course true that most meat prices today are far below ceilings 
but there are a few items upon which higher prices could be obtained 
if it were not for the ceilings. There are scores and scores of different 
cuts of beef and pork. 

Let us talk about beef for a moment. In some times of the vear, 
especially the summer, there is a heavy demand for the hind quarters, 
which means steaks. In the winter there is more demand for roasts 
because the housewife does not mind a hot kitchen. Right now the 
demand for hind quarters is increasing and we could get a cent or 
two more for them, but OPS will not let us do so although most 
other parts of the beef carcass are way down in price. So we are 
stuck with an unprofitable operation. One of our best members who 
makes a profit on beef of something over $200,000 in normal years, 
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has lost over $40,000 in the last few months, and for the period since 
price control began his loss has been $37,700 on beef. Yet OPS does 
not give relief. In normal times there is an elasticity which permits 
us to charge more for some of the better cuts when we lost heavily 
on the lower cuts or on hides, but today we are under a double handi- 
cap because we have been hard hit on some items, vet we do not have 
the right to recoup our loss on other items which could stand higher 
prices. 

I have obtained from one of our members a statement showing his 
present prices on typical cuts as compared with the ceiling prices. 
This statement is as follows: 

Comparison of current selling prices with OPS ceiling prices—pork products, 
May 12, 1952 


[Per hundredweight] 





Current selling, OPS ceiling 





price price 
Fresh: 
Pork loins, under 12 pounds - ERS, ed MEE ES ee aS a $56. 60 $56. 60 
Boneless butts, c. t., under 3 pounds__-__- ; s ; 58. 00 59. 60 
Boston butts, 4-8 pounds... _-..--...-.._-- oes ees er egies 43. 00 49. 10 
Skinned hams, bone in, under 12 pounds. - ic BS Se 52. 00 54. 60 
Square cut and seedless bellies, under 8 pounds.__..._.-.-..---.--- 32. 00 40.10 
Regular picnics, 4-6 pounds, bone in ___-_-_-_- ‘oP PETC Ne oa 36. 00 40.10 
I os snd amaaeeepene a Oe 13. 00 17.30 
os CUNNING SF aos coc weadecceadakemwtenwaten 42. 00 45. 60 
Raw leaf fat --.._--- GENE: Fae 5 RE PTE ES ee ae 12. 50 20. 60 
Trimming, regular___.._.--.--- Ree. 2 re 25. 00 25. 60 
Brains, 5-pound package......-.-.--.------ BE SRE 2 ae ae Dee 2 20. 00 20. 20 
on a ene an Rr it oh ee are Oe re Ce 15. 00 17.7 
ee tee a fe ‘ ui 15. 00 17.10 
i rer sia OD. Baler ee ne : 10. 00 10.10 
Pigs’ feet ___._- yeah 5 role SR pe Tia a Saou 8. 00-10. 00 13. 60 
ERIS SRT OD ee heme ek ee ac i CEN eee 19. 00 20. 10 
Sie ie, ES EE ae eH , Se RR i ye eae 26. 00 30. 40 
TS Sees ae ae o's wane Js a x ; - scene 13. 00 13. 60 
SSE ES : RATERS POS : At Ee 8.00 14. 60 
, A ae a PA meget a esd accheae tas ewe . 15. 00 22. 60 
Dry salt: 
Caper Pee, 30-90 DOUNNS gan sewanchsanoncben- 22.00 | 27. 95 
Pe es Ora ING oo oa see de ace eke 13. 50 17.45 
Sweet pickled: 
Skinned hams, under 12 pounds. --.-- : 51.00 52. 95 
Regular picnics, 6-8 pounds- -_____-- ae ae 34.00 36. 95 
Dry-cured, clear-bellied, 6-9 pounds. ._.--..-..-..__- 33. 00 40. 95 
Smoked meats: 
Read y-to-eat hams, under 12 pounds ee ee eee a 63. 00 63. 85 
Skinned hams, bone-in under 12 pounds..-.-_____-- 4 : 57. 00 61.45 
Skinned hams, cello, boneless and fatted bt : : 73. 00 80.15 
Dry-eured, square cut bacon, 10-12 pounds. - n 41.00 52.35 
Boneless butts, c. t. under 3 pounds Sete ae : 71.00 74. 85 
Regular picnics, 4-6 pounds.--__- ai = si 40. 00 46.85 
Sliced bacon, 44 pound cello: 
od Ee REE hs Bd raed a eaee ; i 50. 00 61. 65 
Grade B.._..._- : , nese are eka Re 41.00 53. 85 
Sliced bacon, 1 pound cello: Grade C____- pu PELE ‘ , 37. 00 48.15 
Sliced bacon, 4 pound cello: Grade D___.__.___--- Leyes 2 SRE 34. 00 38.15 
Cooked products: 
Skinned hams, boneless, fatted and smoked_-_-_____- 2 5 ‘ 89. 00 98. 35 
Roast fresh ham__....-._-.--- cea , YIP Oe! eed Te 120. 00 . 127. 00 
Canned hams, 634 pounds- - Socal : ; 85.18 90. 70 
Canned hams, 7-11 pounds, pear-shaped_____.....-...--..---.---.--- 76. 00 83. 20 
Canned hams, 7-10 pounds, square... ........-.----.---.-----.------ 77. 00 83. 90 





NoTE.— Prices are below ceiling in every instance except first item in table. 


If you will look at figures in that statement, you will see that all 
prices but one are below the ceiling prices. 

The next page is similar as to pork items. 

(Printed at end of remarks. ) 
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If vou will look at that second table, you will notice that nearly 
everything is underscored, which means that the prices are below the 
ceilings, except on pork loins. 

I attach as an appendix copy of a resolution adopted unanimously 
at our board meeting in Chicago on April 30 asking for the end of 
price control on meat and meat products. 

A word about the unfairness of OPS. 

I do not want to be too unfair to them because they have a difficult 
job but it does seem to me that they have been unfair. 

A letter which I have just received from a United States Senator 
Says: 

From my experience, I have found little or no cooperation on the part of OPS 
officials in Washington in trying to work out some solution to even the most 
meritorious individual cases. 

I cannot carry my criticism of OPS that far because we have had 
considerable cooperation from the staff of OPS. However, OPS has 
been unfair to us in a number of ways: 

Mr. DiSalle broadcast throughout the Nation the fact that he 
had discovered hundreds of violations of regulations by meat packers. 
This gave the public the impression that the meat- -packing industry 
is dishonest. However, it was not made clear at the time that prac- 
tically all of these violations were of a minor nature and that only two 
of them were sufficiently serious to justify criminal prosecution. 

Only two in the whole United States and yet he broadcast this 
public statement giving the public the idea that we are a bunch of 
crooks. 

OPS broadcast in the public press a statement that a number of 
prominent meat packers, including one of our members, were cheating 
by leaving too much fat on pork loins. This unfavorable publicity 
went all over the United States and did a great deal of damage to the 
packers involved. 

However, when the case came to court, the court threw it out as 
having.no merit, but this did not undo the great harm that had been 
done by the unfair publicity. In fairness to OPS, I should say that 
recently a public statement was made which in effect apologizes for 
the unfair attack on the meat-packing industry and states that the 
error will not be repeated. It is to be regretted that the unfairness 
was not appreciated before the damage was done. 

3. On at least two occasions, one of them very recent, OPS has 
issued regulations without consulting the industry advisory com- 
mittees. Congress made very clear in the Defense Production Act 
that Industry Advisory Committees should be consulted before 
regulations are issued. Why do we have industry advisory committees 
if they are to be ignored? | regret to say that there has been a policy, 
when industry advisory committees are called, to place in their hands 
something that has already been decided. I believe that what Con- 
gress intended was that industry should be permitted to make sug- 
gestions while regulations are in the formative stage. However that 
may be, it is manifestly unfair to issue regulations without even 
notifying the industry advisory committee and without giving them 
the slightest opportunity to express their views. The latest illustra- 
a is amendment No. 2 to the pork regulation, CPR No. 74. 

OPS is unfair in making us suffer a long time before giving us 
relief. It was not the intent of Congress that industry should suffer 
for a substantial period of time without getting help. Right now 
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we sorely need help on beef and I fear that we shall suffer for many 
weeks more, if not for months more, before we get relief. 

5. OPS is unfair in making a roll-back in prices, as they have done 
on hides and tallow, a second time after having once established 
maximum reasonable prices. When a reasonable ceiling price is 
established it ought to be recognized as the ceiling. If competition 
forces prices downward to a lower level, it is not fair for OPS to 
establish a lower ceiling price and then claim credit for the reduction. 
This is doubly serious and doubly unfair on a commodity like hides 
which has such a terrific bearing on profits of the meat-packing 
industry. 

In conclusion, we ask very earnestly that price control on meat 
and meat products be abolished because it is unworkable and because 
the housewife is the best regulator of prices; also because the adminis- 
tration of the act by OPS has been inadequate. This.is not altogether 
a reflection on OPS because we know that satisfactory regulation of 
meat prices by administrative fiat is absolutely unworkable. 

Now may I add a paragraph, please, regarding the Southeast. 
The Southeast has been unfairly treated in this manner. The regional 
prices are based, usually, on East St. Louis, or Omaha, plus the 
normal freight rate to destination. That is to say, in New York, or 
Atlanta, the price of pork will be as much greater than the Omaha 
price as the railroad freight rate from Omaha to New York or Atlanta. 

That is the way vou get your regional price. 

Not long ago, because of truck competition, the rail freight rate to 
the Southeast was reduced, on meat, and although our southeastern 
members do not use that freight rate—they slaughter largely cattle— 
they reduced our prices because of that rail competitive freight 
rate—reduced our pork prices and gave us no relief, although, ia a 
similar situation, as to beef, they did give us relief. 

We have pleaded with them to allow us to base our prices on the 
normal freight rate, as everybody else does all over the United States, 
but they have turned us down, and if you do not object, Mr. Chaizman, 
| would like to file as part of the record a one-page statement showing 
the reasons why we think that is unfair. 

The CuatrmMan. That may be done. 

(The statement referred to is as follows:) 


Pork PRICES IN THE SOUTHEAS1 

The Office of Price Stabilization bas unfairly reduced pork prices in the South- 
east while not making such reductions in any other part of the United States. 
This is a discrimination that is deeply resented by meat packers in the Southeast. 

Pork prices are made on 3 regional basis by adding freight rates to the price at 
Kast St. Lovis, Ill. It is the general custem of OPS to make pork rrices in the 
different regions in this manner and the normal rail freight rates are usually 
employed for that purpose. 

However, as to the Southeast, OPS has used a different yardstick, namely, a 
depressed and subnozme] rail rate on pork products from East St. Louis, estab- 
lished beeause of motortruck competition. This is used as the rate-making factor 
in spite of the fact that this competitive rate is not ordinarily used by southeastern 
packers. 

The result is to depress the southeastern pork prices in a manner different from 
that employed in any other section, where the normal freight rates are used. 

If 51 cents is a reasonable and normal price for a given pork product in Jackson- 
ville, Fla., or in Columbia, S. C.,.why should it be reduced to 49 cents merely 
because a rail freight rate which is not used by the southeastern packers bas been 
reduced because of truck competition? What has truck competition to do with 
the fairness of meat prices in the Southeast? 
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OPS has given relief in a similar situation in the Southeast as to the upper grades 
of beef by permitting the use of the normal freight rates in building the prices, 
but it has declined te grant such relief as to pork products. 


DISCRIMINATION AGAINST SOUTHEAST IN PORK PRICES 


The Southeast has been discriminated against in prok prices by reductions 
which do not apply elsewhere in the United States. 

The reason for this is that the railroads reduced their meat rates from the 
West to meet truck competition. But southeastern packers do not generally use 
these subnormal competitive rail rates. 

Pork prices are made for the Nation generally by adding normal rail rates to 
the prices at certain midwestern base points. 

The Southeast is the only region where a subnormal rate is used. Why must 
the Southeast always be discriminated against? 

We have had this matter up with OPS which denies us relief for the following 
invalid reasons: 

1. The southeastern nackers can buy hogs cheaper because they buy hogs locally. 
But why shouldn’t ti... buy southeastern hogs if they can? And why should 
OPS take this natural advantage away from them? 

2. The Southeast ships out more hogs than it slaughters. We doubt the truth 
of this, but even if it is true, why should it cause the Southeast to be penalized? 

3. Southeastern packers get relatively few hogs from the West. So what? 
Why should they be penalized for slaughtering mostly local hogs? 

4. Hog yields in the Southeast are better. If this is true, why should this 
result in a penalty? 

What we ask is that we be treated the same as other regions, with the normal 
freight rates used to determine our prices. Why should an abnormal and sub- 
normal rate be used on which we do not ship? 

We ask no favoritism. We want equal treatment. 

_ If OPS continues to penalize us, we advocate the following amendment to the 
Defense Production Act: 
SUGGESTED AMENDMENT TO THE DEFENSE PRODUCTION ACT 

“Provided, however, That when ceiling prices on any agricultural product, 
including livestock and its products, are made by the so-called base-point system, 
with regional zone differentials made by adding normal freight rates to base-point 
prices, no such prices shall be reduced in any region or zone by reason of the 
establishment of abnormal rail freight rates resulting from competition.” 

Mr. LaRor. That concludes my statement. 

The CHarrMAn. What was the nature of the hardship cases which 
you had, for which you asked relief? Did they fail to act on them 
at all? 

Mr. LaRog. Well, take Capehart amendment, for example. We 
filed last September. Congress told us that if our expenses went up 
during a given period, if cost of production went up, we were entitled 
to relief. 

There were two test cases last September on that. We have not 
had them decided yet. Why can we not get relief on those? Right 
now we are suffering on beef. 

I will tell you this: that if we slaughtered all animals at the OPS 
prices of animals and sold all our beef at the OPS prices, we would lose 
money. One of our best members has lost $37,000 since price control 
became effective, on beef. And he slaughters nothing except beef. 
Now that is not fair. That has been going on fora year. We cannot 
get relief. 

They keep telling us that they will give us relief, but we do not get 
it. It is always too little or too late. The administration of the act 
is abominable. I-want to be fair in my criticism. I think they have 
got a terrific job. I doubt if anybody can humanly administer it, 
with these thousands of meat cuts. How can you police all of them? 

The CuarrmMan. Why is the price of meat so high at the retail level? 
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Mr. LaRor. Well, I cannot speak for—— 

The CuarrMan. I am not quoting statistics, but I know from 
experience that meat is high when you go to buy it. 

Mr. LaRor. I am not holding any brief for high meat prices, 
because they hurt us. ; 

High meat prices are a bad thing for our industry. There are a 
number of reasons for it, some of which are difficult or impossible to 
correct, one of them being the high purchasing power of the people, 
the other being the one that I mentioned, namely, that the supply 
is going down, and when you have the impact of a big purchasing 
power, plus a restriction of your supply, the price is bound to go up. 

However, Mr. Chairman, in fairness to us, I would like to say this: 
that at least so far as wholesale prices are concerned, a dollar an 
hour of factory wage will buy more meat now than it would in 1929. 

The CHarrMan. The farmer always complains that he does not 
get what he thinks is a fair price for his product. 

Mr. LaRor. Well, if you will look at those charts that I gave 
you-—— 

The CuarrmMan. I know the consumer feels that he is paying a 
very exorbitant price for it. Is there some inequitable distribution 
of profits along the line? 

Mr. LaRor. I would like to answer those questions with figures and 
statistics instead of generalities. 

The claim that the farmer is not getting his share is a loose gen- 
erality. If you look at those three circles that I just submitted, he 
is getting double the share he got previously. Double the share. 

He used to get a little over one-third of the consumer’s dollar. He 
is now getting two-thirds of it. The farmer cannot answer that. 

And yet we want the farmer to be liberally treated because if he is 
not we do not get our animals. 

(The information referred to is as follows:) 

Statistics of the United States Department of Agriculture show that in 1932 
the farmer received 34 percent of the consumer’s dollar. In 1939 he received 
47.5 percent and in 1951 he received 67 percent. During the same period the 
portion of the econsumer’s dollar obtained by the meat-packing industry for its 
service in slaughtering and packing the meat declined from 20 percent in 1932 
to 15.9 percent in 1939 and to 13.4 percent in 1951. 


Beef—Comparison of current selling prices with OPS ceiling prices, Baltimore, Md., 
May 12, 1952 


[Per hundredweight] 


Prime Choice | Good Commercial | Utility 
| | 


| 


ie Ee ee La | SOS ae 
Sell- | Ceil- | Sell- | Ceil- | 
| 





| j | 
or ae oe 
sell- | Ceil- | set- | Ceil- | | setl- | Ceil- 
ing ing ing ing | ing | ing 


ing | ing | ing | ing 
| 
| 





| price | price price | price | price price | price | price | price | price 
| | } | 
| ~-|—-|— IE DARE COR, RAR BARE IAN 
Carcasses and sides. ._. ......|$59.55 ($80.65 |$57.00 |858.65 |$55.00 |$56.65 |$51.50 |851.65 $47.50 | 
Pears CO oc. ok ck 66,45 67.55 | 68.45 | 64.55 | 61.00 | 61.85 | 55.75 | 55.75 | 51.00 | 
i ea ae 54.05 | 55.15 | 62.95 | 54.05 | 50.00 | 58.75 | 48.75 | 48.75 | 44.00 | 
Ee ie GES eS | 62.55 | 68.65 | 62.55 | 68.65 | 63.65 | 63.65 |_.....-|--.-._.| 56.50 | 
Trimmed full loins. ........-- 92.05 | 93.15 | 84.05 | 85.15 | 75.00 | 77.15 | 64.05 | 64.05 | 58.00 | 
Untrimmed full loins --| 71.05 72.15 | 64.09 | 66.65 | 60.00 | 61.15 | 52.10 | 52.10 | 45.00 | 
Cross cuts........-.-.-----.-.| 68.15 | 54.25 | 68.15 | 54.25 | 54.25 | 54.25 50.25 | 50.25 | 47.00 | 
Regular chuck. _._...--.._--- 67.75 | 58.85 | 57.75 | 58.85 | 58.85 | 58.85 | 54.85 | 54.85 | 52.00 | 
LTS lg ae le 76.55 | 77.65 | 66.50 | 70.65 | 68.00 | 63.65 | 55.00 | 55.65 | 46.00 | 
SOPH aD ESTAS Gah eee i | 3. 3 A | 35.8 35.85 | 35.85 | 35.85 | $4.55 |} 
SR aR ER | 59.25 | 54.00 | 54.15 | 46.50 
Triangle | 60.95 | 47.50 | 47.65 | 43.50 


Arm chuck 





55.65 | 52.15 | 52.15 50.15 | 





Italic figures show instances where prices are below ceiling. 
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APPENDIX 


Copy or ResoLtution Apoprep UNANIMOUSLY aT OuR Boarp MEETING IN 
Cuicaco on Apri 30, 1952 

Whereas each day brings increasing evidence of a decline in economie conditions 
in this country; and 

Whereas this decline is due in part to the wet blanket effeet of price control, 
for which there is no need under present conditions; and 

Whereas price controls on meat has once more proved its unworkability, its 
infairness, and its injury to the slaughterers and processors of meat and to the 
producers of meat animals; and 

Whereas most meat items are far below ceilings: Therefore be it 

Resolved, That the National Independent Meat Packers Association go on 
record again as protesting vigorously against the continuance of price control on 
meat and meat products; and be it further 

Resolved, That a copy of this resolution be sent to the Office of Price Stabili- 
zation, to the Secretary of Agriculture; to each member of the Senate Banking 
and Currency Committee; to the House Banking Committee; to the Committee 
on Agriculture of the House of Representatives; and to the Committee on Agri- 
culture and Forestry of the United States Senate. 

The CHarrmMan. What is pork selling, for instance, on the foot? 

Mr. La Ror. Pork, as you know, is a seasonal product. Pork 
prices have been way below ceiling and they still are—way below 
ceiling. 

I went to the Safeway with my wife last night to buy bacon. She 
bought bacon for 39 cents a pound at the Safeway store last night. 
That is a low price for bacon. ‘Most of the prices are way below 
ceilings today, on pork products. 

The CHairmMan. My secretary yesterday told me he bought some 
pork chops and paid 89 cents a pound for them. 

Mr. La Ror. I do not doubt that. The advertised price today is 
83 cents, I believe, but when you take the pork loin, you have chosen 
the very choicest part of the hog. It is true that that price has gone 
up in the last 10 vears, but it has not gone up more than everything 
else has gone up, and the loin is the only part that is up to ceiling 
right now. 

The CHarrmMan. It seems to me somewhere along the line there 
must be an inequitable distribution of profits. 

Mr. La Ror. That inequitable profit you yourself—I know you 
well enough to know—yvou would not ask us to take less than a 
quarter of a cent for our slaughter. The inequitable profit is not 
with the packer. 

The Cuarrman. I think everybody ought to have a reasonable 
profit, in order to stay in business. 

\ir. LA Ror. That is right. We cannot live on less than about a 
quarter of a cent or so per pound profit as that is what we are getting, 

The Cuarrman. When the consumer complains about the prices he 
has to pay, however, and from experience I know he has a just com- 
plaint 

Mr. La Ror. Would you say that, Mr. Chairman, in spite of the 
fact that if you take a pound of pork, or a given quantity of pork or 
round steak, that today an hour of factory wage will buy more of it than 
could be bought in 1929? 

The figures are something like this: Please do not treat this as 
exactly accurate because it is from memory, but taking bacon for 
example, in 1929 an hour of factory labor would buy one and three- 
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tenths pounds of bacon. Today, an hour of factory wages will buy 
two and a third pounds of bacon. 

I admit difficulty as to beef because of the shortage. ‘The shortage 
of beef is fairly serious, and the demand for the higher cuts has run 
the prices of those cuts up. That is true. But it has been true of beef 
as well as of pork that on most of the items they are below the OPS 
ceiling prices, and today we are losing money on beef. Please do not 
say we are profiteering on beef when we are losing money on beef. 

The Cuarrman. Are there any questions? 

Mr. Tatts. Mr. Chairman. 

The Cuarrman. Mr. Talle. 

Mr. Tauus. Referring to your chart, Mr. La Roe, showing what 
happens to the consumer’s meat dollar, and your statement that the 
farmer’s share has doubled since 1932, to get the full picture as far 
as the farmer is concerned, you would also have to have another 
chart that shows what has happened to his costs. 

Mr. La Ror. Oh, yes. His costs have gone up terrifically. And 
do not understand me as taking the position that the farmer is getting 
too much. That is the last argument 1 would make. 

Mr. Tae. It is true, is it not, that a number of farmers have 
shifted from corn-hog production to stock feeding, beef raising, be- 
cause it involves less work, and it is more profitable under conditions 
as they are? 

Mr. La Ror. I agree with that, too. 

Mr. Tauug. And so, we find that shift occurring. 

Mr. La Ror. Unquestionably so. 

Mr. Tauue. Yes. 

Mr. La Ror. There is a very good statement here, by the way, a 
good paragraph in the statement of the American Institute which 
explains why the farmers are getting discouraged on hogs. They are 
absolutely right about that. 

Mr. Tati. That leads me to page 10 of your statement, which I 
quote in part as follows: 

On at least two occasions, one of them very recent, OPS has issued regulations 
without consulting the Industry Advisory Committees. 

Then skipping down to the last sentence in that paragraph: 

The latest illustration is Amendment No. 2 to the pork regulation, CPR No. 74. 


What did that amendment do? 

Mr. La Ror. That amendment was one which just changed a 
number of details in the regulations, and is not exactly basic, | have 
on my desk an outline of it which I shall be glad to incorporate in the 
record, if you would like, but it is not one of the basic regulations. 

Mr. Tauue. It is not long, is it? 

Mr. La Ror. No, it is not long, and I will be glad to submit it. 

Mr. Tair. I wish you would. 

Mr. La Ror. Yes, sir. 

(The information referred to is as follows: ) 


Amencment No. 2 to CPR 74 is dated April 11, 1952. It is entitled “Ceiling 
Prices of Pork Sold at Wholesale— Miscellaneous Amencments.” 

The statement of considerations shows that the amendment makes several 
substantive changes as well as certain clarifications and corrections of a minor 
natvre. For example, it allows sales under certain conditions of prefabricated 
retail cuts to retailers and purveyors of meals who have customarily bought 
pork in this form. 
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By another change, all invoices are required to be numbered consecutively 
unless another system of accounting was in effect prior to November 8, 1951 
The amendment provides that in cases where shipments are made by truck, the 
invoice may be carried by the driver rather than attached to one of the items in 
the shipment. 

By another provision the prohibition against selling any pork product to any 
slaughterer, in order to be entitled to the wholesaler’s addition, was inserted to 
prevent cross sales in evasion of the regulation, 

Mr. La Ror. In fairness to OPS it should be stated that the state- 
ment of considerations accompanying Amendment No. 2 contains 
this paragraph: 

In formulating this amendment, the Director of Price Stabilization has con- 
sulted extensively with industry representatives, including trade association 
representatives, and has given full consideration to their recommendations. 

National Independent Meat Packers, the largest association repre- 
senting independent meat packers, has no record of having been 
consulted. 

Mr. Tautie. Then I have another point, on page 9 of your statement, 
where you enumerate your complaints with reference to OPS: 

“Mr. DiSalle broadcast throughout the Nation the fact that he 
had discovered hundreds of violations of regulations by meat packers.” 

I was aware of that. That occurred last year, did it not? 

Mr. La Ror. Yes. 

Mr. Tauue. Fairly early last year. 

Mr. La Rog. That is right. 

Mr. Tatue. I remember I tried to check him up on it because he 
emphasized in his testimony before the so-called watchdog com- 
mittee, the great number of violations, and I asked him if he had 
found any violations in my State. I am rather proud of my people, 
you know, just as Mr. Spence is proud of his people in Kentucky 
and other Congressmen of the people in their districts. He said he 
did not know. But since the number was so large, he said there 
probably were some in Iowa. 

Then I asked him if he would let me know the number of violations 
and who had committed them, which he agreed to do. This was at 
a meeting of the so-called joint Senate and House watchdog com- 
mittee. But I never got any further comment about it from him. 

You said you know of two serious violations, did you not? 

Mr. La Ror. As I recall it—I have not seen the figures recently — 
but as I roughly recall that situation, there were about 1,850 violations 
reported by Mr. DiSalle, which looked awfully bad, but when we 
analyzed them, only two were sufficiently serious to be in the criminal 
category. 

Mr. Tatiz. Have they been resolved? 

Mr. La Ror. I don’t know. I have not checked. I did tell you, 
however, that in the criminal case which he did bring—no, not 
criminal case, but in the case which he did bring against us for cutting 
the pork loins so as to leave too much fat on them—more than half 
an inch of fat—and by the way, when you trim a pork loin with a 
knife, it is awfully hard to get exactly half an inch all the way along. 
Imagine a man with a big pork loin, and with a knife, slicing along— 
you might get a little over half an inch somewhere along there and 
less somewhere else, but if he finds more than half an inch he takes us 
into court, and he took us into court and the judge told him it was 
absurd, and threw the case out. But meanwhile he had given the 
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whole Nation the impression that my clients were crooks in that 
matter. 

Mr. Tauue. I think Portia used that argument in defending 
Antonio. 

Mr. La Ror. Her pound of flesh, too; yes. It is the same thing. 

Mr. Tauun. Did either one or both of these violations have any- 
thing to do with people in lowa? 

Mr. La Ror. I will check. I do not even know what State they 
were in, and I do not know whether they were convicted, but I shall 
investigate and find out. I am interested to know myself. 

Mr. Tatts. Thank you. 

(The following information was submitted for inclusion in the 
record of the hearing:) 

Tue Nationat INDEPENDENT Meat Packers ASSOCIATION, 
Washington, D. C., May 27, 1952. 
Hon. Henry O. TAs, 
House of Representatives, Washington, D. C. 

Dear ConGRESSMAN TALLE: During my appearance before the Committee on 
Banking and Currency, while it was considering renewal of the Defense Production 
Act, you requested me to determine whether the Office of Price Stabilization had 
filed any criminal proceedings in Iowa relating to any meat packer and the 
wholesale prices fixed for meat. 

Immediately following your request, I made inquiry of the Enforcement 
Division of OPS and I have just now received from them advice to the effect 
that OPS has filed no criminal proceedings in Iowa relating to wholesale meat 
prices. 

Yours very truly, 
Witsur La Ros, Jr. 

The CuarrMaAN. Are there any further questions? 

Mr. Barrerr. Mr. Chairman. 

The CHarrMan. Mr. Barrett. 

Mr. Barrerr. Mr. La Roe, in your statement, you said your organ- 
izations make their profit on the volume of business they do. 

Mr. La Ror. That is right. 

Mr. Barrurr. Would you say that is on beef, or the byproduets? 

Mr. La Ror. Well, of course, I do not know how the profit divides 
as between the meat and the byproducts, except for this: The big 
packers—and I do not criticize them for this—have a great many 
more byproducts than we have. They make everything from pharma- 
ceuticals to fiddle strings, which my members cannot make because 
they do not have the equipment. 

I am told that during the past year Armour, which is one of the most 
efficient of the big companies, made more money out of their byprod- 
ucts than they did on the meat. 

Of course, our people do not have that opportunity. It is only to 
a much smaller extent that we can do that. And vet our hides are 
very important. Our tallow and grease are very important, and those 
items have been in bad distress, and are now. 

Mr. Barrett. Yes, I was wondering. On page 5 of your statement 
you talk about the industry being terrified and hard hit, and you 
speak of their hesitation in buying because of the loss on lards, tallow 
and hides. 

Is it not true that back in September—September 17, 1951—that 
they raised the price of dressed meats in order to overcome the losses 
on those products, 
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Mr. La Ror. The truth about that is this, that they did give us 
some allowance, ves, on those items, but since then there has been a 
further decline in those items which they have not recognized. 

Mr. Barrer. For example? 

Mr. La Ror. On hides and tallow, both. In other words, since they 
gave us the beef prices in which they did make some allowance for 
what we had suffered up to that time, the beef prices as they are on 
the books today do not reflect the decline since that time in our hides 
and tallow. 

Mr. Barrerr. You indicate, then, that there has been a decline 
since 1951. 

Mr. La Ror. Oh, ves, there has, in both hides and tallow. 

Mr. Barrerr. What would be the proportionate price that you 
would ask for in beef to overcome the loss since that time? 

Mr. La Ror. We have the accounting committee working on that 
now and the answer will come up very shortly. I am not enough 
of an accountant to do that job. That is a terrific job. 

Mr. Barrerr. Well how would we in justice to the consumers 
base the price to which we think vour industry is entitled if we cannot 
know that? 

Mr. La Ror. I am not asking this honorable committee to make 
any prices. JI am asking you to wipe out price controls, and to let 
the law of supply and demand work. 

The law of supply and demand has worked for months. With 
what result? All the prices are below OPS ceilings, except a very 
few of them. And today all pork prices, as the result of the law of 
supply and demand, are below OPS ceiling except pork loins. 

Mr. Barrerr. I was just a little bit concerned about the report 
of the clerk here of buying pork chops at such an exorbitant price. 
It seems to me that some controls should be held intact, even though 
vou carve the fat down to the actual meat. 

Mr. La Ror. Well here is the point there. If we lose money on 
90 percent, we will say, of an animal, and are not permitted to make 
money on the other 10 percent, where are we? 

Mr. Barrerr. Your 10 percent is what, your byproduct or the 
carcass? 

Mr. La Ror. No, we are losing money on the byproduct. 

Mr. Barrerr. That is what 1 mean. How can we balance the 
‘ale, if we cannot get proper 

Mr. La Ror. You cannot balance the scale. All you can do is let 
the natural laws of supply and demand work. And they have been 
working for months now. With what-result? That most meat items 
are below ceiling. 

Mr. BArrerr. Just one other question: On the basis of the price 
paid by the clerk, as the chairman stated here, who is the recipient of 
the profits? Is it your industry or the retailer? 

Mr. La Row. We get a quarter of a cent per pound of it. 

Mr. Barrerr. Then you would blame it on the retailer? 

Mr. La Ror. I am not blaming it on anybody. J am just telling 
you what we get. 

Mr. Barrerr. Then how can we control it? I am a little bit con- 
fused and would like to get your advice. 

Mr. La Ror. The best way to control is to abolish price control 
and let the laws of supply and demand control. 


Ss 
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Mr. Barrertr. And then let him take it all the way up to the 
heavens. 

Mr. La Ror. Let him take it up to what you say in the law is a 
generally fair and equitable margin. That is all we want. The chair- 
man says we ought to get a fair profit. 

Mr. Barrerr. Then if he has no equity, if he uses his scruples on 
the basis that he thinks in getting the higher price he can get, he is 
using equity, without regard to the consumer, how can we control it 
then? 

Mr. La Ror. I am not sure that I have a formula for controlling 
all of these prices. Our formula is decontrol. The only relief that 
we ask—and believe me, this is all we do ask—is a generally fair and 
equitable margin, which vou have said we ought to have. That is all. 
We are not getting it. 

Mr. McDonoucna. Mr. Chairman. 

Mr. KinBurn. Just one question, Mr. Donough. 

What do vou think would happen to the price of meat if we did 
take off controls? 

Mr. La Ror. If there were no control? 

Mr. Kinpurn. Yes. 

Mr. La Ror. Well, I can partially answer it as I already have. 
Suppose there had been no control during the last 6 months. There 
has been no control during the past 6 months except on one or two 
items. In other words, the prices have all been below ceilings, and 
I have explained that there would be increases in some items where 
we are able to get them. I believe, on some kinds of steaks, whic 
are already too high, there would be some increase—especially the 
fancy steaks-—but the figures which I have shown on that sheet show 
what would have happened if there had been no price control, because 
there was no price control on those items. 

Mr. Krrspurn. What is in the back of Mr. Barrett’s mind, and I 
think in the minds of a lot of us—nobody wants price control, on the 
other hand if we get rid of them, and then the price of meat went sky 
high in the next few months, why, everybody would blame us. 

Mr. La Ror. Well, | am thinking along this line. I know that is a 
fair question. But | am thinking along this line. If we are losing 
money on hides and tallow, if we are losing money on the main part 
of the beef carcass because of economic or other conditions—compe- 
tition—and if there is only a handful of items on which we can make 
any money, and vou tell us we cannot do that, where does that leave 
us? 

Mr. Kitpurn. That is all. 

The CHarrMan. The prices are not only the result of the supply 
and demand for goods, but also the supply and demand of money and 
credit? 

Mr. La Ror. Yes, sir. 

The CHarrmMan. Now, people have more money today than they 
have ever had? 

Mr. La Ror. That is right. 

The CHarrman. And when they go into a competitive market, of 
course, they go in with their pockets full of money and they are liable 
to raise the prices. There is no doubt about that. That is one of the 
most powerful influences in the increase of prices, would vou not say so? 
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Mr. La Ror. I would agree with that, but during the last 6 months 
their pockets have been full of money and the prices have been way 
below ceilings, which proves my point that the law of supply and 
demand must have made those prices. 

The CHAIRMAN. Suppose you take those ceilings off. What do 
vou think would be the result then? 

Mr. La Ror. I think—— 

The CuarrMan. Do you not think there would be a tendency for 
prices to rise? 

Mr. La Rox. On those items only where we can get it, but the law 
of supply and demand today is saying we cannot get it on the bulk 
of the meat. 

The CuarrMan. Well, is the price of beef below ceiling now? 

Mr. La Ror. Oh, ves. The price of most kinds of beef is below 
the ceiling today, as shown by this table that I just put in the record. 

Mr. Barrerr. May I ask another question, Mr. Chairman. 

The CHarrMAN. Mr. Barrett. 

Mr. Barrerr. Why do you not raise the prices to the ceiling to 
overcome the loss on hides and tallow? 

Mr. La Ror. We would love to do it but the law of supply and 
demand is just as inexorable a law as price control. The reason why 
we do not raise those items is because the people will not pay—the 
housewife will not pay any more, and there is vour real control on 
meat prices. 

Mr. McDonoven. Mr. Chairman. 

The CuarrmMan. Mr. McDonough. 

Mr. McDonouau. In other words, since you cannot, because of 
the supply and demand, raise your prices to the ceiling, which would 
give you a better profit than you are now getting, as I get it, your 
further complaint is that you are subject to Government regulations, 
to making out all these reports, your overhead costs of meeting the 
various demands of OPS and changing regulations. Is that part of 
your argument? 

Mr. La Ror. I would not say that is the main part, sir. Thatisa 
minor part. If you will look at the bottom of page 5 of my statement, 
[ explain that there are some cuts on which we could get more money 
if price control were removed, but that on the great bulk of the animal 
we are getting less than the ‘ceiling prices. 

In other words, sir, to be fair with you—and I want to be as fair as 
I can—we would raise the prices on some fancy steaks and some things 
where we can get them, especially from the hind quarter of the beef. 
Yes, we would raise the prices. If we do not, we are bankrupt, because 
today we are losing money heavily. 

Mr. McDonovaeu. Well, the reduction in the price of the general 
run of meat cuts on the retail counter is not the result of OPS; is it? 

Mr. La Ror. No, sir, it is the result of the law of supply and demand. 

Mr. McDonoven. And that law of supply and demand would apply 
whether OPS was in effect or not? 

Mr. La Ror. Oh, yes, quite so. 

Mr. McDonoucu. And because of OPS there are certain cuts, and 
certain regulations, certain types of meat, that have to be cut in such 
a manner that you cannot give the public the variety of cuts that 
you could give otherwise? 
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Mr. La Ror. That is right, or stating it in a slightly different way, 
in normal times, when we are losing money on some items, we have 
the elasticity to shift on other items which will stand a little more. 

Today, that advantage is taken away from us because, although 
we are losing money on many cuts of beef, OPS says “ Don’t charge 
any more for the ones you can charge more on because we will not let 

ou.” 

What are we going to do? Lose money on everything? 

Mr. McDonoveu. Now, if there were slaughter controls which are 
not included in this bill, would the supply be more abundant now? 

Mr. LaRor. Slaughter controls would tend to have a wet-blanket 
effect on production. That is my opinion. Our industry is divided 
on that. I believe our board has officially taken a position against 
the quotas, but the industry is divided. Some think that quotas 
would be a good thing and others think they would not be. 

Judge Montague here this morning was emphatic in saying that 
they would be bad. I do not know enough about it personally to 
take a position. 

Mr. McDonoveu. Isn’t it generally admitted that if there were 
slaughter controls that would be a limited amount of meat on the 
market and consequently a higher price for the meat that is available? 

Mr. La Ror. I believe that would be the tendency. I think any 
kind of Government control tends toward discouraging production. 

The Cuarrman. Well, if there are no further questions, you may 
stand aside, Mr. La Roe. We are glad to have your views. 

Call the next witness. 

The Cierk. Arthur L. Owen, representing the National Live Stock 
Producers Association. 

The CHarrMAn. Mr. Owen. 

Mr. Owen. Mr. Chairman, we have submitted a rather long state- 
ment to be included in the record. With your permission I should 
like to read this statement to you. 

The CHarrMan. Very well, you may proceed. 


STATEMENT OF ARTHUR L. OWEN, NATIONAL LIVE STOCK 
PRODUCERS ASSOCIATION 


Mr. Owen. My name is Arthur L. Owen. I am representing 
the National Live Stock Producers Association, an organization 
composed of 21 cooperative livestock marketing agencies, each 
of which is owned and controlled by farmers and ranchers. Our 
21 member agencies each year market livestock for over 500,000 
individual livestock producers, on 69 different markets located 
in the principal livestock producing and feeding areas of the United 
States. 

Our board of directors is composed of 30 outstanding livestock 
producers. Each one of these directors has been elected by the 
farmers and ranchers in his area to represent them in determining 
the policies of the National Live Stock Producers Association. 

This board of directors, by a unanimous vote, has directed us to 
Oppose price and wage controls, and at the same time to support those 
measures which will actually lend stability to our economy during 
this period of building our national defenses. 
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We oppose price and wage controls on principle. Even if such 
controls were administered in the most judicious and equitable 
manner, they still would not prevent inflation. Prices can be stabi- 
lized only by balancing the supply of money and the supply of goods. 

But these controls are not being administered equitably between 
the various segments of our economy. From the outset, it has been 
evident that the far-reaching powers delegated to the President 
under title IV of the Defense Production Act of 1950 were being used 
to mmprove the economic status of certain groups at the expense of 
other groups. 

In giving the President the authority to control prices and wages, 
it was clearly the intent of Congress that this authority be used to 
prevent rises in both prices and wages. Yet this authority has been 
used to hold down prices while encouraging wage increases for members 
of organized labor groups. 

Our industry was one of the first to feel the effects of this policy of 
encouraging wage increases while freezing or rolling back the prices 
of commodities purchased with these increased wages. In May 1951 
while wage increases were being generally allowed, cattle and beef 
prices were rolled back approximately 10 percent. Two further 
roll-backs of about 5 percent each in cattle and beef prices, which had 
been announced by OPS, were prevented only when they were spe- 
cifically prohibited by Congress. 

We have now reached the point where the executive branch, through 
the Wage Stabilization Board, is attempting to force industry not 
only to grant the increased wages demanded by labor unions but is 
attempting to force industry to accede to the demands for union shops 
as well. In order to enforce these demands, the President has taken 
over the operation of the steel industry. 

Not so long ago he took over the operation of the coal mines in 
order to give miners the increased wages they could not obtain through 
collective bargaining. The powers given to the President under title 
IV of the Defense Production Act are being used to socialize industry 
and to abolish the free-enterprise svstem in this country. How long 
will it be before the President decides to takeover the operation of 
all farms in the United States in order to enforce cheap food prices 
to consumers? 

Increased production not only is the right way but the only way 
to build our national defenses and maintain a high standard of living. 
A program of restrictions which hamper production and disrupt dis- 
tribution retards our whole national defense program. Both our 
Armed Forces and our civilians need more, not less, meat. Price and 
distribution controls, however, have reduced our meat supply. 

In October 1950 the Bureau of Agricultural Economics, United 
States Department of Agriculture, estimated that there would be 148 
pounds of meat per person available for civilian consumption in 1951, 
4 pounds more than the 144 pounds per person consumed in 1950. 
While the Defense Production Act of 1950 had been passed, we were 
still operating in a free economy at that time. This estimate was 
based on the amount of meat which should be produced considering 
the numbers of livestock on hand and the amount of feed available. 
This estimate also was based on the assumption that farmers and 
ranchers would be able to continue their normal livestock production 
programs in 1951. 
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= By August 1951 this estimate had been revised downward to only 
144 pounds per person. By October 1951 the estimate of meat con- 
sumption had been further reduced to 141 pounds per person. In 
the National Food Situation, released by the Department of Agri- 
culture on February 11, 1952, meat consumption in 1951 was placed 
at 138 pounds per person, a reduction of 10 pounds per person from 
the original estimate. And, in order for us to reach the level of even 
138 pounds, it was necessary for us to import a quantity of meat 
amounting to over 3 pounds per person, the largest meat imports in 
our history. 

The Bureau of Agricultural Economies ordinarily does not make 
this large an error in their forecasts of meat consumption. We sub- 
mit that price controls and slaughter quotas cost the average American 

’ consumer approximately 10 pounds of meat in 1951. 

The imposition of price controls was one of the chief factors causing 
meat production in 1951 to fall so far below previous expectations. 
Despite a near-record number of cattle on farms and ranches at the 
beginning of the year, cattle slaughter was above that of a year earlier 
in only 2 months—in January before the price freeze and in October. 
Price controls, slaughter quotas, roll-backs, and threatened further 
roll-backs could not have had any other effect than to slow down beef 
production. All of these actions by OPS have disrupted normal 
cattle feeding and marketing plans. In view of the uncertainty intro- 
duced by these actions of OPS, the cattle feeder was compelled to cut 
his feed costs by the use of more pasture, hay, and other rough feeds. 
This type of feeding program slows down beef production. 

During this period when consumers have been wanting more and 
more meat, OPS appears to have adopted the philosophy that they 
can increase meat production by lowering prices of meat animals. 
In a release from OPS dated June 8, 1951, in connection with the 
cattle and beef ceiling-price regulations, when live cattle prices were 
rolled back approximately 10 percent, there are numerous statements 
that this program actually would increase beef production. On 
page 3 of this release, for example, the No. 1 point which OPS said 
this program would accomplish was that it ‘“‘will encourage the pro- 
duction of cattle.” These regulations have resulted in backing cattle 
up on farms until today we are at an all-time peak in cattle numbers 
but beef available for consumers has been decreased very substan- 
tially. 

There is a big difference between accumulating cattle on farms and 
ranches and the actual production of beef for consumers. The reason 
why cattle numbers have been increasing at such a rapid rate while 
beef produciion has been decreasing is that the OPS price-control 
program has slowed down the beef-production process. Before these 
regulations were issued, cattle feeders could buy cattle, feed them 
liberally on grain and other concentrated feeds, ina hope to make a 
profit on their operations. By this system of cattle feeding, these 
operators were producing a large volume of high-quality beef in a 
short period of time. Under OPS regulations they know that the 
opportunities for profit on this type of operation are extremely limited. 
There is only one alternative if they are going to be able to hold their 
money together, and that is to follow a system of feeding which will 
enable them to get cheap weight gains. This means more roughage 
over a much longer feeding period. Under this type of feeding it 
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takes a much larger number of cattle to produce the same amount of 
beef per year. 

OPS controls are responsible for this slowing down in our beef pro- 
duction. ‘Thousands of cattle which are coming to market now after 
being fed on concentrated feeds this winter are losing money for their 
owners. ‘These men are going to be even more cautious before they 
fill their feed lots again. 

Price ceilings are reducing pork production. Section 402 (d) (3) of 
the Defense Production Act of 1950 provides that no ceiling shall be 
established or maintained for any agricultural commodity below a 
price which will reflect parity to produc ers. Pork prices were frozen 
by IPS on January 26, 1951, at the level of prices during the period 
from December 19, 1950, to January 25, 1951, inclusive. This freeze 
continued until Ceiling Price Regulation No. 74 became effective on 
October 1, 1951. 

This regulation established dollar-and-cent ceiling prices for pork 
products at wholesale. As shown in chart No. 1, during the entire 
period from January 1951 to the present date the average price re- 
ceived by farmers for hogs equaled or exceeded parity, the legal mini- 
mum price, in only 2 months, February and March 1951. During 
all of the other months of this period hog prices have been below the 
legal minimum. 

During a large part of this period prices of most pork products at 
wholesale were at ceiling levels, and yet hog producers were not receiv- 
ing parity prices for their hogs. For example, the Chicago Weekly 
Wholesale Meat Trade Review for October 18, 1951, released by the 
United States Department of Agriculture, contains the following 
statement: 

Supply and demand for most pork cuts were fairly well balanced and resulted 
in full ceiling prices throughout. 

Although pork products were selling at OPS ceilings last October, 
the average price received by farmers for hogs that monih was only 
$20.30 per hundredweight, $1.10 below parity for that month, which 
was $21.40 per hundredweight. Wholesale pork price ceilings have 
been maintained during the entire winter and spring marketing period 
when live hogs have been selling as much as $5 per hundredweight 
below the legal minimum set by Congress. 

The maintenance of ceiling prices on pork products at a time when 
farmers are receiving less than parity prices for hogs clearly is con- 
trary to the intent of Congress in providing this legal minimum at 
which ceiling prices could ‘be set. Whenever any ‘pork product is 
selling at OPS ceilings, this tends to limit the amount which packers 
can pay for live hogs and prevents hog prices from rising to parity. 

The statement of considerations accompanying CPR No. 74, 
Ceiling Prices of Pork Sold at Wholesale, contains the following state- 
ment: 


It is anticipated, in view of the large size of the present hog population that in 
future months hog prices will decline substantially below current price levels. 
Consideration will be given to the question of whether to issue revised wholesale 
pork ceilings more accurately reflecting the condition in the live hog market if 
the anticipated decline in live hog prices occurs. These revised prices would, of 
course, be subject to automatic adjustment upward to the parity level to permit 
packers to pay parity prices when the market price of live hogs starts to climb 
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In other words, OPS says in this statement that when hog prices 
decline, they will ‘consider lowering pork ceilings, and then when hog 
prices go up, they will raise pork price ceilings to allow packers to pay 
parity prices for live hogs. To those who know anything at all about 
livestock and meat, this is, of course, pure nonsense. We all know 
that the price at which packers can sell pork products determines 
what they are able to pay for live hogs and still remain in business. 

When ceiling prices on pork products are set at a level too low to 
permit packers to pay parity prices for live hogs, the price of live hogs 
cannot rise as long as these ceiling prices are in effect. Then how 

can OPS possibly raise pork ceilings if they are going to wait until the 
price of live hogs rises to parity first? OPS policy, as contained in 
this statement, appears to be to lower pork ceilings during periods of 
seasonally large marketings and resulting low pork prices, and then 
prevent hog prices from rising in seasons of short supplies. OPS has 
maintained pork ceiling prices in open defiance of Congress throughout 
this entire period. 

The results of this policy already are evident. Hog production has 
become unattractive to farmers. There is no way of averaging out 
at a reasonable profit when hog prices are prevented from rising during 
the seasons of short supplies and when there is no limit to where prices 
may fall during seasons of large marketings. 

In the Pig Crop Report released by the United States Department 
of Agriculture on December 20, 1951, it is estimated that the 1952 
spring pig crop will be 9 percent smaller than in 1951. This estimate 
is substantiated by numerous hog salesmen on our livestock markets 
who report an abnormal number of bred sows and gilts now being 
sold for slaughter instead of being retained on farms to raise spring 
pigs. Many of these men believe that the decrease may be much 
greater than the 9-percent reduction forecast by the Department of 
Agriculture. This situation is further substantiated by reports from 
farmers who actually are reducing their hog operations this spring. 
The most common reason these farmers give is that hog production 
under OPS regulations is unprofitable. They can sell their corn and 
other feed to the Government or others and realize a greater net 
return than they can by raising hogs under these conditions. 

We have shown that OPS regulations have slowed down meat 
production and reduced the amount of meat which consumers had 
every right to expect would be available. This is exactly the opposite 
of what OPS officials told the public—that price controls would 
increase production. The second point on which OPS misled con- 
sumers in order to get support for their price-control program was 
that price controls would bring lower meat prices. 

Price controls on livestock and meat have not brought lower meat 
prices for consumers. Meat prices continued to go up month after 
month despite price ceilings. Retail meat prices have decreased only 
after increased meat production and lowered levels in recent months. 
Price controls have had no effect whatever in bringing about th's reduc- 
tion in retail meat prices. Ceiling prices have remained the same as 
they were when meat prices reached their peak last fall, yet most meat 
prices now are substantially below these ceilings. This is conclusive 
proof that supply and demand, not price controls, have lowered meat 
prices. When we consider the disruption in meat production caused 
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by OPS regulations, and the additional fat and bone which consumers 
have been purchasing as a result of these regulations, we are certain 
that retail meat prices have averaged substantially higher during the 
past year than they would have averaged without price controls. 

Chart No. 2 shows monthly retail beef prices for 1951 and 1952, 
and average prices received by farmers for cattle for the same period. 
The average retail price of round steak in 56 large cities as reported 
by the Bureau of Labor Statistics for January 1951, at the time of 
the price freeze was $1.06 per pound. In March 1952, after more 
than a year of price controls and a roll-back in live cattle prices, the 
average price of round steak in these same cities was $1.12 per pound, 
an increase of 6 cents per pound. During the same period, the retail 
price of rib roast increased by 3 cents per pound. Even the retail 
price of hamburger shows an increase of about 1 cent per pound. 
Currently all of these retail beef prices are below the levels reached 
under price controls last October and November, not because ceiling 
prices were lowered or because the regulations were more rigidly en- 
forced, but because supply and demand forces have caused prices to 
come down. 

During this same period, from January 1951 to March 1952, prices 
received by farmers for cattle increased by only 60 cents per hundred 
pounds or about one-half of 1 cent per pound. Cattle prices have 
been held down by price controls, while retail beef prices have been 
allowed to go up. The OPS price control program certainly has not 
reduced beef prices to consumers it it has widened the spread between 
farm prices and retail prices. The costs of processing and distribut- 
ing meat have been increased but the higher retail prices have not 
been passed back to the livestock producer to encourage him to 
produce larger supplies of meat for the market. 

Chart No. 3 shows monthly retail pork prices for 1951, as reported 
by the Bureau of Labor Statistics, and average prices received by 
farmers for hogs as reported by the Bureau of Agricultural Economics. 
In January 1951, before the price freeze, retail pork chop prices in 
56 large cities averaged 75 cents per pound. In October of 1951, the 
retail price of port chops was 85 cents per pound, an increase of 10 
cents per pound in retail cost to consumers. This increase occurred 
under price controls which OPS said would hold down meat prices. 
Yet during this same period from January to October last vear, hog 
prices increased by only 30 cents per hundred pounds, or three- 
tenths of a cent per pound. From October 1951 to March 1952, 
retail pork chop prices declined by 11 cents per pound, and were 
slightly lower than when prices were frozen in January 1951. 

Retail prices of sliced bacon declined by over 6 cents per pound 
from October 1951 to March 1952 and retail prices of hams declined 
by over 4 cents per pound. Ceiling prices on pork products have 
not been lowered during this period, and most pork products are 
selling below ceiling levels. The reason for the decrease in pork 
prices Was production, not price controls. Large hog marketings have 
resulted in temporarily plentiful supplies of pork. The index of all 
pork prices, at retail, as reported by the Bureau of Labor Statisties 
in March 1952, was 5 percent below the index for January 1951. 

Hog prices, on the other hand, declined by 16 pereent during this 
period, widening the margin between retail pork prices and farm 
prices for hogs. 
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Under the provisions of the Defense Production Act, hog producers 
understood that they would be able to get parity prices for hogs. 
With this assurance, they went ahead with their production plans 
only to find that OPS has changed the rules laid down by Congress. 
OPS says hogs can be sold at parity only during the periods of short 
supply, and they did not allow producers to receive parity even during 
the period of small hog marketings in the spring and summer of 1951. 

This has lowered the average price received for hogs during the 
past vear to the point where farmers would have been much better 
off financially to sell their grain and go out of the hog business. 

As a consequence, we have been getting not only large runs of 
butcher hogs on the markets, but in addition large numbers of sows 
and gilts which would have been retained on farms to raise pigs in 
1952. 

There is a great difference between the production of hogs and the 
production of cattle. Hogs mature quickly, and they must be sold 
when they reach market weight, which is when they are about 6 
months old. They must be fed chiefly on grain, with little opportunity 
to cheapen feed costs by the use of roughage. 

Cattle, on the other hand, can be brought to market weight and 
finish in about a vear, or they can be used to consume more roughage 
and not reach market until they are 2, 3, or 4, years old. Therefore, 
while price controls have only slowed up beef production, they have 
caused farmers to liquidate hogs. 

Retail prices of lamb increased by 1 percent under price controls 
from January 1951 to March 1952, as shown by the index of retail 
lamb prices prepared by the Bureau of Labor Statistics. Prices of live 
lambs received by producers decreased by 15 percent during the same 
period that retail prices were rising by 1 percent. Again, consumers 
were paying more for the same product, while lamb producers and 
feeders were receiving less. , 

The fact that OPS retail ceiling prices on meats are higher than 
prices paid before controls has been concealed from consumers. | At 
the start of the price control program, OPS officials said that the post- 
ing of retail price ceilings in each store was necessary in order for the 
housewife to determine whether she was being properly charged. Yet 
retail meat ceilings never have been posted in stores and the cosnumer 
has no way of knowing how the price charged compares with the 
ceiling. 

Ceiling Price Regulation No. 25, Ceiling Prices of Beef Items Sold 
at Retail, was issued on April 30, 1951, and became effective May 14, 
1951. The Statement of Considerations accompanying this regula- 
tion contains the following statement: 

Dollar-and-cent ceiling prices by grade and cut provide the simplest and most 
effective type of price control. Since retailers will be required to post the prices 
established by the regulation, the housewife will have a simple and easily recog- 
nizable list of prices available to her in order to determine whether she is being 
properly charged for her purchases, 

Section 7 of this same regulation, CPR No. 25, contains the follow- 
ing statement: 

Not later than twenty days after the effective date of this regulation, you must 
post at your store your ‘Official OPS List of Retail Beef Prices.” You may use 
an exact copy of the OPS list if the printing is as legible and at least as large. 
Put it at or near the place where your meat sales are made and where your cus- 
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tomers can easily see and read it. You must have at least one list posted for each 
20 feet of meat counter space. You may get your official copies of the price list 
for posting or copying from your District Office. 

These lists of retail beef ceiling prices should have been posted in 
every retail meat store by June 4, 1951, but the effective date then 
was changed to June 18. OnJune 13, OPS again changed the effective 
date to June 25. Then on June 21, OPS postponed the effective date 
to August 1. A revision of CPR No. 25 was issued on September 21, 
“Posting Ceiling 


_ 


1951. Section 7 of the revised regulation headed 
Prices”’ consists of the following: 

This section will be added by amendment. 

The OPS press release issued with this revised regulation contains 
the following statements relating to posting of ceiling prices: 

It is no longer necessary to list the ceiling price on the tray or compartment. 

However, the posting of official OPS ceiling prices in retail markets at places 
where they may be readily seen by consuimers will be required. 

OPS is now preparing these price posters and as soon as they are distributed 
among retailers, the regulation will be amended to set a definite date for their 
mandatory posting. This is expected soon. 

This statement was made back in September 1951. Now, a full 
vear has passed since OPS stressed the importance of posting retail 
ceiling prices for beef so the housewife would know if she was being 
overcharged. Yet these lists still have not been issued. Is it possible 
that the OPS staff has been working diligently on this project, which 
they once considered so essential, for almost a year and have been 
unable to prepare lists so consumers would know if they are being 
overcharged for beef? Or was this delay due first because retail prices 
were not reduced as promised, and now because consumers would find 
out that supply and demand have resulted in prices below OPS 
ceilings? We are inclined to believe, in view of the tremendous num- 
ber of regulations, speeches, and press. releases prepared by OPS, 
that the failure to provide these lists of retail beef prices has not been 
due to inability of the OPS staff to find time to prepare this material. 

OPS has not really tried to reduce retail meat prices except in a few 
isolated cases. Instead, they have allowed prices to increase to con- 
sumers, for the most part, as supplv and demand generated upward 
pressure on retail prices. As a result, no serious pressures have been 
exerted against ceilings which would necessitate meat rationing and 
which would have stimulated even more serious black markets. Very 
serious harm has been done to the entire economy, however, by the 
huge increase in distribution costs as a result of price and other con- 
trols. Increased distribution costs resulting from interference with 
normal trade practices, as well as the extra expense of supplying 
information to OPS and in attempting to comply with the regulations, 
has caused meat packers to be able to pay less for live animals. This 
entire additional expense has been assessed against the livestock 
producer, as it is assessed against the raw-material producer in any 
industry where the consumer sets the price of the product at retail. 

And the consumer does set the price of meat. The amount of 
money consumers are able and willing to pay for the available supply 
of meat sets the retail price of meat. In a free market, this is the 
price posted at the meat market, and actually paid by consumers. 
In a controlled market, it includes the short weights, the lower grades 
of product, additional fat and bone, and the money under the counter. 
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In a free market, this money flows back to the livestock producer and 
tells him what consumers want most and what he should produce. 
Under price controls, increased retail prices for meat go to pay the 
additional distribution costs of the legitimate meat packers and 
retailers, and to contribute to the fortunes amassed by the unscrupu- 
lous operators. 

Slaughter quotas, which were in effect for 4 months of 1951, are a 
good example of this interference with normal trade practices which 
have added to distribution costs and have resulted in lower prices to 
livestock producers. 

When the Defense Production Act was extended in 1951, the author- 
ity for establishing livestock-slaughter quotas was eliminated by 
Congress, OPS and others immediately asked that Congress restore 
this power, arguing that livestock-slaughter quotas were necessary 
in order to keep meat moving in normal channels. This same argu- 
ment is being used now to persuade Congress to restore this authority 
to OPS. The theory of slaughter quotas, as stated by OPS, is that 
each slaughterer will be allowed to slaughter his normal percentage 
of the total livestock marketed, and thus prevent distortion of the 
meat-distribution pattern. Since the year 1950 was taken by OPS 
as a base for establishing quotas, and if these arguments used by 
OPS are true, then in each month when we had quotas, each slaugh- 
terer would have slaughtered the same proportion of total animals 
marketed as he did in the corresponding month of 1950. 

With a record number of cattle on farms and ranches, it was natural 
and reasonable to expect that cattle slaughter in 1951 would be larger 
than in 1950. 

Cattle slaughter was larger in January 1951 than in January 1950. 
Beginning in February, the first month after the price “freeze,” and 
continuing through September, cattle slaughter each month was sub- 
stantially below that for comparable months a year earlier, despite 
near-record supplies of cattle on farms and ranches. Only in the 
months of October 1951 and February 1952 has cattle slaughter been 
greater than for the corresponding months a year earlier. This 
decrease in cattle slaughter has not been a coincidence. It has been 
a direct result of price controls on cattle and beef. It is exactly 
what leaders in the livestock and meat industry predicted would 
happen under price controls—production would be decreased. 

Cattle-slaughter quotas were in effect during the period from April 
through July 1951. During these 4 months, cattle slaughter was 
smaller in relation to the previous year than in any other period 
during 1951. It is clearly evident that slaughter quotas did nothing 
to maintain the level of cattle slaughter which had been decreased as 
a result of price controls. While we have accumulated a record 
number of cattle on farms and ranches, the production process has 
been slowed up, and consumers have been getting less beef instead 
of more beef. Cattle feeders cannot push cattle for the quick but 
expensive gains on full grain feed. They must hold their feed costs 
down by using more pasture, hay, and other rough feeds to full 
advantage, and this means more time is needed to get cattle ready 
for market. While these cattle eventually will come to market and 
be slaughtered for beef, under this system of feeding to which cattle- 
men have been forced by price controls, less beef is produced per 
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anima! on farms and ranches. Also it means beef of lower quality 
than consumers are accustomed to buying. 

Chart Nos. 4, 5, and 6 show how cattle slaughter in three geograph- 
ical areas has be ‘en distorted by price controls. In these charts cattle 
slaughter in each area is shown as a percentage of total commercial 

cattle slaughter in the entire United States. Chart No. 4 shows that 
the percentage of cattle slaughtered in the North Atlantic area 
increased when the cattle- and beef-control program went into effect 
in June 1951. Not until cattle and beef were selling below OPS 
ceilings in November and December did cattle slaughter in this area 
assume its normal proportion to the total. 

Chart No. 5 shows the same information for the North Central area, 
including the largest meat-packing centers of the country. This 
area maintained nearly its normal proportion of cattle slaughter 
through May 1951. Then, in June the percentage dropped drastically, 
and by March 1952 still had not entirely recovered its previous posi- 
tion. The greatest diversion was in July when quotas still were in 
effect. If, as it is claimed by OPS, quotas had kept slaughter in 
normal channels, these plants would have slaughtered 120,000 more 
rattle last July than actually were slaughtered during that month. 
These 120,000 cattle were diverted from this area to other areas for 
slaughter. 

Chart No. 6 shows the same information for the Pacific-coast area. 
Again the greatest change in proportion of total cattle slaughtered in 
this area, as compared with a year earlier, was in June and July when 
quotas still were in effect. It is again evident from this chart that 
slaughter quotas did not keep cattle slaughter in normal channels. 

All data used in these charts are published monthly by the United 
States Department of Agriculture. Ir hey certainly should be available 
to OPS for determining just how successful they were in maintaining 
slaughter in normal channels. Quotas definitely do not accomplish 
the results claimed by OPS. 

Therefore, there must be some other reason why OPS is so insistent 
that the authority to set quotas be returned to that agency. In a 
statement before the Senate Banking and Currency Committee last 
September, I pointed out that it was a policy of OPS to set quotas 
lower than the number of animals which it was estimated would be 
marketed during each period. This statement was verified by 
Senator Schoeppel. Pv setting low quotas for each period, the de- 
mand for live animals w»s reduced and the price to the producer of 
these animals was forced down. We are firmly convinced that this 
is the real reason OPS is insisting that this authority to set slaughter 
quotas be returned to that agency. 

The advocates of price controls continuously are seeking ways to 
decrease the prices which producers receive for livestock, ignoring the 
increased prices which consumers have had to pay for meat at retail, 
and increased distribution and processing costs brought about as a 
result of price controls. Mr. Roger L. Putnam, Administrator of the 
Economic Stabilization Agency, made the following statement in a 
speech to members of the Western States Meat Packers Association 
in Los Angeles on February 15, 1952: 
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In the case of meat controls, however, many groups in the industry have taken a 
defeatist attitude that controls are unworkable. And in an atte mpt to make sure 
that the controls would be unworkable, they persuaded the Congress to remove 
slaughter quotas—a device calculated to prevent a panic of price competition in 
the packing industry for limited supplies of cattle. 

It is gratifying that one Goverament official connected with price 
controls has at last been williag to state the real reason for slaughter 
quotas —a device to prevent price competition for cattle. We have 
devoted a substantial part of our statement to the subject of slaughter 
quotas because we want to make sure that the members of this com- 
mittee realize that a vote for slaughter quotas is not a vote for equitable 
distribution of meat. A vote for slaughter quotas actually is a vote 
for restraint of competition in the packing industry, and lower prices 
for livestock producers. 

As a result of price controls during 1951, and thus far in 1952, live- 
stock slaughter and meat production have been curtailed, livestock 
slaughter and meat distribution have been disrupted, retail meat 
prices were allowed to go up, and the spread between retail meat 
prices and the price received by. farmers for live animals was increased, 
Price controls on meat have not benefited the consumer, the retailer, 
or the meat packer. They have seriously curtailed profits in live- 
stock production, _— is decreasing our potential livestock and 
meat production. Cattle feeders have had to slow up their feeding 
operations, and many feedlot operators are showing oe even under 
a system of utilizing a maximum amount of roughage. A substantial 
part of our hog producers would have been better off financially if they 
had sold their feed instead of raising hogs this vear. This can mean 
only one thing—decreased pork production in 1952 and perhaps in 
1953. With increased demand for meat by our Armed Forces, and 
about 2% million more civilians to feed each vear, a continuation of. 
the present price-control program means that meat consumption per 
person will be decreased. 

Our association is opposed to price controls, slaughter quotas, and 
all other regulations which interfere with the free operation of supply 
and demand forces in a free market. We advocate and pledge our 
support for measures which will strengthen our defenses and stabilize 
the purchasing power of the dollar. We urge that Congress tackle 
the inflation problem at its source, which means bringing the money 
supply—including credit—-into balance with the supply of goods and 
services. The program which we advocate means further a program of 
strict economy in Government expenditures, both domestic and for- 
eign, and both civilian and military. 

Failure by Congress to put an end to price controls will result in a 
continuation of the handicaps and confusion in the livestock and meat 
industry which means less meat, higher production and distribution 
costs, and higher cost of meat to consumers. 

Many items, including several important agricultural commodities, 
for several months have been selling at prices far below ceilings estab- 
lished by OPS. Even after OPS reduced the ceiling prices of several 
of these products, such as tallow, wool, and hides, they still continued 
to sell well below ceilmgs. Yet OPS refused to suspend price controls 
and dealers were compelled to continue their useless reports to OPS. 
Even if it is conceded that these reports were necessary in the first 
place, which we do not believe, they certainly have served no useful 
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purpose for the past several months. In the meantime, this unneces- 
sary additional expense has been added to marketing costs. 

Only after it became evident that Congress might amend the act 
to compel OPS to suspend controls on these products did OPS show 
any interest in suspending these fantastic price ceilings. Now they 
are in the process of suspending some of these controls, “but are lower- 
ing ceiling prices so that they will be subject to ree control long before 
market prices should reach the previous ceilings. This is how OPS 
has shown their good faith in eliminating unnecessary red tape which 
they publicly profess to abhor. OPS has openly defied Congress in 
at least one instance by maintaining ceiling prices on pork products 
in violation of the provisions of the Defense Production Act. There 
is no evidence that this agency will show any more tendency to abide 
by either the provisions of the act or the intent of Congress if a com- 
pulsory decontrol provision should be written into the law. The only 
way Congress can prevent these practices of OPS is by eliminating 
title IV of the Defense Production Act. We urge that this be done 
now. 

Mr. Chairman, may the charts accompanying my statement be 
included in the record? 

The CuarrMan. That may be done. 

(The information referred to is as follows:) 


CHART MO, 1 
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CHART NO, 2 
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CHART *), 4 
COMMERCIAL CATTLE SLAOCHTER 
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CHART MD. 6 
COMMERCIAL CATTLE SLAUGHTER 
PACIFIC CO..ST AREA AS 4 PERCEVTAGE OF TOTAL UNITZD STATES 
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Mr. Owen. Thank you, Mr. Chairman. 

Mr. Barrerr. Mr. Chairman. 

The Cuatrman. Mr. Barrett. 

Mr. Barrerr. J was wondering, Mr. Owen, if vou could tell us 
which group in the industry is for slaughter quotas. 

Mr. Owen. For slaughter quotas? 

Mr. Barrerr. Yes; and which group is not for them. 

Mr. Owen. Well, IT can tell vou that the entire livestock industry 
is against slaughter quotas because we know the difficulties that we 
had during the period of 4 months last year when we had slaughter 
quotas. 

To use an example, I forget the exact date now but in Milwaukee 
they had a large run of calves. The packers there told the commis- 
sion men, the salesmen, that they did not have enough quota to 
slaughter those calves. 

I happened to be in Washington at the time and 1 called OPS and 
asked what they were going to do about it and they said “Oh, there 
is just confusion in the market. This will all clear up in a week or 
10 days.” 

In the meantime, you have the most perishable livestock item in 
the country, young calves. The humane society would insist that vou 
feed those calves, and here are thousands of calves laying around, 
waiting for OPS to make up their minds whether they are going to 
increase slaughter quotas or not. That thing occurred all over the 
country. ; 

I can tell you that the livestock industry is absolutely unanimous 
against slaughter quotas. 

Some of the packers, I believe, have been in favor of livestock 
slaughter quotas. Personally, I do not think it guarantees them 
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getting their quota. They think it guarantees them getting their 
proportion of the total. However, I do not think slaughter quotas 
have anything to do with them getting their proportion of the total. 

The charts that I have attached to my statement, I believe, show 
how it is the price control that causes livestock to move out of normal 
channels, and putting slaughter quotas on does not control it. 

Mr. Barrerr. I do not think you understood my question. Mr. 
LaRoe said there are two groups, one which approves quotas and the 
other group which does not. He also mentioned the big four. Which 
group is the big four? 

Mr. Owen. As I understood Mr. LaRoe, he meant—and if he is 
still in the room, he can check me on this—he meant that within his 
own group, that he had some members who were in favor of slaughter 
quotas and some who were not. 

I cannot speak for the packers at all but my impression has been 
that the big packers and small packers both have been predominantly 
in favor of not having slaughter quotas. But 1 cannot be sure on 
that. IT cannot speak for the packing industry. 

The CHairman. If there are no further questions, vou may stand 
aside, 

We are glad to have vour views. 

Call the next witness, Mr. Clerk. 

The Cuerk. The next witness is Mr. Wilbur L. Plager of the Iowa 
Swine Producers’ Association. 

The CuarrmMan. You may identify vourself, Mr. Plager, and present 
your statement. 

Mr. PuaGer. | am Wilbur L. Plager, field secretary of the Iowa 
Swine Producers’ Association, State House, Des Moines, Iowa. 

Mr. Tanne. By the way, if | may interrupt you, your home is 
actually at Blairsburg? 

Mr. Prager. That is right, Blairsburg, Towa. 

Mr. Taure. We are glad to have vou here. 


STATEMENT OF WILBUR L. PLAWER, FIELD SECRETARY OF THE 
IOWA SWINE PRODUCERS’ ASSOCIATION, DES MOINES, IOWA 


Mr. Pracer. My experience in farming started when at 10 years 
of age I enrolled in 4-H Club work. I spent 10 years feeding and 
showing pigs and other types of livestock. I started farming when 
I was 20 and farmed for 15 vears, until losing my hand in a farm- 
machine accident. 

I then went on the road and spent 5 years with the purebred Berk- 
shire and Duroe Associations before becoming field secretary for the 
lowa Swine Producers’ Association, for which I have worked for the 
past 6 vears. 

I was a director and officer of the Lowa Swine Producers’ Association 
for many vears while farming. I still maintain a half interest in a 
farming operation on my farm, so I don’t ‘fess to be a white-collar 
farmer who knows all the answers, but one who has had some experi- 
ence in the actual raising of hogs. 

The officers of our association are all actual swine producers and 
represent the nearly 200,000 swine producers of Iowa, who raise on 
an average of one out of every five hogs that go to market. 
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Hogs have been responsible from year to vear for 40 to 47 percent 
of farm income of lowa and consume 45 percent of the corn produced 
in Iowa, and of course we lead all other States by a good margin in 
hog production, in fact raising more hogs than the next two States to 
us. 
My job as field secretary for the Lowa Swine Producers’ Association 
has given me contacts with all segments of the swine industry—feed 
companies, slaughtering plants, with the many producers, both pre- 
bred and commercial, and I work with many other States in conjunc- 
tion with their swine problems, and I attend and judge fairs and 
shows all over the United States. 

The ideas that I am trying to convey will follow practically 100 
percent the thinking of the swine producers of Iowa. My contacts 
with swine producers of other States have shown me their thinking is 
exactly the same as ours. 

The recent experience with controls and looking through history of 
controls of our country and other countries have shown us very 
definitely that they are of no value in holding down inflation. History 
has shown us the housewife is the best stabilizer of prices. When 
prices become too high, she is quick to let the producer know her 
reactions toward buying. First, | probably should say that farmers 
as a whole are as patriotic a group of people as help make up our 
Nation and that we realize that all segments that make up our coun- 
try must prosper for all to prosper. 

‘When any one segment of our Nation becomes too powerful and 
things become out of balance they generally pay for it dearly in the 
long run. Capital has seen this happen. Labor may be on the verge 
of this at the present time and agriculture has paid for the same 
privilege at any time that it had the whip hand. All must be some- 
what equal for all to survive to the best advantage. 

We certainly are against any aggression such as is facing us at the 
present time and want to do our share to help combat this but let us 
not be so naive as to think if we hold inflation we will be able to avert 
the reduction in the level of living brought about by rearmament. 

Today, the feat of inflation and enthusiasm for price control on the 
part of some governmental agencies has become a part of our economic 
doctrine. Much of this has been manufactured at the expense of our 
society to create jobs for a chosen few. 

The fear of inflation has been preached too long and its failure to 
really materialize has become almost like the bride who was left 
stranded at the altar. Our country was built upon a reasonable 
amount of freedom in the markets which encouraged production 
beyond that of any country, and helped to build and make our 
country great. 

If we lose out to the enemies of freedom it will not be because our 
price index showed a rise of a few points. The No. 1 economic 
problem is to keep our country flexible to meet the changing needs 
brought on by domestic and international developments. This can’t 
be done with frozen prices any more than I can keep my car on the 
road with a locked steering wheel. 

One way to control inflation is to take the money away from the 
people. A recent order loosening the curbs on buying is, to me, a 
direct contrast from ceilings. It looks like some people here in 
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Washington are fearing deflation and vet want to be prepared to 
oppose inflation. To me, that is only double talk. Some have 
preached cheap food, high wages—again double talk. 

[ know of no record of any nation that underwent a runaway 
inflation as long as its production was intact. Many of the countries 
that have resorted to ceilings have had runaway inflation in spite of 
the controls. If controls are kept for any length of time we may fear 
to open the gates and so continue to live -with regimentation. 

In England, they probably understand this better than we do. 
They fix prices, rationed and subsidized agricultural commodities 
pretty well across the board. They had to do this to make their sys- 
tem work. Evidently there has been some change in their thinking, 
at least it showed up in their last election. This is an election year 
and it might be wise to think about this. The people in lowa were 
scared by threats of the administration in the last election but doubt 
very much if they can be scared as badly this time. 

History has proven to us in the past decade that it is far easier to 
establish an agency than to get rid of it. Too much Government 
control can lead to one of the “isms’’ that we are fighting, none of 
which are good and none of which any hog farmer would be for. 

Let’s not have controls lead us into what we are fighting against. 
Perpetual motion has defied the scientists for centuries. The law 
of supply and demand has never waivered since the beginning of 
time. No economist is smart enought to harness it. 

It is very difficult to enforce any law that a large majority of 
people are not in favor of. Certainly this feeling is existing toward 
OPS regulations. Honesty and respect for the law are virtues which 
are already frail enough so one has no wish to see this extra burden 
and temptation placed on them. 

I don’t think this last sentence needs any further explanation. 
The needless worry about inflation a year ago gives us far less to 
worry about this year than it did a year ago. It could have been 
heeded a year ago. 

Just before 1 left home, Herb Howell of Iowa State College in 
charge of Farm and Business Management Association, had just 
summarized the figures from eastern Lowa which showed a 21 percent 
drop in farm income and about like percentage decrease in returns 
from $100 worth of feed fed to livestock. Now these are actual 
figures of some of the better farmers in a section of lowa which has 
had the best crops in the past 2 years. This will be down even more 
in other areas and by average farmers. 

Certainly this last year has proven there was about as much need 
for ceilings on pork as a hog has for two tails. Farm operating costs 
are definitely up and the income is not holding its own. Some groups 
of labor have had several raises. | don’t know of very many on 
agricultural products. 

Only 2 months since pork has been placed under ceilings have we 
been anywhere near ceiling prices, with bacon selling 34 percent 
under the ceiling price and other pork cuts nearly as far under ceiling 
prices and the country still spending only 5}: percent of its disposable 
income for meats, the same as it has for years. 

Tbe swine producers last year raised next to the largest crop of 
hogs that has ever been grown in the history of the United States. 
The controls hindered free movement of pork products through the 
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markets. The housewife would have bought more pork for less 
money without controls than she did with them. 

Under this 5% percent of disposable income the consumption of 
meat has risen per capita in the United Sttaes by 20 pounds, in the 
past 25 years, which means that we are eating better, receiving 20 
pounds, more for the same percentage in disposable income. 

We are not asking for anv Government help or any subsidies—in 
fact, the hog producers opposed using the hogs a few years ago as a 
guinea pig for trying out the Brannan plan. Instead, we thought it 
better and have gone along with the packers and the retail men on a 
good advertising program which placed more pork on the tables of 
America at a reasonable figure and at no cost to the Government. 

A large supply of pork vanished over night and in a smoother order 
than it did under controls this winter. In a country like ours, with a 
tradition of freedom and individual rights, nobody becomes very 
disturbed about two people getting together on a deal mutually satis- 
factory to both parties. Competition is what has made our country 
great. It is what makes vou and I do a better job. 

Our country was built upon the incentive to produce. Under 
controls initiative to produce is taken away. This was shown when 
there was a decrease in the number of sows kept for farrowing, due to 
controls, long before a short grain crop was in sight and, of course, 
there was a bigger reduction when that became evident. We will 
have a rather normal or average crop of hogs this year. Cattle num- 
bers are up and we feel that there will be plenty of meat at reasonable 
prices and what I mean by reasonable is that in our country more meat 
can be bought for the same amount of work than in any other country 
in the world. 

Farmers by nature like to produce. They are willing to gamble 
against reasonable odds, always trying to do a little better job. Any 
controls are liable to affect the future market and demand for farm 
products. Under controls, the incentive to do a better job is lost. 
Our educational work toward producing a better product is lost 
under controls. 

Not all hogs are the same. We have the same situation that 
existed with the cotton people when controls were placed upon them. 
There is a wide variation, as vou can see by the picture of the two 
pork chops. Ali hogs are not worth the same price. 

The lack of this incentive to produce a better product will be a 
big handicap to future consumption of pork products. 

Now, turning to my charts, you can see that those two hogs are 
fed exactly the same feed. Under OPS prices the prices for those 
are entirely the same, and it takes away the incentive for producing 
a better product. All educational work is lost through that. 

Now turning to my charts, chart 1: At the present time, the potato 
situation Is a good example ef what controls can do. About the only 
thing you can buy today are seed potatoes. They are pretty high 
eating at those prices. A lot of seed potatoes became available over 
night. There is an indication that these potatoes are being dumped 
in the places where the ceilings are higher. Without controls, the 
potatoes would be shipped and sold where the demand is for them and 
that sort of distribution will be far better than under controls. 

Hog production is a long-time process. Plans must be made a 
year ahead before the actual hog goes to town. If prices of hogs and 
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corn are fixed at a relationship favorable to hogs, management can 
only expand hog production in response to this fixed price until 
suddenly the country runs low on feed. 

Prices may be attractive for the product at the time they are frozen, 
but they don’t stay that way. Along comes a short crop or a changing 
need, and the old ceiling is no longer the right one. Changes are not 
made in time; it takes an administrator a long time to make up his 
mind that the ceiling is wrong, and still longer to correct it. 

It looks like some manufacturers are being guaranteed a reasonable 
profit. One only has to look at the corn-hog ratio to show that the 
hog producer is a long way from any guaranty in profit. If we are 
going to have to suffer the handicaps of ceilings, then we should be 
protected by floors. Just recently Mr. Brannan started buying pork 
after a long winter of a sluggish hog market that was operating far 
under the ceiling price for pork. 

Now, at a time when pork is about to take its seasonal price rise, 
we finally get help in the buying of pork for school lunches, only to help 
create probably more disturbance in the market. 

To me, it 1s like locking the barn after the hog has been stolen. I 
hope that the Democrats use this as campaign material this fall. If 
they do, every hog farmer in the United States will remember the 
price of pork last winter. 

I might say that I voted for almost as many Democrats as I have 
Republicans in my life, and I have a good many Democratic friends 
back home who feel the same way about it. 

Meat is a perishable product, and there must be a lot of fluctuation 
in the disposition of it in an orderly fashion. 

In the meat business we have plenty of proof to show that any time 
a meat product has started pushing ceilings, controls lost their effective- 
ness and has only stimulated tie-in sales, upgrading, short weighing, 
and false billing, with the result that the long-time legitimate operator 
is gradually squeezed out of business. This was shown when ceilings 
were put on cattle. This kind of operation has never been of any 
benefit to the housewife. 

One of the silliest statements coming out of OPS is as follows: 

It is anticipated, in view of the large size of the present hog population, that in 
future months hog prices will decline substantially below current price levels. 
Consideration will be given to the question of whether to issue revised wholesale 
pork ceilings more accurately reflecting the condition in the live-hog market if 
the anticipated decline in live-hog prices occurs. These revised prices would, of 
course, be subject to automatic adjustment upward to the parity level to permit 
packers to pay parity prices when the market price of live hogs starts to climb. 

The only benefit I could have seen out of this would have been for 
creating jobs for quite a few defeated politicians within the ranks of the 
OPS. Certainly the folly on this kind of thinking needs no further 
explanation. 

The OPS waved a red flag in front of meat retailers before ceiling 
prices were placed upon pork. Prices rose in order to establish a 
favorable ceiling. This winter and spring I have seen No. 1 bacon, 
wholesaling at 43 cents, selling in stores at 69 cents. A 26-cent 
mark-up is more than the producer makes on the whole hog this 
winter. In defense of the retailer, with the mass of regulations he 
must cope with, I would not blame him for locking up shop and going 
fishing. 
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I would like to quote from Prof. Don Paarlberg, of Purdue Uni- 
versity, as follows: 

First, that the real problem is maximum produetion of the appropriate goods and 
services, not inflation control. The beneficial effects of inflation have been much 
underrated, in my opinion, and the unfavorable effeets much exaggerated. 

Secondly, if a price freeze really comes—and what we’ve had now is not a real 
freeze but merely a cool spell—then we become a Nation of lawbreakers, wheedlers, 
scroungers, and special pleaders. I am not saying that direct controls will not 
work; I am merely saying that the cost of making them work might well be greater 
than the questionable benefits derived therefrom and greater than a free people 
would long tolerate. 

Thirdly, if inflation control is desired, there are better ways of accomplishing 
this objective than price freezes; namely, heavy taxation and credit control. 
We need not burn down the house to roast the pig. 

There is an intriguing phrase called ‘‘The point of noreturn.’’ An aviator starts 
out on a mission with a certain supply of gasoline, and after a time may reach a 
point where he doesn’t have enough gasoline to return to the base. This is the 
point of no return. Every flyer thinks carefully before he passes that point. 

There can be, I think, a point of no return in economie affairs. We may start 
off on some mission not too well conceived, and bumble about, issuing directives, 
patching the leaks, and patching the patches until we pass the point of no return. 
Affairs then have gone so far from equilibrium and the shock of return would be 
so great that we lack whatever it takes to slough off the controls. 

If we should pass the point of no return after a full appraisal of the advantages 
and disadvantages of our new position as compared with our old base, then we 
need have no grief. I believe in democracy and have immense faith in the 
soundness of informed public¢ opinion. 

But, if we embark on some program after considering only the short-run impli- 
cations and then find ourselves hedged about with unsuspected evils so that we 
wish to return to our base but can’t, that is a different matter. I feel strongly 
the need for economists to tell the public what’s inside this handsome package 
labeled ‘‘direct controls.”’ My guess is that, if we went in for a full system of 
price controls and stayed with it for 10 years, we would have passed the point 
of no return. Price freedom is the key to all other economic freedoms. 


If controls are removed and there is any increase in price, it must 
be attributed to two things: (1) Seasonal price rise. If controls are 
taken off by the Ist of July, the public should be informed that it is a 
season when meat prices are normally rising and that any similar rise 
should be explained and not used as propaganda medium for this 
continuance. See chart 2. (2) Any further rise in meat prices 
should be charged to controls that have been placed upon meats 
during the past which discouraged normal production. 

In conclusion, there is nothing about the price of most things today 
outside of a few critical materials that would start to encourage the 
extending of controls. In fact, to pay our national debt we better 
be worrying about keeping prices somewhere near where they are 
because we can never pay off our national debt and arm against our 
aggressors on high-priced dollars. 

Last, we can see no need for the wasting of manpower in operating 
an agency to do a job that the housewife has done for years and has 
been glad to do it and has never charged our country one red cent 
to do. 

That is far cheaper than the one-quarter million dollars a day 
spent to operate the OPS which is not in the same race with the 
housewife when it comes to doing the same job. She can do a far 
better job of policing prices than anybody else. She has backed 
away from buying potatoes at seed-potato prices and is substituting 
other things for potatoes. She has done it with meat in the past 
when it became too high, and there is nothing that will bring the 
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price of meat or any commodity in line quicker than when she goes 
on a buying strike. 

I thank you for the opportunity of being able to express these 
views, and I can assure you that you would have to hunt to find a 
hog man or any other kind of livestock man in any State who thinks 
any different than these views. 

Mr. Chairman, if I may, I would like to submit the two charts 
appended to my statement for inclusion in the record. 

Mr. Brown (presiding). Without objection, that may be done. 

(The information appears on the following pages. ) 

Mr. Barrett (presiding). The chairman advised me that we may 
be called to the floor very shortly, and we want to try to gage the time 
in order to give everyone a chance to at least get their remarks in the 
record. 

Any questions? 

Mr. Tatuig. Mr. Chairman. 

Mr. Barrett. Dr. Talle. 

Mr. Tauur. I want to say again that we are very happy to have 
vou here. I know that you are fully capable of presenting the facts 
as they really are and vou have done in your testimony. 

Mr. Barrerr. If there are no further questions, vou may stand 
aside. Thank vou very much. 

The clerk will call the next witness. 

The CLerk. The next witness is Mr. L. Blaine Liljenquist, Western 
States Meat Packers Association, Inc. 


STATEMENT OF L. BLAINE LILJENQUIST, ON BEHALF OF THE 
WESTERN STATES MEAT PACKERS ASSOCIATION, INC. 


Mr. Barrerr. You may proceed as you wish, Mr. Liljenquist. 

Mr. Linsenquist. My name is L. Blaine Liljenquist, Washington 
representative of the Western States Meat Packers Association, Inc. 

The members of our association are independent meat packers and 
processors in the Rocky Mountain and Pacific Coast States. There 
are more than 400 companies in the association. 

We appreciate this opportunity to appear before you to state our 
belief that price and wage controls are ineffectual, unworkable, and 
contrary to the interest of the people, and that title IV, containing 
the authority for price, wage, and rationing controls, should be 
deleted from the Defense Production Act of 1950. 

The stated purpose of the Defense Production Act is to achieve 
all-out production of goods and to check inflation. With respect to 
the livestock and meat industry, it has been demonstrated that price 
controls disrupt the industry, hamper production, and fail to remedy 
the real causes of inflation. 

Efforts to control prices are as old as recorded history. There is no 
case on record where they have succeeded for any length of time 
against inflationary factors. The code of Hammurabi, promulgated 
over 2000 B. C., fixed prices, wages, interest rates, and fees without 
success. Nation after nation has tried it and likewise failed. 
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Market at Lighter Weights---When Adequately 
Finished 


Which Pork Chop Do You Prefer — Which Can We Sell the Most of? 





Primal Cut of this Hog — Primal Cuts of this Hog 
50.7 % 44.8% 


Average Weight of Primal Cuts 200-240 lb. Hog 







LOIN 
8 to [2 Ibs. 















BACON 
10 to 14 Ibs. 








PICNIC 
4to8 
Ibs. 







Average of Carcass % Approximate value of % 
fe RS Re, ae ne eeteits 18% ON ee aes ee 
Bacon tte s et ae PEE emcee RP Bacon _-. Bs ; #O. 20% 
LS (923 She arr eee Loin - Eee 
Pienic - sea lich dchseratinks th pogevbaaniniegeeeacsubt a Picnic , annie 
Bie ceo pees ee epee 6% Butt ___- ee eae 


’ Study Chart on Back Cover for Differences of Fat at Different Weights. 
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Larger Demand for Light Weight Cuts — 





Limited Demand for Heavy Weight. Cuts 





7 HEAVY HOGS SELL FOR LESS ———--_—__, , 
me" Than Light Hogs 
(Cotes ) 














~ PORK PRODUCTS 
_ From Heavy Hogs 
SELL FOR LESS 
(Sramtenion) 


24 





= a 
FROM 30 -400* 


JAN FEB MAR APR MAY JUN JUL AUG SEP oct 








SOURCE: National Provisioner Daily Market Service. Prices are for Thursday, except for holidays. 
LIVE HOG PRICES are those reported by the United States Department of Agriculture. 


PORK PRODUCTS PRICES are an average of the following items: skinned hams, picnics, bellies, loins, 
Boston butts and lard, weighted in relation to the proportion that each item makes up of the hog carcass. 


prepared by American Meat Institute 





a 
: 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1125 


By the year 1550 an Englishman named John Mason commented 
on price controls as follows: 

I have seen so many experiences of such ordinances; and ever the end is dearth, 
and Jack of the things that we seek to make cheap. Nature will have her course, 
and never shall you drive her to consent that a pennyworth shall be sold for a 
farthing. * * For who will keep a cow that may not sell the milk for so 
much as the cade and he can agree upon? 


During the French Revolution, paper money was issued with 
reckless abandon. With prices rising rapidly, the Government 
imposed price control. The first result of the maximum-price-control 
law was that every means was taken to evade the fixed price imposed, 
and the farmers brought in as little produce as they possibly could. 
This increased the scarcity, and the people of the large cities were put 
on an allowance. Tickets were issued authorizing the bearer to 
obtain at the official prices a certain amount of bread or sugar or soap 
and wood or coal to cover immediate necessities. Shopkeepers could 
not sell such goods without ruin. The result was that very many 
went out of business, and the remainder forced buyers to pay enormous 
charges under the very natural excuse that the seller risked his Ife in 
trading at all. This excuse was valid because the daily lists of those 
condemned to the guillotine frequently contained the names of men 
charged with violating the maximum-price laws. Despite the 
adoption of rationing, the price-control law could not be enforced 
and after a period of a little more than a vear was repealed. 

In our own country neither the Democrats nor the Republicans were 
responsible for abolishing price controls in 1946. Price controls broke 
down, and late in the vear President Truman merely officiated the 
final rites. 

You may recall that on October 14, 1946, President Truman in a 
prepared statement said: 

Some have even suggested that the Government go out onto the farms and 
ranges and seize the cattle for slaughter. This would, indeed, be a drastic remedy. 
But we gave it long and serious consideration. We decided against the use of this 
extreme wartime emergency power of government. It would be wholly imprac- 
tical because the cattle are spread throughout all parts of the country. 

In other words, here was a President of the United States, in a 
democratic country, planning to take the cattle away from the farm- 
ers and deciding against it only because it was impractical. 

President Truman likewise said on October 14, 1946: 

Another remedy suggested by many people was to have the Government seize 
the packing houses. ‘This offered no real solution, however, because the seizing 
of empty packing plants would avail us nothing without the livestock. 

This was a dramatic way of expressing the situation. Price con- 
trols broke down, and they will break down again if inflationary pres- 
sures develop. 

OPS has been trying to take curtain calls for the recent stability 
and declines in prices. Since a majority of prices are below ceilings, 
OPS has been revising the ceilings downward to current market-price 
levels. OPS, in taking credit for prices falling below ceilings, does 
not explain exactly just how they were responsible for this. 

But just why the taxpayer should finance public officials to fix prices 
at just above current market levels is another one of those Washing- 
ton mysteries which are hard to explain. 
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[t was high production, not price controls, that stopped the wave of 
buying following Korea. The people finally became convinced that 
goods would continue to be available in adequate supply. 

Wholesale prices have risen by 46 percent in France and 27 pe 
in Great Britain, since Korea, while they advanced by only 12.5 per- 
cent in the United States, despite the relatively far greater outlay on 
defense production in this country. We think that speaks pretty well 
for the productivity of this Nation. 

France and Britain certainly have their fill of government controls. 
The relative stability of the price level here must be attributed, there- 
fore, to the remarkable production record of American industry. 

During World War II the Government took about 40 percent of the 
total production output of the United States. In 1951 it took 21 
percent of our production, just slightly over one-half as much as during 
the late war. But production has reached a level whereby the amount 
of goods left for consumers is exceeding demand and prices are falling. 

High production is the real answer to the problem of inflation, but 
if we are to achieve full production the unrealistic, arbitrary, con- 
fusing and unsound price controls must be removed. Controls are the 
greatest handicap to production. They cause a lack of confidence in 
future markets, because if production costs rise the producer or man- 
ufacturer finds himself inevitably in a price squeeze. 

[In our own industry the administration’s price-control program is 
noteworthy for its impracticability. Tt leads to blackmarketing, dis- 
ruption of meat production, maldistribution of products, and diversion 
of millions of man-hours of time for studying confusing regulations 
and making reports. It adds to the burden of the taxpayer, breeds 
contempt for law and Government, creates health hazards when live- 
stock are illegally slaughtered by black marketeers, and results in 
loss of byproducts and life-saving medicines. 

With the present control system in effect we feel doubtful that 
production of meat can be stepped up to meet our full requirements. 
It is well known to the industry how millions of pounds of beef were 
lost last vear by the reduction in feeding due to Government control 
and roll-back policies. Now we learn that this spring’s pig crop was 
eut by 5 million pigs due to Government controls at a time when 
greater pri mduction is needed. 

Nevertheless compared with prewar the meat-price situation is not 
2s critical as it has been made to appear. Cattle numbers are ata 
r core high and per eapita coasumption of meat is considerably above 
prewar. Consumption during the 5 years before the war, 1935 
through 1939, averaged 126 pounds per person. According to the 
Departme a of Agriculture consumption wes at the rate of 141 pounds 
in 1950 and is expected to increase in 1952. 

When Paul Porter was administrator of OPA he said that the pur- 
pose of price controls was to keep the law of demand and supply from 
operating. If controls reduce or hold down meat prices in the face of 
rising income, consumers demand more meat than before and a searcitv 


occurs. 

On the other hand price ceilings on fivestock means that farmers and 
feeders receive less compensation for their work tf their costs increase 
and the incentive to produce more animals and more meat is reduced. 
Fear of arbitrary action on the part of the Government always throws a 
damper in farmers’ plans for growing and feeding livestock. The 
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controls therefore encourage consumption on the one hand and dis- 
courage production on the other. 

One thing that is obvious to the meat packer, and to the consumer 
also, is that price controls cannot succeed in getting good distribution 
of meat and meat products to retail stores. In the absence of controls, 
however, that job is splendidly and automatically handled by industry. 

One of the great accomplishments of the meat industry is its ability 
to put fresh meat in all the butcher shops in the Nation and keep those 
shops constantly supplied. When contrals are not iv effect you can 
walk into any butcher shop and mke your purchases from a variety 
of freshly received cuts. If the industry is allowed to operate after 
June 30 unhampered by controls there will be meat available in all the 
stores with grades and cuts for every pocketbook. 

The industry's experience with price controls impels our members to 
declare in the interest of the American people that controls must be 
discarded now as unnecessary and unworkable. If they are not dis- 
carded and if inflationary forces develop there will be black markets, 
disregard for law, unsanitary practices, waste of meat and valuable 
byproducts, and maldistribution of meat to consumers. 

Severe meat shoriages occurred during World War Il. While the 
shortage was general some areas were destitute for the reasons that 
necessary additional costs, such as transportation, tended to prevent 
the flow from areas of production to deficit areas. Fixed prices do not 
allow for these variable costs. Conditions are ever changing. Some 
areas are in an export position at one season and import at another. 
Some areas import feeder cattle and export fat. Other areas import 
fat cattle and export feeders. Again, in the field of distribution as in 
the field of price the free play of economic forces make the necessary 
adjustments far more equitable for all concerned than could ever be 
done by edict. 

As long as price controls are in effect the administration will have 
to ask for additional power to bolster up its failing program. Scores 
of complicated amendments, rules, orders, decrees, interpretations, 
and declarations will pour out from OPS. Greater enforcement 
power will be needed and finally an army of policemen and other 
OPS personnel exceeding the 60,000 employees of OPA may be de- 
manded. 

During OPA, a slaughterer of beef had to be familiar with over a 
hundred regulations. 

A former economic stabilizer stated that the price and wage con- 
trols as administered now are a “futile, expensive, and even tragic 
venture.”’ He said that the general freeze of prices was never in- 
tended to be more than a stop-gap measure and a sop to public 
pressure. He said further, that “production is essential to the defeat 
of inflation and the short-term value of price control may already be 
more than offset by its impairment of production and production 
incentive.” 

Some people feel a certain sense of security in price controls. They 
erroneously believe that price controls can stop inflation. This false 
sense of security in price controls may prevent the taking of positive 
steps to correct the real causes of inflation. 

Price controls are like a narcotic that may give you a little lift but 
after it is over you will be worse than before. 
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Regardless of man-made controls the forces of demand and supply 
will continue in effect and all inequities will be corrected by the black 
market. We believe that we can out-produce our enemies, but we 
doubt the wisdom of trying to out-control them. j 

In a free economy during a time of increasing demand and rising 
prices marginal producers with higher than average costs of production 
are automatically encouraged to produce. When the production has 
increased until 1t equals demand, competitive forces automatically 
check this marginal producer and balance is maintained. It is an 
utter impossibility for an administrator to anticipate all of the factors 
which are in our complex system and substitute arbitrary orders 
which will function. 

Because livestock prices cannot be fixed at all until slaughter 
results are known the very nature of controls is such that the black- 
market buyer is not recognizable by the price he pays for livestock. 

Probably by far the greatest amount of violation occurs in the 
twilight zone or gray market. Complete enforcement of complicated 
price controls is an impossibility. 

Meat is perishable and impossible to define accurately in terms of 
grade, fat, tenderness, trim, content of bone, and so forth. These are 
just as important as the price in determining what the consumer gets 
for hismoney. Constant supervision at every point of sale is necessary 
to insure compliance. 

We should not place the livestock man, the slaughterer, or the meat 
dealer in the position of gomg ‘“‘gray”’ or going out of business. 

The livestock and meat industry in order to help meet the national 
emergency by making as much meat available as possible began 2 
years ago to develop an effective program to increase livestock and 
meat production. Nineteen agricultural groups including the leading 
farm and livestock organizations with the assistance of the Doane 
Agricultural Service of St. Louis launched a comprehensive program 
which embrances every possible means of getting more meat. 

The industry’s production program if unhampered by controls, 
may very well increase consumption of meat in the next few years to 
160 to 170 pounds per person. 

This plan entitled ““A Common Sense Meat Program”’ calls upon 
farmers to increase production of feed grains and livestock producers 
to boost animal numbers. It covers such goals as grassland improve- 
ment and better use of pastures, efficiency in feeding, reduction of 
death losses, and a host of other ways to increase output. 


The industry’s program also calls on Congress and the administra- 


tion to attack the causes of inflation through adoption of sound mone- 
tary and fiscal policies. 

You cannot have cheap meat and cheap dollars. We are convinced 
that the solution to the inflation problem is to restore the value to the 
dollar and not to concern ourselves with techniques such as price 
controls which are not even designed to deal with the problem. 

We should make sure that we handle the national debt in a way not 
to increase the money supply. And we must cut Federal expendi- 
tures. We are going to support the Congress in cutting Federal 
expenditures. 

This positive program calls for making sure we get on a pay-as-you- 
go tax basis and stay there, and that we encourage savings and increase 
production. 
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The program we support has no place for price or wage controls. 
It is designed to get at the causes of inflation. It is an affirmative 
and workable program. Price controls deal with the symptoms, 
they do not deal with the causes. They do nothing to increase 
production. They are only able to decrease production. 

Our industry believes firmly in the American way of life which 
respects individual initiative and stimulates production and thrift. 
The other system, prominent in the world today, relies on the state 
and makes the government master of the people. We have faith, 
as you do, in the American way and believe that the interests of our 
Nation will be served by guarding against encroachments on human 
liberty which inevitably come with planned economy, and excessive 
Government controls. 

We have in the Western States Meat Packers Association 415 
companies, and they are all against price controls. 

I think we have one of the finest progressive groups of businessmen 
that you could find anywhere in the United States. They are patri- 
otic, and they are against price controls for several reasons. 

Not because they want to injure the Government or the country, 
because that is precisely what they do not want to do. But they have 
a business which is not readily controlled. There are many problems 
that come up in the operation of a packing business which price con- 
trols cannot solve. 

Our people feel that price controls are unworkable, that they are 
inequitable, and that they cannot succeed in an industry as complex 
as the meat-packing industry. 

Under a free-market system, prices in the meat industry are con- 
stantly changing. They are changing every minute, and it is that 
free change of price resulting from the law of demand and supply, 
which gets perfect distribution of meat in every individual market in 
the United States. 

When you do not have price controls, you can find meat wherever 
you go, and you will find it at a price that you can afford to pay, 
because under free enterprise, it is the consumer that sets the price, 
and he sets that price in relation to his pay envelope and in competi- 
tion with all other foods which he can buy. 

Free enterprise is a great and remarkable system. It has made this 
country the great productive country that it is—a land of freedom 
and these controls are taking away that freedom and they are sub- 
stituting a different system, which is more costly, which requires 
thousands of man-hours of time to write and administer, the regula- 
tions. It takes thousands of Government employees and, on top of 
that, it takes hundreds of thousands of man-hours in industry to 
study the regulations, to make reports on them, to be sure that every- 
thing is complied with. 

Then on top of all that, after a legitimate packer has conformed 
with all of those compliance features, he finds that there are certain 
people in our industry, as there are in all industries today, who will 
take advantage of price controls and will use them for their gain. 
Our industry is so complex that OPS cannot possibly enforce all these 
regulations. There are just too many ways in which you can get 
around them. 

So the legitimate packer and the legitimate businessman today is 
penalized by his compliance with the Government regulations. 
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I note here a part of a letter that was written by John Witherspoon 


to George Washington in 1777. He said: 

Fixing the prices of commodities has been attempted by law in several States 
among us, and it has increased the evil that it was meant to remedy, as the same 
practice ever has done since the beginning of the world. To fix the price of goods, 
especially provisions in a market, is as impractical as it is unreasonable. The 
whole persons concerned, buyers and sellers, will use every art to defeat it and will 
certainly succeed. 

We have found, gentlemen, that price controls adversely affect pro- 
duction. It has been pointed out by Mr. Owen, and others here 
today, that in 1951, the Department of Agriculture estimated that we 
would have 148 pounds of meat per person. 

Then with price controls and the uncertainty that they foster, the 
Department of Agriculture had to come out with revised estimates 
throughout the year, and we finally ended up the year with 138 pounds 
per person, or 10 pounds less meat per person last year than was 
expected when the year started. 

What is the reason for that? It is simply this, gentlemen: that 
when you substitute man-made controls for price controls, and you 
set rigid ceiling prices on goods, and you can only set rigid ceilings 
under price control, then you find that your producers, whenever they 
have an increase in the cost of production, inevitably get into a price 
squeeze. 

Under free enterprise, they will take a chance on production because 
they realize that if their costs increase, that there is a possibility that 
they can pass those costs on, through a higher price. 

But under price controls they cannot pass increased costs on, and 
the producer is curtailed. 

Now during the last few weeks, it was also pointed out that the 
Department of Agriculture has been spending millions of dollars to 
buy pork products, and take them off the market, in order that the 
price of pork could be increased. 

At the same time that the Government was spending these millions 
of dollars to accomplish this, the Office of Price Stabilization was 
spending the taxpayers’ money to hold prices down. 

Now that is not consistent, but the thing about it is, that it works 
all sorts of inequities, because recently we have had a tremendous 
decline in the price of lard. And now that the Government and other 
factors involved have raised the price of the live hog about $4 in the 
past several weeks, the packer finds himself in a bad squeeze and he 
is now losing about $3 per head on his hog because of the drop in the 
price of lard, and he cannot recover that because he is not at this 
time able to hold down the price of the live animals. 

Demand and supply prices keep things in balance. They give 
businessmen an opportunity to make a profit and, best of all, con- 
sumers can buy at prices they can afford to pay. 

Under price control] all sorts of inequities occur. Take for example 
the potato situation. I know that probably it has been brought to 
your attention, and you know what the problem is. There was a 
short crop of potatoes. 

Without, price controls the price of potatoes would have risen, 
temporarily, and as a result of having risen, the demand for potatoes 
would have dropped off and the supply would have been evenly 
spread during the season and we would not have had this tremendous 
shortage of potatoes that we now have. 
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I would like to mention that in 1550 an Englishman named John 
Mason made some comments on price controls. He said: 

I have seen so many experiences of such ordinances; and ever the end is dearth, 
and lack of the thing that we seek to make cheap. Nature will have her course, 
and never shall you drive her to consent that a pennyworth shall be sold for a 
farthing. * * * For who will keep a cow that may not sell the milk for so 
much as the merchant and he can agree upon? 

That is always going to be true, gentlemen. We can set up price 
controls. We can put the authority in an OPS, and every time they 
make a decision they are favoring one group and they are hurting 
another. They cannot move fast enough to keep inequities from 
occurring. They are always away behind. This gives the unscrupu- 
lous people in business and industry an opportunity to come in and 
avoid the law, and to profit from it. 

And that penalizes the people that we should depend upon to be 
respectable and to uphold the traditions of this country. 

Mr. Tate. It is something like chasing the devil around the 
stump. 

Mr. Linsenquisr. Exactly right, Congressman. 

We would like to go on record then, as stating that these controls 
are ineffectual, unworkable, and contrary to the interest of the people, 
and that title 1V containing the authority for price, wage, and ration- 
ing control, be deleted from the UDefense Production Act of 1950. 

The stated purpose of the Defense Production Act is to achieve 
all-out production of goods and to check inflation. We believe that, 
in our industry, it has had just the reverse effect, because it encourage | 
consumption on the one hand, when prices were held down, and ii 
discouraged production on the other. If inflationary factors con- 
tinue, then you get a scarcity and vou get maladjustment in dis- 
tribution, and vou weaken your forces of production. 

We feel that we can out-produce our enemies, but we do not feel 
that we should try to out-control them, and if we do try to out- 
control them, we are led to distress and trouble and grief of all sorts, 
and we move our country along the road to socialism. 

I would like to say also a word or two about the steel seizure. We 
are concerned about the Government taking over steel because we 
know that they have been interested in the past in taking over cattle, 
and they have been interested in taking over the packing plants 

When controls broke down in 1946, you will recall that President 
Truman, in a prepared statement, on October 14, of that vear, had this 
to say, on the radio: 

Some have even suggested that the Government go out onto the farms and 
ranches and seize the cattle for slaughter. This would indeed be a drastic remedy, 
but we gave it long and serious consideration. We decided against the use of 
this extreme wartime emergency power of Government. It would be wholly 
impractical because the cattle are spread throughout all parts of the country. 

In other words, here was a President of the United States, in this 
democratic country of ours, stating that they had given up the idea 
of taking the cattle in this country, only because it was impractical. 

Mr. Tatie. That was in 1946, was it not? 

Mr. Litsenquisr. In 1946; ves. 

Mr. Tauue. I remember that very well, and the President said 
nothing about the ethics of the thing. 

Mr. Linsenquist. Not a thing. 
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Then he went on to say: 

The remedy suggested by many people was to have the Government seize the 
packing houses. This offered no real solution however because the seizing of 
empty packing plants would avail us nothing, without the livestock. 

In 1946, when the administration was considering the seizure of 
the cattle and the packing plants, approximately 90 percent of all 
the beef in the United States was selling in the black market. This 
should remind us again of the letter from Mr. Witherspoon to George 
Washington, in 1777: 

To fix the price of goods, especially provisions in the market, is as impractical 
as it is unreasonable. The whole persons concerned, buyers and sellers, will 
use every art to defeat it and will certainly succeed. 

Mr. Linsenqutst. Controls don’t work any better today than they 
did then. We have learned a lot, I suppose, since 1777, but I don’t 
believe that we will ever learn enough to substitute successfully man- 
made controls for that great old law of ours, supply and demand. 

It is a wonderful regulator and it gets production, and it gets pro- 
duction of the things that consumers want. 

Mr. Tauue. The great price fixer of all time was Emperor Diocletian 
in the year A. D. 301. 

Mr. Woxucorr. Was it successful? 

Mr. Tauuie. It was a total failure. 

Mr. Lingenquist. We have worked out in our industry a plan to 
inerease the production of livestock. About twenty-some-odd farm 
and livestock organizations are cooperating. We feel that we are 
making considerable progress. We have attacked the problem from 
every conceivable point of view. We will increase production of live- 
stock by the production of more feed, better use of feeding, by increas- 
ing the use of our grass resources, by improved breeding, and by a host 
of other ways. 

Everyone in the industry is pitching in and cooperating in this. 
And we feel that we can provide the meat which will be demanded and 
needed by our military forces and by our civilian population, if we are 
not stymied too much by price controls. They can upset everything, 
or practically everything we are attempting to do, to increase pro- 
duction. 

Gentlemen, we would like you to insist on turning this country to 
the svstem which we all know works, free enterprise, and the rewarding 
of individual initiative. 

We sent a letter to Members of Congress recently concerning the 
cost of OPS. We noted that the OPS payroll in Helena, Mont., where 
they have a district office, was $246,780 a year. This is an indication 
of the high cost of the price stabilization program. The OPS will 
spend over $70 million in fiscal year 1952. 

The cost of controls to business and industry is higher than most 
people realize. Every month thousands and thousands of man-hours 
of labor are required at all levels of production and distribution, to 
study confusing price regulations and make endless reports to the 
Government. This labor should be put to productive use to supply 
more goods. 

An increase in the supply of goods is the safest and surest way to 
lower prices. Controls reduce production and living standards. 
They sap the strength of business and industry, and add to the cost 
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of goods. Finally, and worst of all, controls are socialistic, and 
create disrespect for law and governme nt, because they are arbitrary, 
inflexible, inequitable, and unworkable. 

Gentlemen, we hope that you will take the controls off, let them end 
this June 30. 

Mr. Brown. One question. Are you in faver of quotas? 

Mr. Lise NQU ist. In favor of quotas? 

Mr. Brown. Yes, sir. 

Mr. Litsenquist. No, sir, Congressman Brown. ‘The Western 
States Meat Packers Association is on record as being opposed to live- 
stock slaughter quotas. We feel that it is an additional burden on the 
industry and serves no useful purpose. 

Mr. Brown. Some of your people were in fuvor of quotas last year, 
were they not? 

Mr. Linsenquist. Not in our organization. 

Mr. Brown. That is all. 

Mr. Litsenquist. We had considered the problem fully, and our 
board of directors and the membership in annual convention had 
voted to oppose quotas, and we were on record last year as being 
against them. 

“Mr. Brown. Judge Montague said this morning that he was very 
much against quotas. 

Mr. Litsenquist. Yes, sir. 

Mr. Barrett. If there are no further questions, thank you very 
much for your testimony. 

The committee will adjourn, to meet at 10 o’clock Monday 
morning. 

(Whereupon, at 3:25 a. m., Friday, May 16, 1952, the committee 
was adjourned to 10 a. m., Monday, May 19, 1952.) 

(The following statements were submitted for inclusion in the 
record:) 


STATEMENT ON BEHALF OF THE AMERICAN MUNICIPAL ASSOCIATION IN SUPPORT 
or H. R. 7079 


This statement is submitted in behalf of the American Municipal Association in 
support of H. R. 7079, a bill which will exempt from price control ‘‘rates, fees, and 
charges for services supplied directly by the States, Territories, and their political 
subdivisions and municipalities, the District of Columbia, and any agency of any 
of the foregoing.” 

The association represents over 11,000 municipalities in the United States and 
is the national Federal representative of 41 State leagues of municipalities. Its 
activities include the exchange of experience, solving critical re problems 
by providing research, information, and public relations services, and the develop- 
ment of a national poliey in order to solve effectively such problems as the mu- 
nicipalities have in common. 

I appear here today to point out one particular problem every municipality 
faces today and to tell you why we think H. R. 7079 would solve that problem 
without jeopardizing in any way the purposes of the Defense Production Act. 

The problem is caused by the Office of Price Stabilization insisting that charges 
for municipal public-utility services are not covered by the general exemption of 
public-utility charges in the Defense Production Act. To us this is such a per- 
version of the intent of the Congress that it should be promptly repudiated by the 
Congress so as to spare both the Federal Government and the municipalities the 
expenditure of public money and the time and energies of public officers which 
would otherwise be squandered in litigating the point. 

Section 402 (e) (v) of the Defense Production Act unqualifiedly exempts from 
price control ‘“‘rates charged by an common ¢earrier or other publie utility * * *.” 
The Congress did not say “public utilities except such as are publiely ow ned. 
Nor did it say “public utilities which are subject to outside regulation.” Yet the 
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Office of Price Stabilization seeks, without your permission, to amend, on its 
say-so, your language to read these qualifications into the act and to discriminate 
against municipal operation of public utilities. 

If there ever was any previous doubt about the intent of Congress to exempt 
self-regulated publicly owned utility charges, it. was forever dispelled in the 
pages of the Conzressional Record in connection with the 1951 amendments to 
the Defense Production Act. The intention was dramatically revealed when the 
Senate and House version of the 1951 extension act differed radically on this 
point. The House bill introduced for the first time the OPS-sponsored qualifi- 
cation which would have limited the public-utility exemption to cases where the 
charges were subject to outside regulation. 

However, the Senate had a different view of the matter and it voted to retain 
the exemption unqualified, in its original state. The final enactment on this 
point was the Senate version, as a result of the conference-committee recom- 
mendation that the House vield. 

So far as the intent of the House was concerned, its incorporation of the 
qualification in its original version was a recognition that without the qualifica- 
tion the charges of self-regulated publicly owned utilities were already exempt 
and would continue so. In the case of the Senate we have even more direct 
evidence of the same intent. 

Senator Maybank, chairman of the Senate committee which considered exten- 
sion of the act—the Senate Banking and Currency Committee—answered direct 
questions by Senator Knowland and explained that by refusing to accept the 
House version, the Senate had assured the continued exemption of charges made 
by public operators of public utilities despite the complete absence of any form 
of outside regulation of their charges. 

While this record would alone be sufficient to defeat the OPS position in court 
litigations, we deplore the prospect of such unnecessary court proceedings and 
support H. R. 7079 as the soundest solution to our problem. 

You will notice that we have not called our publicly owned utilities ‘“nonregu- 
lated’? but rather ‘‘self-regulated.’’ There is a world of difference. If to the 
OPS there is a legal need for regulation to quality for exemption as a public 
utility, then we submit that regulation by the municipal officers upon whom the 
States have imposed that duty completely satisfies that legal need. And if there 
is a policy need for prices to be regulated by some public officers if we are to 
dispense with OPS regulation, then again in our case that policy need is fulfilled. 

After all public officers setting the charges for the services their public agencies 
render are not motivated by any desire for private profit; their motivations from 
first to last are as fully in the public interest as are those of the OPS. Among 
the factors in the public interest which local public officers must consider is the 
important factor of avoiding increasing the cost of living in their communities. 
This philosophy they share with OPS. However, their viewpoint is not so 
narrow and this is onlv one of the factors they must consider. 

For example, one of our member municipalities recently ran afoul of the OPS 
viewpoint when it sought to install parking meters in an attempt to alleviate 
congestion and meet its severe traffic problem. The OPS regional office served 
notice that this violated the Defense Production Act because the municipality 
now sought to charge for outside parking for which there was formerly no charge 
at all. 

To the OPS regional office the beginning and end of the problem was the exist- 
ence of a price increase. To the municipal officers the installation of parking 
meters was a vital step in the solution of a serious municipal governmental 
problem. If it were argued to the municipality that their step would increase 
the cost of living of motorists, they probably would have answered that that was 
exactly what had to be done to discourage unnecessary motoring into the con- 
gested business heart of the city. 

While the central office of OPS solved the particular problem by granting 
administrative permission for the parking-meter charges it never conceded that 
Congress had forbidden its regulation of such a municipal activity, and presum- 
ably today it would contend that it could withdraw its permission and vitiate the 
charge. 

Obviously, Congress never intended to supersede local government officials in 
such attempts to solve local government problems. 

Basically, however, this conflict is inherent in any attempt by OPS to frustrate 
municipal government decisions to increase prices for municipal services. This 
is a reason not only why Congress never intended to permit OPS regulation of 
municipal utility charges but also why Congress never should give a moment’s 
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consideration to any future suggestion to permit such OPS regulation. Municipal- 
ities must continue unhampered in their efforts to solve their own problems. 

Not only is OPS regulation of municipal charges unnecessary and an unwar- 
ranted superseding of local government but it would even be futile. 

Since profit is not an ultimate governmental purpose, municipalities would not 
attempt to increase their charges unless it beeame absolutely necessary to meet 
increased costs. If they suffered such pressure they could still fall back on taxa- 
tion to balance their budget. Taxation in such eases just as effectively increases 
the cost of living in these communities as would an increase in prices. That is 
why we say that the OPS program would be futile in such eases. It could foree a 
choice of method by the municipality but it could not prevent the increase from 
being collected in one way if not in the other. 

Obviously, a Federal price-control agency should not have the power to decide 
whether a municipality should charge users or tax the general publie. <A host of 
factors bevond the purview of OPS but within the scope of local government must 
dictate such a choice. 

At the present time the OPS insistence that it has statutory power to regulate 
publicly owned utility charges is proving a constant source of vexation. Our 
member cities face the problem of deciding whether to tilt with OPS, whether to 
seek to justify necessary price increases under present permissive regulations, 
whether to come hat in hand for OPS permission on a hardship basis or whether 
to absorb increases in costs by cutting down on some public service. 

Believing as we must that Congress intended municipalities to be exempt from 
OPS regulation, we submit that we should not be forced to choose between these 
courses. Apparently. only an unmistakable reaffirmation of the congressional 
purpose can avoid our dilemma. For that reason we respectfully submit the 
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urgent need for the prompt enactment of H. R. 7079. 





NationaL Woot Growers ASSOCIATION, 
Salt Lake City, Utah, May 12, 195 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 
(Attention: Mr. William J. Hallahan, clerk.) 

Drar CONGRSSSMAN SPENCE: This is to advise you that it will not be possible 
for Mr. W. H. Steiwer, president of the National Wool Growers Association, to 
personally appear for 15 minutes to testify before vour committee on Friday, 
May 16, relative to H. R. 6546, a bill to amend and extend the Defense Produc- 
tion Act. As you probably are aware, it would be necessary for Mr. Steiwer, 
of Fossil, Oreg., to incur a substantial increased expense and travel a great 
distance to attend this hearing. 

Under the circumstances, therefore, we would appreciate it if you would incor- 
porate in the record at the proper point in the hearings, the statement of the 
National Wool Growers Association relative to H. R. 6546. Two copies are 
enclosed, which is in accordance with the instructions of vour committee. 

Sincerely yours, 
J. M. Jones. 


Enelosures. 


STATEMENT OF THE PosrtT10ON OF THE NatTtonat Woot Growers ASSOCIATION 
ReLative To H. R. 6546, a4 Brru To AMEND AND EXTEND THE DEFENSE PRo- 
pueTion Act or 1950, as AMENDED 


GENERAL 


The National Wool Growers Association is a service organization for the growers 
of sheep, lambs, and wool in the United States. The present membership consists 
of State sheep growers’ associations in 12 western range States, including Texas. 
hese 12 States have 64 percent of the sheep population of the United States. In 
addition, our organization also has individual members in eastern and mid- 
western sheep-growing States. 

We are the onlv national organization which attempts to speak for the whole 
domestie wool- and lamb-producing industry and we believe that we do express 
the views of more than a large majority of the 350,000 growers of wool and lambs 
in the United States. 
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THE SHEEP INDUSTRY FROM 1942 TO DATE 


Present stock sheep numbers in the United States are approximately 56 percent 
of what they were January 1, 1942, or approximately 22,000,000 head short of 
our 1942 sheep population peak. The Bureau of Agricultural Economics, as a 
result of the 1950 census, found that the reduction in stock sheep by 1950 was 
even greater than their estimated figures last vear. Instead of a 44-percent re- 
duction from January 1, 1942, to January 1, 1950, a reduction of 47.5 percent has 
now been indicated for that period by the Bureau of Agricultural Economics. 

On Friday, May 25, 1951, we appeared before the Senate Committee on Banking 
and Currency which at that time was considering the extension of the Defense 
Production Act, with amendments, and as recorded in the bearing on page 1761. 
On Saturday, May 26, 1951, the same statement was presented to the House of 
Representatives’ Committee on Banking and Currency, as recorded on page 1135. 
At that time we outlined in some detail what had happened to the sheep industry 
under the Office of Price Administration, showing that a freeze order was placed 
on wool December 8, 1941, and prices remained firmly pegged at that level until 
September 1, 1946. We showed further that on Augvst 1, 1942, prices of lamb 
earcasses and wholesale and retail cuts of lamb were frozen. On June 21, 1943, 
meat prices were rolled back and payment of subsidies to packers commenced. 
It was not until August 5, 1945, that the Commodity Credit Corporation was 
authorized to pay subsidies to those selling sheep and lambs to legitimate slaugh- 
terers. In our opinion the producer received little bencfit under this order. Thus 
the sheep producer’s income was stationary during a 5-vear period on woo) and a 
3-year period on lamb, whereas costs of production continued to rise and resulted 
in a 47.5-percent decrease in stock sheep in the United States. This story is told 
in detail in the hearings to which we have referred above. We predicted what 
would happen at the time of OPA; again with the institution of price ceilings and 
regulations under the OPS; and we now have evidence that the seme thing is 
happening again. 

After the revisions reported in stock-sheep numbers for the vear 1950, by the 
Bureau of Agricultural Economics, the increase in stock-sheep numbers January 
1, 1951, over January 1, 1950, is still indicated as 4 percent. From January 1, 
1951, to January 1, 1952, a vear when the demand for wool and meat was at its 
height, the increase in stock-sheep numbers was only 2 percent. Higher wool 
and lamb prices producing an income which would meet high production costs 
and still return a profit, made sheep raising attractive during 1950. This en- 
couraged more farmers and ranchers to raise sheep and to save more ewe lambs 
and breeding ewes to increase production. That resulted in a 4-percent increase 
in stock-sheep numbers during 1950. However, after the wool market rose to 
unprecedented heights during 1950 and early 1951, there followed a continuous 
decline, now in its twelfth successive month, and brought about by actions on 
the part of the executive department and threats of action, primarily by the 
OPS. This once again made the sheep industry less attractive and is slowing up 
the rate of increased production. 

On the one hand the Government is supporting the price of wool to encourage 
production, and the OPS, on the other hand, has, during the past vear imposed 
price ceilings and regulations on wool which had no effect on inflation but which 
did in effect, discourage domestic production. It is unrealistic to have an essen- 
tial and strategic commodity such as wool burdened with price ceilings, Govern- 
ment regulations and price supports when domestic production constitutes only 
about 25 percent of domestic consumption. It is true that the OPS very re- 
cently issued an order suspending wool price ceilings, but they are subject to 
reinstatement at the will of this Agency. 

A fairly good yardstick which shows what has happened to the domestic sheep 
industry is the report issued by the Bureau of Agricultural Economies on the 
slaughter of sheep under Federal inspection. In the years prior to OPA, only 
from 6 to 8 percent of the total sheep and lambs slaughtered in the United States 
consisted of older animals, which were a part of the breeding flocks. During the 
years of declining numbers the ewe slaughter went as high as 21 percent of the 
total slaughter. In 1950 the ewe slaughter had declined to under 10 percent of the 
total as more breeding animals were held back for increased production. How- 
ever, 1951 shows the slaughter of mature breeding animals on the increase, 
reaching 11.6 percent of the total slaughter for the vear. 

Ceiling prices are only one phase of the OPS program which has discouraged the 
sheep industry. This Bureau, in its just for power, has miiked dry every possible 
authority granted to it by writing complicated rules and regulations which further 
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stymie production. OPS restrictions on cutting carcasses, both for packers and 
retailers, have seriously prevented efficient distribution and marketing of lamb 
and mutton. What effect have these regulations had on the sheep producer? 
Just this: When lamb meat could not be distributed properly, not only was the 
wholesale price of that product affected, but the live lamb producer, was imme- 
diately affected by lower prices and less bids for his product. 

It is true that the OPS realized the errors of its ways and did modify some of 
these cutting and distributing restrictions on March 7, 1952. These amendments 
have alleviated, to some extent, the merchandising problems. It is, however, and 
is as usual with OPS, a case of ‘‘too little, too late’’. 

It is also true that the OPS temporarily suspended section 12 of CPR 92 from 
February 5 to March 22, 1952. Temporary suspension of this provision lifted 
the restrictions on the percentage of primal cuts of lamb which packers could sell 
in relation to total carcass sales. This order was temporarily lifted to take care 
of a heaver-than-usual volume of marketing of fed lambs. This action was taken 
after injury was already done. However, it again went into effect March 22 and 
every time we have a problem of too many lambs hitting the market, must we again 
go to Washington and plead with OPS for suspension of this order? 

It is interesting to note that during the last 13 months the prices received by 
farmers for sheep, lambs, and wool have been declining. Prices received by 
farmers for lambs have declined from $35 per hundredweight on March 15, 1951, 
to $26.40 on April 15, 1952; wool in the same period from $1.19 to $0.499 per 
pound; sheep in the same period from $19 to $13.60 per hundredweight. For the 
past 6 months prices received by farmers for both sheep and lambs have been below 
the legal minimum which dressed ceilings are supposed to reflect. Prices received 
by farmers for wool have been below the legal minimum ceiling for the past 10 
months, 

What, then, has been the justification for spending taxpayers’ money to enforce 
ceiling prices—to police an inflation spiral which just does not exist? And by 
the same token, what is the justification for hampering packers and retailers with 
merchandising restrictions which prevent proper distribution of our products and 
which consequently restrict the returns possible for the producer? Is it within 
the province of the OPS to reduce returns to livestock producers even when their 
products are selling below ceiling? 

OPS actions with regard to wool have also been not only needless but have 
discouraged production. In spite of the fact that wool prices have been dropping 
continually and drastically since March 1951, the OPS on January 9, 1952, 
announced it was reducing by slightly over 20 percent the average price levels 
established by Ceiling Price Regulation 35. This announcement was made at a 
time when wool was selling approximately 45 to 55 percent below the ceilings 
established in May 1951, and 35 to 40 percent below the ceilings which went into 
effect April 8, 1952. What savings did this roll-back mean to the consumer in 
lower clothing prices? Absolutely none. Finished wool goods were already 
below existing ceilings. What effect did this move have on curbing inflation? 
Absolutely none, because it had no effect on price. The only possible effect this 
order could have would be to reduce the confidence of the sheep producer in the 
profitabilitv of raising,wool under stricter Government regulations and conse- 
quently discourage production of this needed commodity. Now, after 13 months 
of a continuous and drastic price decline in wool, the OPS has finally decided to 
“suspend”’ ceiling prices on wool, and, as we have mentioned, subject to reinstate- 
ment at the will of this agency. 

Congress last year was successfuk in its efforts to prevent further roll-backs 
in beef prices. However, because of the fact that the price of wool has been in 
a continuous decline since March 1, 1951, and because of the provision that no 
price ceiling shall be established or maintained below 90 percent of the price 
received by producers (by grades) on May 19, 1951, the OPS was permitted and 
did roll back wool ceilings an additional 20 percent beyond the first roll-back 
of 14 percent. This illustrates that because of the great complexity of agri- 
culture and its products that an action which may prevent a roll-back in one 
commodity permits a roll-back of 20 percent in the case of another commodity. 
Therefore, while the consumer réceives no benefit from this roll-back, as we 
have pointed out, the OPS demonstrated that it was going to injure an industry 
to the limit of the law, regardless of the benefits, proving that OPS action is so 
confusing as to further discourage production. 

Last year the OPS stated that unless they were permitted to impose slaughter 
quota limitations on livestock, that the whole price-control program would be in 
jeopardy. Quotas were removed on July 31, 1951, and in the case of sheep and 
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lambs, as we have already pointed out, prices have declined considerably and 
almost constantly during the last 13 months. Why must our industry be called 
upon to justify its position, especially when our past testimony has shown that 
our position is sound? Has the time not come that the OPS should be called 
upon to justify its existence? We do not believe that as yet they have done so. 


CONCLUSION 


We, therefore, submit that titles TV and V of the Defense Produetion Act must 
be eliminated if confidence is to be restored in the sheep industry and needed 
production increases are to be made. A year ago we took the position that al- 
though we were opposed to title IV, that because of the specific bills, 8. 1397 and 
H. R. 3871, before committees, we should attempt to aid in perfecting, so far as 
possible, the amendments to the Defense Production Act of 1951. We also made 
every effort, as is evidenced by our testimony of a year ago, to assist the OPS in 
formulating the rules and regulations applicable to our industry. However, we 
have definite proof that we were not wanted nor were we ever permitted to work 
with this group. The OPS made ceiling reductions on wool against the advice of 
at least three different segments of the industry aid we were never consulted on 
any rgulation or price ceiling established on lamb. 

The latest statistics available show that the cost of the Office of Price Stabiliza- 
tion is running at the rate of $65,316,000 a year. On January 1 there were 11,404 
people on the OPS payroll, drawing salaries at the rate of $55,822,800 a year, and 
there are now 12,000 people on that payroll. This is an expenditure of time and 
money which produces absolutely nothing, increases the burden of additional time 
and expense toward all businesses, and stvmies production. 

In our opinion it has been conclusively proven that direct price controls will not 
work, are of no benefit to consumers, are a handicap to production, and are a waste 
of the taxpayers’ money. It is, therefore, our firm conviction that titles [LV and V 
should be stricken from the Defense Production Act. We also firmly believe that 
inflation should be controlled by giving every encouragement to increased pro- 
duction of needed agricultural products, by a reduction of Federal expenditures, 
by wise management of the public debt and by stricter credit controls. 


STATEMENT OF THE AMERICAN Meat INSTITUTE ON THE EXTENSION OF THE 
DEFENSE PRopuction Act AFrreR JUNE 30, 1952 


The American Meat Institute is a trade, research, and educational association 
of the meat-packing industry with a membership comprised of more than 500 
meat-packing companies and sausage manufacturers, of all sizes, located through- 
out the United States. This group of companies processes and distributes more 
than 85 percent of the meat produced commercially in the United States. 

The opportunity of presenting this statement on behalf of our members is much 
appreciated. It is our sincere feeling that the authority for price controls on 
livestock and meat should not be extended beyond June 30. The inflationary 
pressures which accompanied the early period of the Korean war have subsided. 
and prices have returned to normal levels relative to consumer income and pur- 
chasing power. This has been recognized by the Government itself in the sus- 
pension of its regulation W on consumer credit. Numerous products, including 
meat, are sclling below ceiling prices and the OPS reluctantly has suspended the 
ceilings on some of these items, . 

All the evidence indicates that price controls not only are unnecessary but 
have been harmful to public interests by reducing consumer meat supplies and 
thereby holding prices higher than they otherwise would have been. Attempts 
to continue ceiling prices on livestock and meat ignore the experience of the past 
year, which once again has demonstrated that price controls 

1. Distort meat distribution; 
2. Discourage meat production; 
3. Can’t be enforced. 

In view of this situation, which is amply décumented on the following pages, 
it is our sincere belief that the present program of direct price controls is not a 
sound wavy of dealing with inflation, and should be abandoned. 


PRICE CEILINGS FORCE ESTABLISHED PACKERS OUT OF CATTLE MARKET 


Shortly after the imposition of price controls in early 1951, it became increasingly 
apparent that meat was being diverted away from regular commercial channels. 
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This was especially noticeable in the ease of beef. And with the imposition of 
dollars and cents ceilings for cattle and beef at midyear the situation became 
even worse. 

For example, as table 1 below clearly shows, a serious dislocation of cattle 
slaughtering operations developed in early June, coincident with the effective 
date of compliance prices for live cattle. During 1950 cattle slaughter by 99 
plants of established firms had consistently represented approximately 60 percent 
of the weekly total slaughter under Federal inspection. This percentage dropped 
moderately in March, April, and May, then plunged to only 44 percent of the total 
in June. 

As a group, these 99 plants were forced to reduce their cattle slaughter in the 5 
months June through October 1951, by 33 percent from a year earlier, while the 
balance of the federally inspected industry actually showed a 12 percent gain 
compared with the previous year. 

Although the situation has improved somewhat since last summer, this group of 
established meat packers has not regained the ground lost when the OPS ceilings 
caused drastic reductions in their slaughter last year. 


TaBLEe 1.—Total cattle slaughter under Federal inspection and percentage slaughtered 
by 99 plants—1950, 1951, and 1952 

Weekly average federally ee 

inspected cattle slaughter 99 plants, percent of total 


Period ending— 


1952 {| 1951 | 1950 1952 1951 | 1950 
January, 4 weeks. ------ Se lt Sage a, 241,000 | 262,000 | 257,000 54 58 | 60 
pe GE ney eee eens 234, 000 219, 000 237, 000 55 58 59 
DRAROD, S Weiccia dacs cock do s-seb ssnds / 221,000 | 217,000 | 233,000 | 53 56 | 59 
pS a BR. UGE a ee ee ee 210, 000 215,000 234, 000 | 55 56 | 60 
jE Sa ey een fa casvannl Sees Caen, OOO fous S. es 57 | 59 
Pe ea es es ie gk Re ae 44 59 
July, € Weekio.-.....4......-.-.- Tt ER i a ee ee 48 59 
pT eS a es: an i so 47 | 60 
Gercenren, © Weg 5 on een cendl pccccceace 239,000 | 279,000 |______. 47 | 61 
OCRCUOE: BW i a, nk dee wicclaneaceneen 247,000 | 270,000 |___....-- 47 | 60 
November, 5 weeks............-.....-- an Se peere | 258,000 | 264,000 |___- 53 | 60 
December, 4 weeks.............---------- Gis ge Oe ee 51 | 61 
pe ES Sr VRE ORS: | 228, 000 | 252,000 |... 52 | 60 
| | 


PRICE CONTROLS DISTORT THE NORMAL PATTERN OF CATTLE SLAUGHTER 


This diversion of cattle away from normal channels is further illustrated by the 
accompanying map of the United States showing regional changes in total com- 
mercial cattle slaughter, for 1951 as against 1950. 

For the entire year of 1951 commercial cattle slaughter in the United States 
totaled about 16.4 million head, 1.5 million or 8 percent less than in 1950. How- 
ever, as this map shows, this reduction was not equally distributed throughout 
the country. Slaughter in the Corn Belt (which normally represents 55 to 60 per- 
cent of the total) was down 15 percent, while on the east and west coasts it was 
up 4 and 5 percent respectively. 

During the period of greatest diversion (June-October), the reduction in the 
Corn Belt amounted to 24 percent, while the east and west coast States registered 
gains of from 8 to 9 percent over a year earlier. 

Iilustrative of the uneconomical results of this diversion in cattle slaughter is 
the experience of the Army in procuring beef during this period. It is reported 
that the Chicago market center found it necessary to purchase practically its 
entire beef requirements from west coast plants. Some of this beef was moved 
all the way across the country to eastern points, despite the fact that it was 
from some cattle which had been purchased at Corn Belt markets. 

It is worth noting also that this uneconomical shift in cattle slaughter was not 
entirely a matter of price violations on the part of some packers. The price 
regulations, even when observed, were such as to favor the shipping of live cattle 
from major producing areas to other points for slaughter. Although the regula- 
tions have been amended several times, it has been impossible to correct all the 
faults which crop up one after another and which are inherent in man-made regula- 
tions designed to replace the economie laws. 
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TABLE 2.—Commercial cattle slaughter, 1951 and change from 1950 








% 
Km } 5 
sini tintin’ 5 months, June to ‘ 
Year total October € 
Re cion ni a ee ; 
— Change _— Change 
1951 from 1950 1951 from 1950 
Thousands Percent Thousands Percent 
Northeast ee See y ‘ Pech 284 —14 117 —14 
East coast "| ; ieidaks oleae * 7 1, 907 +4 Shi4 +9 
Corn Belt. ‘ ee Se oe . : , ‘ &, 711 —15 3, 389 —23 
South ; : Ee: 2, 46 3 1, 220 +3 
Mountain x : ae 7 S45 —J 412 +2 
Pacific coast . 2, ORT +5 1, OOF “SN 
United States total since - 16, 380 s 7 Ww7 ~ 
t . abate “ 7, O07 ll 


Price Controls Distort The Normal Pattern Of Cattle Slaughter 


Commercial Cattle Slaughter 
% Change 195) vs 1950 





U.S Totals 
1951 -16,380,000 Head eA \ 
1950-17,901,000 Head LR” eS . 
Change -B% \ yo =. 
a , 


Source , U.S.D.A 


HOG PRODUCTION REDUCED BY PRICE CEILINGS 


According to the USDA pig crop report of last December, the number of 
pigs raised during the 1951 fall season was 2 percent larger than that of 1950. 
However, the estimates of sows farrowing by months show that a downward trend 
in hog production actually began early last summer. This was at the same time 
that cattle feeders were greatly disturbed by the OPS action with respect to 
cattle and beef prices. The deterioriation in the corn crop and the decline in 
the hog-corn price ratio (which undoubtedly has affected breeding for the 1952 
spring crop) did not oceur until later in the year. Furthermore, the April and 
July stocks of corn and other feed grains, although less than a year earlier, were 
still relatively large. 

As table 3 shows, the substantial increases in summer farrowings were not 
maintained; September-November farrowings were reduced compared with 
a year earlier. Since the breeding season for hogs precedes time of farrowing 
by slightly less than 4 months, the decisions to reduce hog production actually 
were made during the months of May, June, and July. As of mid-May we are 
now beginning to feel the impact of this reduced production. 
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Since cattle feeding is closely associated with hog production, particularly in the 
Corn Belt, it is easy to understand how hog producers may have become alarmed 
by the attitude taken by the OPS toward cattle prices last summer. They may 
also have remembered the action taken by the OPS last January when pork prices 
were frozen at levels below the equivalent parity prices for hogs. 

As a matter of fact, in the period from January, 1951, through March 1952, 
average prices received by farmers have equaled legal minimums during only 2 
months. The Defense Production Act requires that ceiling prices for products 
processed from agricultural commodities be set at levels to reflect legal minimums 
to producers. Even when most pork products were selling at ceilings, the ag- 
gregate value of hog products did not warrant live hog prices as high as the legal 
minimums. This situation undoubtedly is a factor in the apparent decision of 
farmers to raise fewer hogs for the 1952 spring crop. The USDA estimated 
last December that the 1952 spring pig crop will be 9 percent smaller than in 1951, 
and many observers now believe that the decrease may be even much greater. 
TABLE 3.—NSows farrowed and hog-corn price ratio at breeding time, 1950 and 1951 

fall S€a8sons 


Sows farrowed Hog-corn price ratio at breeding time 
Month a iar eam: Pec as: | ial ie came ina i ~ 
1951 | 1950 Change Month 1951 1950 etd 
1,000 
| head Percent 
| a ree ana 824 710 +16 | February_..-...-.-. 13.8 14.3 13.2 
TUR eo haswaetoamees j 680 610 +11 Pearen... =... ..... 13.2 13.5 13.2 
pT ae epee eee 1, 364 1, 285 a. ite |: eae 12.7 12.4 12.3 
September._.....-..| 1, 845 1,891 —2 a a tga 12.4 13.8 | 11.6 
Sa 996 1, 004 Sai! ee 13.0 | 13.1 11.5 
November. .-...--- 380 423 ve i, Soe 12.8 14.9 11.7 


CEILINGS AND ROLL-BACKS REDUCED CATTLE FEEDING OPERATIONS 


Probably the most direct effect of the price controls upon meat production 
during 1951 was that experienced in the case of cattle feeding. As already 
mentioned, cattle feeders were greatly alarmed by the threats of price roll-backs 
issued by the OPS on April 30. As a result of this announcement, many cattle 
feeders greatly reduced their feeding operations. 

This is borne out by the USDA figures on eattle feeding in the three States of 
lowa, Illinois, and Nebraska for the April-June and July-September periods. As 
will be noted from table 4 below, the number of cattle on feed in these three 
States as of April 1, 1951, was slightly above that of a vear earlier. But on July 
1, the number was 9 percent smaller. What happened, of course, was that pro- 
ducers reduced their feeding operation as rapidly as possible during the April- 
June period. Many loads of cattle were sold at relatively unfinished weights 
while purchases of feeder cattle were sharply curtailed (minus 19 percent). This 
naturally reduced the supply of grain-fed cattle during the subsequent quarter 
July-September). Marketings of fed cattle in these 3 months were 19 percent 
less than a vear earlier. 

With the elimination of the threat of further price roll-backs on July 31, cattle 
feeders replenished their feed lots during the past fall. In the meantime, however, 
substantial harm was done to the meat industry—cattle feeders, meat packers, 
and consumers alike. 
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Taste 4.—Cattle feeding operations, Iowa, Illinois, and Nebraska—Specified 
periods, 1950-51 








1,000 head i e 
ercent 
Item | change 
1951 | 1950 
Number on feed Apr. 1. _-- 3 ee y 3 pias 1, 764 | 1, 727 | +2 
April-June number: } 
Put on feed. Pat eer ee ania 2 CAL UR 280 347 | —19 
Sold A ‘ ° mars Oa 780 686 | +14 
Number on feed July 1 1, 264 1, 388 -9 
July-September number: | j 
Put on feed____- : ; Been. NP . as - 522 536 | —3 
Sold. : 684 844 —19 
Number on feed Oct. 1 . Pp : 2 1, 102 1,080 | +2 
October-December number: 
Put on feed 5 = a ‘ ie S 1, 668 1, 641 +2 
Sold 741 827 —10 
Number on feed Dec. 31_. : 2, 029 1,894 +7 


Note.—These 3 States normally account for about 40 percent of the United States total number of cattle 
finished in feed lots. 


MEAT PRODUCTION REDUCED SHARPLY IN 1951 


The amount of meat available for domestic consumption in 1951 was sharply 
curtailed as a result of the OPS regulations and accompanying uncertainties 
affecting livestock producers and feeders. Striking eyidence of this fact is the 
estimates of meat production and consumption for 1951, as calculated by econo- 
mists of the United States Department of Agriculture at the beginning and at 
the close of the vear. 

Starting in the fall of 1950 and for several months in 1951, there was every 
indication that the past vear would see a substantial increase in the production 
and consumption of meat compared with the previous 3 years. The Government 
forecasts, which were substantially the same as those made by other industry 
observers, were for a total meat production in 1951 of about 23.4 billion pounds, 
up nearly 6 percent from that of a vear earlier. A production of this size would 
have permitted a domestic consumption of about 148 pounds per person, 3 to 4 
pounds more than that of the preceding 3 vears. 

As the year progressed, however, it became appsrent that this favorable 
outlook would not materialize. The Government estimates of meat production 
and consumption were lowered successively, 2s shown in the accompanying chart. 
The official estimates (still preliminary) now stand at 22 billion pounds for 
production and 138 pounds per person for consumption. This is the smallest 
per capita consumption sinee 1939, 

It may be noted that the original estimates of meat production and consumption 
failed to materialize chiefly because of the cut-back in cattle marketings. Reduced 
feeding operations (already mentioned), plus an unwillingness of producers to 
market cattle under existing conditions, were responsible for cattle slaughter 
falling short of the volume which normally could have been expected in 1951. 


TaBLe 5.—Estimates of meat production and consumplion, 1950 and 1951 





Per capita consumption (pounds) Total pro- 

haan Be essen Aes TSW BRED Rh AL eR 

| | (million 

Beer Veal L. and M.} Pork Total pounds) 
1950 actual ; 63.0 7.9 | 4.0 | 68.8 | 143.7 | 22, 109 

Estimates for 1951 made 

October 1950 ! (2 Same Down (3) 147.9 23, 370 
February 1951 4 63.0 7.9 » oy 73.0 148.0 23, 35 
May 1951 4 63.0 7.9 3.7 73.0 148. 0 23, 350 
June 1951 ! 62.0 rey 3.5 73.0 146.0 $ 23, 000 
August 1951 4 60.0 7.0 3.0 74.0 144.0 22, 670 
October 1951 ! 141.0 22, 365 
November 1951 4 58.0 7.0 3.0 73. 0 141.0 22, 365 
December 1951 ! . | 140.0 § 22, 250 
February 19524 56.0 7.0 3.4 72.0 38.0 22, 000 


1 The USDA Livestock and Meat Situation. 

2 Small increase. 

3 5- to 7-percent increase. 

4 The USDA National Food Situation 

§ Derived from published per capita consumption estimates as shown, 
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MEAT PRODUCTION HITS THE TOBOGGAN IN 195] 


Official Government Estimates for 1951 
Had to be Revised Downward 1.4 Billion Pounds 
— 10 Pounds Per Person —~ 


Billion USDA Estimates of Total Meat Production in /95/ Billion 



















Pounds Pounds 
23.5) _| 23.5 
2301 Original Estimate — 4239 

October, 1950 - goon oer 5 
ebruary 1952- 
148 a 138 Pounds 
ie = Aaa ea per Person 22.5 
| 
22.0 a | 220 
ol, _, Date of Government Estimates |, 


10/50 2/si s/s! é/s1 a/s s/s ufsr aie i 2/s2 
Source: The USDA Livestock & Meat Situation , National Food Situation 
OPS UNABLE TO CONTROL LIVE CATTLE PRICES 


The most clear-cut evidence cf ceiling-price violations are to be found in the 
case Of live cattle. As has been mentioned, ceiling prices for cattle and beef were 
announced by the OPS in late April. After some postponement, the live-cattle 
ceilings became effective on Jtme 4. The purpose of this order (CPR 23) was 
to roll back cattle prices to the early January level. However, this was more 
easily said than done. 

As already noted, cattle marketings were sharply curtailed during the 4 months 
June-September, and the strong competition for the reduced supply of cattle 
drove prices for most grades well above the compliance levels permitted by the 
OPS. This situation worked an extreme hardship on packers who chose not to 
violate the live-cattle ceilings, since all they could do was to sit by and see the 
livestock siphoned off by slaughterers who were finding it profitable to ignore the 
regulations, or who were in a position to profit from the inequities inherent in such 
regulations, 

Table 6 shows the disparity between compliance prices and actual prices for 
| day, September 4, 1951. Actually, until very recently, there has been a eon- 
istent record of overcompliance prices paid for all kinds and grades of cattle. 
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TaBLe 6.—Live cattle prices (per hundredweight), Chicago versus OPS compliance 
prices Sept. 4, 1951 


OPS com- , Chicago mar- 
Class and grade pliance ket quotation 
SDA 


prices Usli 


Prime grade: 


Steers 








Heifer wre 
Choice grade: 
Steers } on \f 33. 75- 38.00 
Heifers j 3% 33 25- 36. 50 
Good grade 
Steers... \ 31.50 \f 31. 25- 34.75 
Heifers cs j “— | 30. 50- 34.00 
Commercial grade: 
| { 28. 50- 32. 25 
27. 30 27. 50- 31. 25 
, | | 27. 00- 30. 50 
Uti 
} | 26. 00O- 28. 50 
21. 80 24. 00- 27. 50 
| 22. 25- 26. 50 
C; ade 
19 ” 18. 50- 23.00 
27. 45 24. 00- 31. 25 





OPS REGULATIONS VIOLATED WITH IMPUNITY 


While some effort apparently was made by the OPS to crack down on price 
violators during the early fall of last year, the situation described above did not 
improve until cattle marketings increased seasonally later in the year. 

The OPS reported that 1,849 violations of meat-price orders were uncovered in 
its enforcement drive which was carried on last September. However, only 89 
of these cases have warranted injunctions and just 2 have warranted criminal 
charges. Thus, because of the ease with which regulations can be evaded, it is 
doubtful if these efforts were any more than nominally successful. 

One way in which ceiling prices on meat are easily evaded is the tie-in sale. 
For example, in this device the evader sells 2 carloads of scarce product at the 
ceilings, provided the buyer takes a carload of slow-moving product at more than 
the market price. Tie-in sales are difficult to detect and more difficult to prove, 
yet they provide a tremendous advantage over the packers who observe the 
regulation, as regular, established packers must do. 

Other violations of price regulations which are almost impossible to police in 
the meat business include upgrading, short weighing, and false billing. 


REASONS WHY MEAT PRICE CONTROLS CANNOT BE ENFORCED 


While most people are honest and obey the law, the number of meat transac- 
tions which take place (and the potential violations) are so great that it is physi- 
eally impossible for the Government to recruit and train an enforcement staff 
capable of policing price regulations in this field. 

According to careful estimates, the are more than 11 million livestock trans- 
actions annually, about 431 million wholesale meat transactions and nearly 18 
billion retail transactions. 

If only 5 pereent of these transactions were in violation of price regulations, 
the number of violations would be staggering. With as many as 95 percent of 
the people refusing to buy or sell in the black market, there would still be well 
over a half million illegal livestock transactions, about 21% million illegal whole- 
sale meat transactions, and nearly 900 million illegal retail meat transactions. 
The 1,849 eases of evasion uneovered by the OPS last fall, after an intensive en- 
forcement campaign, illustrates the impossibility of actually enforeing these 


regulations. 


PRICE RELATIONSHIPS BETWEEN MEAT PRODUCTS ARE CONSTANTLY CHANGING 


Another reason why price controls on livestock and meat are so extremely 
difficult to enforce is that the fixing of ceilings in itself defies the normal economic 
functioning of prices in this industry. 

In the accompanving chart, prices of several representative cuts of meat have 
been plotted for the year 1950. It will be noted that these prices fluctuate 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1145 


widely—from month to month (actually from day to dav) and between one 
another. For example, during the period Januaryv—August, 1950, wholesale 
prices for beef ribs declined about 40 cents per pound—from $1.00 to 60 cents. 
At the same time prices of beef rounds advanced 10 cents per pound—from 40% 
to 50% cents. OPS regulations would stop such fluetuations in their tracks 
unless of course prices fall below ceilings, in which case the controls are not 
holding meat prices down anyway. 

We think it is important to note that meat prices, along with some other 
perishable commodities, simply cannot be held at a fixed level for anv length of 
time. Because of the perishable nature of meat products, the variable suppiv 
ean only be balanced against the demand by a continual process of price ch: 

This is quite different from a product such as tooth paste, which js r 
nonperishable and can be produced in direct response to volume of ssles, 


ges 





Price Relationships Between Meat Products 
Are Constantly Changing 


This is how the variable and uncontrollable supply of a 
highly perishable product is moved into consumption without loss or spoilage 
¢ per® Spere 











100 100 
(Chicago Wholesale Meat Prices) © 
75 }— y Beef Ribs* 75 
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23 i Bacon Bellies 


* Choice Grode 
‘ TREE OMe an ee ee A es ee 
Jon. Mar Moy July Sept Now. 
1950 
Source: National Provisioner ¢ USDA. Prices are as of mid-month 








SUPPLY AND DEMAND, NOT CEILINGS, DETERMINE MEAT FRICES 


The accompanying table is a listing of recent prices for a number of typical 
meat items, compared with packers’ ceilings and prices for the corresponding dates 
avearago. It will be noted from this table that current prices for meat and other 
livestock products are mostly well below both ceiling and year-ago prices. This 
is particularly true in the case of pork and the so-called livestock byproducts. 

Bellies, for example, are 26 percent below the ceilings and 25 percent below a 
vear ago. ‘To be noted, also, are the sharp declines which are shown for lard, 
tallow, hides and wool. 

Most beef prices, particularly prices of the lower grades, also have dropped away 
from ceiling levels. But there still is pressure on the ceilings in the case of veal, 
supplies of which have continued substantially (10 percent) below a year ago. 

We feel that these price declines are significant in that they have been estab- 
lished by supply-and-demand conditions in the competitive market. Price con- 
trols can claim no credit for these reduced prices. 

Another point which we would like to emphasize in connection with the general 
price situation on meat is this—notwithstanding the fact that current market 
prices for meat are well below ceilings, meat processing and distribution are still 
hampered by innumerable regulations contained in the price control orders which 
have nothing to do with prices themselves. For example: 
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The industry is prevented from selling fabricated cuts of meat to retailers. 
Such regulations tend to stifle the efficient distribution of meat to the consuming 
public. 

A further hampering feature of the regulations—even with prices below ceil- 
ings—is the voluminous record-keeping and reporting requirements imposed on 
the meat industry. It is estimated that the industry cost of administering price 
control regulations within the individual meat packing companies during 1951 
totaled close to $7,000,000. 





MANY MEAT PRICES WELL BELOW CEILINGS~——-LIVESTOCK BYPRODUCT PRICES DOWN 
SHARPLY 


Wholesale prices, Chicago 


Per hundredweight Percent change from 
Items Now, Packers’ | Year ago, 
May 12, acct May 14, Ceilings Year ago 
1952 ceilings 1951 
Beef carcasses 
Prime steer, 600 to 800 pounds $55. 25 $48. 10 $57. 00 —5 —3 
Choice steer, 500 to 700 pounds. -.- 53. 38 56. 10 55. 00 5 —3 
Good steer, 700 to S00 pounds 49. 38 54.10 53. 00 -9 —7 
Commercial steer 6. 25 49. 10 ‘ ~6 
Commercial cow 43. 50 49.10 48. 00 —11 -4 
Utility cow 41. 88 47.10 43.00 -11 —3 
Dressed calves 
Choice, hide off, 100 to 150 pounds 55. 50 56. 00 52. 00 = Pe 
Good, hide off, 150 pounds down 53. 00 54.00 48. 00 —2 +10 
Processing beef 
Boneless bull meat. . 57. 00 60. 90 59. 00 —6 —Z 
Boneless cutter and canner cow Meat 54. 00 58. 30 56. 00 —7 —4 
Lamb careasses: Choice, 40 to 50 pounds Ag. 00 60. 00 56. 00 —3 4-4 
Pork cuts (fresh): | 
Loins, under 12 pounds §2. 30 52. 30 47.00 Same +11 
Skinned hams, 14 to 16 pounds-.. 48. 38 $9. 50 49. 25 —2 —2 
Picnics, 6 to 8 pounds 29. 25 5.09 35. 63 —16 ~18 
Bellies, 12 to 14 pounds 25. 88 35.0) +t. 50 2 — 25 
Boston butts, 4 to 8 pounds 39. 25 44.00 $2.25 1 7 
Fat backs, 12 to 14 pounds 10.09 15. 20 14. 00 34 —29 
Spareribs, 3 pounds down axes 38. 50 40. 50 $6. 75 —5 +5 
Other products: 
ard, P. S., loose 9.7 i7. 00 16. 25 43 — 44) 
Tallow, prime 5. 38 110.12 14.75 47 H4 
Grease, A whit 4.88 10.12 14. 62 —52 -67 
Heavy native steer hides : 13. 2a 128.00 33. 00 53 —th) 
Wool, 48 Bld. Ter. - 1. 20 12.33 2.45 —48 51 
i Suspended Apr. 28, 1952. 
2 Clean basis, cents per pound, 
Source: National Provisioner, and U. S. Department of Agriculture, 


PREDICTIONS OF RUN-AWAY INFLATION HAVE NOT MATERIALIZED 


One of the strongest arguments for direct price controls during late 1950 and 
early 1951 was the fear that this country was entering a period of intense infla- 
tionary pressures which might drive prices.to fantastic levels. The outbreak of 
the Korean war, plus the scare buying which developed in this period, did result 
in an advancing price level which, if it had continued, would have proved serious 
to everyone. 

However, as we now have seen, the predictions of run-away inflation have not 
materialized. As the accompanying chart shows, the price level actually has 
declined substantially since the peak of last spring. The wholesale price index as 
of late February stood at 175 percent of the 1926 base. This was 9 points (about 
5 percent) below the peak of 184 which was reached in February of last year. 
Much of this decline occurred at the very time when Government officials were 
loudly proclaiming the outlook for further large advances in prices. These 
predictions were aimed particularly at Congress which was being requested to 
provide ‘‘stronger’’ and more far-reaching regulations upon the economy. 

While we have no elaborate analyses to explain the downward course in the 
price level during the past 10 months, it seems obvious that price regulations 
themselves have had practically nothing to do with this improvement in the 
inflation problem. Experts seem to credit the action of the Federal Reserve 
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Board last summer, plus the really remarkable ability of the country to produce 
goods, as the really significant factors in this situation. 

We should like it understood that the meat industry is as interested as everyone 
else in preventing run-away inflation and the accompanying devaluation of the 
dollar of this country. We feel strongly, however, that a program of direct price 
controls—which merely hamstring our economy and interfere with its ability to 
produce—is not the way in which to deal with this problem. 

The recent suspension of regulation W, thus permitting the purchase of many. 
items of substantial cost with no down payment, also raises the question as to 
whether price controls are needed. Regulation W was an anti-inflation measure 
which exercised control over one of the fundamental factors tending to push prices 
upward. It seems inconsistent to abandon measures of this kind while retaining 
direct price controls, which merely attempt to put a lid on prices without curing 
the cause of the price increases. 


REGULATIONS NOT FAIR AND EQUITABLE 


The Defense Production Act requires that ceilings on products processed from 
agricultural commodities, including livestock provide fair and equitable margins 
for processing. This provision is similar to the McKellar amendment to the 
Stabilization Act of World War II. OPA adopted an “over-all industry profit’’ 
test under which a ceiling price was considered fair and equitable if the industry 
as a whole, and in the judgment of OPA, was earning normal profits. 

Under this ‘‘test,’’ many meat packing companies suffered severe financial 
losses without being able to obtain relief. This situation not only threatened the 
financial stability of the meat packing industry but was an important factor in 
the development of black markets. Passage of the Barkley-Bates amendment 
gave recognition to the fact that for ceiling prices to be fair and equitable they 
would have to provide for a reasonable margin of profit on the processing of each 
species of livestock considered separately. 

If OPA is sincere in its statement that price controls are needed, then it should 
give heed to the experience of its predecessor and accept the necessity for treating 
each segment of the meat packing industry equitably. In so doing, it would be 
taking a practical step toward preventing the development of black markets. 
Unfair treatment of an industry creates a situation which is ready made for crooks 
and racketeers to step in. 

We urge that Congress recognize the need for preserving the meat supply 
system and for checking black markets by giving serious consideration to an 
amendment similar to that which was found to be necessary under OPA. The 
text of the Barklev-Bates amendment read as follows: 


“Provided further, That on and after the date of the enactment of this proviso, no 
maximum prices shall be established or maintained on products resulting from the 
processing of cattle and calves, lambs and sheep, and hogs, the processing of each 
species being separately considered, which taken together, do not allow for a 
reasonable margin of profit to the processing industry as a group on each such 
species.”’ 

If, as OPS contends, price controls are necessary, then an amendment similar 
to this is also necessary, to preserve the integrity of the meat industry and to 
prevent black markets. 

One of the witnesses who recently appeared before this committee said that 
pressure for decontrol of prices is coming from those who wish to be in a position 
to raise prices without violating the law. Such a charge is without foundation, 
since most meat prices have been below ceiling levels for several months. It also 
ignores the damage done to the Nation’s meat supply, which has tended to cause 
higher, rather than lower meat prices. Probably the most enthusiastic advocates 
of price controls are those operators who hope to profit illegally by the artificially 
created searcities which result from price controls. 


CONCLUSIONS 


In conclusion, we should like to reemphasize our position that the publie gen- 
erally has derived no real good from the price control program on meat for these 
reasons: 

1. Meat prices have been below ceilings much of the time. Price controls can 
take no credit for this. 

2. When meat prices were bumping the ceilings during the past year (which 
incidentally was due largely to the OPS induced reduction in cattle marketings) 
black markets developed immediately. 


23 
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3. Price controls have seriously disrupted the economical distribution of meat 
in this country and have interfered with the normal processing and merchandising 
of meat, even when prices have been below ceilings. 

Those who observed the ceilings have been penalized, while those who did 
not, have enjoyed a premium for their dishonesty. 

5. The total meat supply in 1951 was substantially lower than it would have 
been if there had been no controls. Hence, meat prices have actually been higher 
(even though they are below ceilings) than they otherwise would have been. 

Furthermore, we feel that the consuming public will not benefit from price 
controls on meats in the future, because: 

1. There is ample evidence that price regulations are incapable of holding meat 
prices below any administratively determined level. 

2. If it were possible to fix prices for meat below the free market, supply-and- 
demand price, distribution of meat throughout the country and among individual 
consumers could only be accomplished with a system of rationing, such as was 
used during World War II. We strongly doubt the consuming public would 
support such a program, to say nothing of supplying the civilian manpower that 
would be necessary for its administration. 

3. With the cattle population at an all-time high level (88 million head on 
January 1), and hog production still large (although now tending downward) 
the potential supply of meat is still large providing production is not discouraged 
further by continuation of price control regulations. 

4. With the population of this country increasing at a rate of 2! million people 

per year, every effort should be made to encourage, not discourage, meat produc- 
tion. It would be unfortunate if we were to pursue a course which does not take 
into account our rapidly expanding population. 
5. The use of direct price controls seem to us only to confuse the real issue 
involved and, therefore, dilute our efforts to control inflation. We think it is 
unfortunate that the public should be led to expect any real effective control over 
prices by the so-called direct-control method, 





STATEMENT OF AMERICAN NATIONAL CATTLEMEN’S AssocIATION, DENVER, CoLo. 


The American National Cattlemen’s Association has its headquarters at Denver, 
Colo Its membership is composed largely of range cattle growers in the States 
west of the Missouri River and of pasture cattle operators in the Southern States of 
Georgia, Florida, Alabama, Louisiana, and Mississippi. We have also quite a 
number of members who are cattle feeders in the irrigated valleys of the West 
and a scattered membership throughout the Corn Belt and the Eastern States. 


OFFICIAL RESOLUTION 


Our association held its fiftv-fifth annual convention at Fort Worth, Tex., on 
January 7, 8, and 9, 1952. The following resoiution was adopted relative to price 
controls: 

“Price controls 


“Whereas consumers have spent over the vears approximately 6 percent of their 
income for meat and today are using no more than that much of their earnings 
for the purchase of meat; and 

“Whereas, the OPS has attempted to upset this historical relationship by 
imposing controls on marketing and selling of meat and livestock products, 
particularly singling out the cattle industry for price roll-backs and making 
little similar attempt to control wages; and 

“Whereas, such controls on beef have not benefited the consumer but have 
instead only interfered with the orderly production and marketing of the product, 
as controls did under OPA, when lowered production, black marketing, and wides- 
spread disrespect for an unworkable law forced abandonment of controls; and 

“Whereas nevertheless the cattle industry is in prime condition to furnish, if not 
hampered by controls, more meat to the consumer than ever before in its history 
and today carries record inventories of beef animals; therefore be it 

‘Resolved, That, in the interest of the consumin g publie and the livestock and 
meat industry, the American National Cattlemen’s Association expresses unalter- 
able opposition to the continuation of the unworkable price controls on meat.” 

In support of the above resclution we call attention to the following facts, all 
of which indicate that it is neither practical nor equitable to continue price controls 
beyond the expiration of the present law on June 30, 1952. 
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INCREASED PRODUCTION SOLVING THE PROBLEM 


We have urged from the beginning that price controls on livestock and meat were 
impractical and unworkable and that the real solution to the problem is increased 
production. This has been obtained in the livestock and meat industry despite 
shortages of labor and materials. It is true that production of meat last year 
did not come up to the advance estimates made by the Department of Agricul- 
ture, but this was almost entirely due to the chaos created in the industry by the 
program of Administrator DiSalle of OPS. When he announced that he was 
rolling beef prices back 10 percent on May 20, 1951, and that two further rollbacks 
of 444 percent each would be made on August I and October 1, immediately there 
was a rush to market and thousands of cattle were marketed at considerably 
lighter weights than would have been the case without these announcements, 
It was Mr. DiSalle’s plan to lower meat prices simply because it is the major item 
on the American diet and this one industry was singled out to be penalized as a 
vote-getting measure. 

The ironic part of the whole business is the fact that actually Mr. DiSalle did 
not save the consumer one thin dime on meat prices. Instead prices were ad- 
vanced on May 14, 6 days before the 10 percent reduction was made; the two 
projected reductions to be made later in the summer and fall were canceled, and 
the net result was that OPS cost both consumer and producer a great deal of 
money and in the process reduced the available supply of meat 


CATTLE NUMBERS 


The increase in total cattle numbers last year of approximately 4,000,000 head 
(the increase was largely in beef cattle), bringing the total number up to more than 
88,000,000, the highest ever recorded in this country, gives assurance of an ample 
beef supply in the period just ahead. It is almost certain, barring some great dis- 
aster in the remainder of 1952, that there will be a substantial increase in cattle 
numbers again this year. 

Cattle on feed April 1 in the 11 Corn Belt States showed 3 percent or approxi- 
mately 80,000 head more than on the same date a vear ago. The percentage of 
she stuff in the federally inspected slaughter is running very light, indicating that 
there is no liquidation of breeding herds underway 


PACKER SLAUGHTER QUOTAS 


It is now encouraging to note that since the packer slaughter quotas were 
discontinued on July 31, 1951, and since the failure to reimpose them which was 
made late in the session last fall, there has been a turn for the better. It is now 
believed that cattle slaughter will exceed that of last vear by some 3 million head, 
sutting it back to approximately the basis of the 1950 slaughter. It may even 


I 
go higher than that and the beef supply, of course, will be increased accordingly 
SHORTAGES DISAPPEARING 


Numerous recent announcements have been made of the easing of controls in 

he construction industry and in the manufacture of automobiles and other 
‘commodities chiefly affected earlier by the shortage of metals. Actually at the 
moment there appears to be more necessity for making work through the medium 
of easing controls as mentioned above than there is of controlling prices. In- 
creased production takes better care of the latter matter than anything Govern- 
ment agencies possibly can do 


DECLINE IN WHOLESALE COMMODITY PRICES 


Wholesale commodity prices took & sharp rise immediately following the out- 
break of the Korean war and reached a peak in February-March 1951. Sine 
then they have eased off gradually but steadily. This drop in wholesale com- 
modity prices was also reflected in the index for the total cost of living. The drop 
in total cost of living between January and Mareh 1952 was slightly less than 
2 percent, but the drop in the cost of food, included in that figure, was more 
han o percent 

INCONGRUOUS SITUATION IN PORK 
It is interesting to note that while representatives of various departments of 


1 Government have appeared before your committee and demanded the con 
tinuation of price controls, an incongruous situation has developed relative to 
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pork It seems strange to have an insistent demand for the continuation of 
ecilings at the very time that another department of the Government is buying 
pork In substantial quantities to prevent the market going below the 90 percent 
of parity to which all basic commodities are entitled to price support. It would 
appear that the administration is riding in both directions at the same time so 
far as pork is concerned 





PRICE CONTROLS ON A NUISANCE BASIS 


We want to call attention to a situation in North Dakota where the adminis- 
tration of OPS has degenerated to a strictly nuisance basis. There is only one 
central livestock market in that State, located at West Fargo, which is a posted 
market under the superivsion of the Packers and Stockyards Administration. 
Last August the Packers and Stockyards Administration approved an increase in 
the fee for brand inspection at that point from 12 cents to 15 cents per head. 
There are quite a number of smaller auction markets throughout the State, some 
of which are large enough and eligible to being posted by the Packers and Stock- 
yards Administration, but they have not been posted because of the lack of funds 
to service additional posted markets. They remain, therefore, under the super- 

ison of a State brand commission and this commission has granted the same 
increase from 12 cents to 15 cents per head. The OPS in that State has brought 
suit against the North Dakota Stockmen’s Association, which is in charge of the 
brand inspection work at all markets in the State, and also against the State brand 
commission citing it for the inerease of 3 cents per head without the permission 
of OPS. 

[t seems ridiculous that the OPS, representing the Federal Government, should 
permit the increase made by another agency of the Federal Government but at 
the same time attempt to take jurisdiction and deny the increase being made by 
a State agency on markets not presumed to be operating in interstate commerce 
under the jurisdiction of the ckers and Stockyards Vet. 

There is ho possible way in which this 3 cents increase in charges could be passed 
on to the consumer. It must be by the shippers who do not fix the price of 
their own commodity but who must of necessity accept the market price, whatever 


Af 





SECTION 104 


At the annual convention in January the American National Cattlemen’s 
Association also adopted the following resolution: 

Whereas section 104 of the Defense Production Act of 1951 is designed to 
protect the domestic production of dairy products and fats and oils against 
lamaging imports; therefore be it 

TEN i 


‘Resolved, That we urge retention of this provision if the control legislation is 








The need for the protection afforded by section 104 is quite obvious when it is 





mnsidered that tallow prices have declined from about 17 cents a vear ago to less 
tha 6 cent now We lo not beli ve the interests of the producer of one ecome- 
\ ould be sacrificed to stimulate foreign trade for the producers of some 
other commodity We believe American industry should be protected from 


mage due to imports. 


SUSPENSION OF CONTROLS 


\ good deal of publicits has been given to the fact that OPS has not decon- 
trolled but temporarily suspended from control certain items. Included among 
these are cattle hides and kip skins t is commonly assumed that this is a major 
step toward decontrol but the facts appear to show otherwise In the first place, 
vhel controls were first established on hides the power to col trol both 





exports and domestic allocations was likewise invoked. Through the unwise 
and inequitable working of this poliey, hides were allowed to pile up in this 

he market became demoralized. The next step was to lower the 
to approximately the new level of prices. Now, it is stated in the 
suspension order that price controls on hides will remain in suspension unless the 
price gets back to 80 percent of the lowered ceilings when controls again would 


to into force. Of what possible advantage is suspension of ceilings under these 











onditior 
I) beef, temporary suspension would not work at all. In order to 
maint es on the different grades of beef, it is necessary that ail beef sold 
all The present grading staff of some 600 men is conceded to be 
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the most efficient that has ever functioned in that capacity, but this staff cannot be 
disbanded and put back in business every few weeks without possible fluctuations 
of the beef market. The only satisfactory solution of the beef price control 
business is to decontrol and everything points to the wisdom and necessity 
of doing that very thing. 

LACK OF WAGE CONTROL 


Title IV of the Defense Production Act covers stabilization of prices and wages 
In view of the fact that wage controls seem to have been practically abandoned in 


recent weeks, with the Wage Stabilization Board and the President himself using 
their efforts to push wages up, it is only fair that the attempt at price stabilization 
ld likewise be abandoned. The 26-cent award to the steel unions made by 
he Wage Stabilization Board with the backing of the President was far bevond 
he fondest dreams of the steel union itself. It is mere pretense to try to say 
! 


lat this 26-cent advance comes within the pattern of the stabilization policy 


shou 


f the Government 

It should not be forgotten that an election is in the of} y | 
simply will not stand for misinterpretation and abuse of the Defense Production 
Act in this fashion. If Congress will not correct the inequities being promulgated 
by OPS and the Wage Stabilization Board, then it will be up to the voters to 
lo the job. 


ing and the country just 


} 


PRICES DOWN-—COSTS UP 


The attached tables, marked “Exhibit A’ and “Exhibit B,” show the prices 
of retail and wholesale cuts of meat and of live animals at Chicago by mont} 
since June 1951. You will note that the price of beef cattle, Choice grade, as 
shown by exhibit A has stayed fairly constant, that there has been a sharp decline 
in the price of lamb at retail and likewise in pork at retail. Exhibit B shows the 
retail and wholesale prices of meat and prices of live animals at Chicago by 
months starting with June 1951 to date. This table again shows that the Choice 
grades of steers have declined only slightly from the ceiling prices put into effect 
last spring, but that when you get to the lower grades, particularly Utility steers 
and Commercial, Utility, and Cutter and Canner Cows, the drop is much greater 
This table also reflects the sharp drop in the prices of barrows and gilts and in 
the price of Choice and Prime lambs. 

\t the same time that these declines have been registered in live animals and 
dressed meat prices, there has been a steady increase in the price of practically 
every single item of farm and ranch service and expense, with the administration 
itself helping to push wage costs up. The cost of producing meat and other foods 
may be higher this year than ever, perhaps 5 or 6 pereent higher, savs the Depart- 
ment of Agriculture. Wages may climb another 5 to 10 percent; fees are expected 
to stay high; real-estate taxes may be up 3 to 4 percent; machinery, buildings, and 
fences are ¢ xpected to stayv W he re they are; fertilizer may go up } to 5 pereent. 


CONCLUSION 


Everything we have mentioned and many other factors which could be mentioned 
indicate that the need, if there ever was need, for price controls on live animals 
d that in view of the action being taken on wages 
with the administration’s blessing, fair play demands that the I 
accorded our industry as is being given to labor. 

Under these circumstances, we urge that titles IV and V of the Defense Produe- 
tion Act. as ame nded., be not renewe d if t! ere iS ex te nsion ‘ f any part of the act 
on June 30, 1952 


and meats has disappeared at 
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Exursit A.—Retail and wholesale prices of meat and prices of live animals at Chicago, 
by months, June 1951 to date 















































United States aver- 
age retail price per Wholesale prices, Chicago, per 100 pounds 
pound 
Year and Steer beef carcass Cow beef carcass 
month mail Pork, ) ) Lamb } Pork 
3? | nclud- carcass, prod- 
Choice Lamb |" ing | 500-600 | 500-600| 500-600} {00 700) 30-40 '| ucts # 
8 lard |pounds, pounds, pounds, Com-" mercial Utility | pounds 
Prime biscous Good | mercial 
| 
1951: Cents | Cents | Cents 
ES 34.7 78.4 45.4 | $58.50 | $56.50 | $54.50 | $49.50 |... |. Le $58. 00 | $36. 88 
pS 84,8 77.8 45.4 58. 50 | 56.50 | 54.50 oS ne See eee 58. 00 36. 58 
August_____- | 847) 77.5) 45.7) 58.50) 56.50 Ty EGP 7 area ene 58.00 | 37.80 
September 84.9 78.1 45.6 58. 90 56. 90 ) 54. 90 SF eRe: ERASE 58. 00 37. 66 
October -._- | 88.6 78.6 45.5 59. 50 57.50 | 55. 50 50. 50 | $48.38 | $44. 88 58.00 | 37.09 
November... 89.0 80.4 43.9 59. 25 57. 25 | 55. 25 50. 25 47.32 43.38 60. 35 32. 99 
December- --} 88.9 82.0 42.5 58. 25 56. 38 54. 50 48.19 44. 62 42. 38 58. 00 32. 38 
1952: | 
January -__.- | 88.4| 81.6] 422] 57.60) 56.05| 53.80| 48.00) 43.60/ 4210| 57.20! 32.16 
February....| 87.9 | 75.9} 40.4 57.00 | 55. 06 | 52.25 47. 88 41.88 | 40.69 52.19 30. 59 
March. ..._..| 86.9) 71.3) 39.4) 57.50 | 54.64) 50.25) 47.31 | 42.38) 41.38 | 53.00] 30.85 
Aes... c. Heads eit coe ae Migatem 57. 45 55. 25 50.90 | 47.95 | 42.90} 41.80] 57.90 [...._- 
i | | 





1 Computed from BLS prices by cuts. 
2 All hog produets fresh and cured, average for 71.32 pounds. 


Source: Bureau of Agricultural Economics. 


Exuisit B.—Retail and wholesale prices of meat and prices of live 
Chicago, by months, June 1951 to date 


animals at 





Price of live animals for slaughter, Chicago, per 100 pounds 






































Steers ! Cows 
Year and month |___ Bar- | Lambs 
| o — o 
| Canner| an an 
Prime | Choice} Good | Comiay| Utility | Seretal| Utility | cand "| gilts | Prime 
| | 

1951—June-_._-_..-- | $37.46 | $35.68 | $33.45 | $30.93 $28. 02 | $29.08 | $25.13 | $21.36 | $22.12 | $34.36 
| pees RS 37.37 35. 47 33.05 30. 00 27. 23 28. 50 24. 21 | 21. 04 22. 50 31.90 
August ‘ 37.92 | 35.85 33. 10 30. 08 rf 23 28.65 | 24.37 | 21.07 22. 23 31. 59 
September - - 38.77 36. 68 33. 7: 30. 82 27. 68 28. 97 24.63 | 20.98 20. 84 31. 44 
October......| 38.78 36. 31 33. 25 30. 29 27.06 | 28.36 24. 31 20. 40 20. 59 31.29 
November__.| 38.17 36.09 | 33.03 30.18 26.90.| 27.22 22. 96 18. 63 18. 69 30. 80 
December_...| 36.71 34. 78 32. 43 29. 72 26. 62 25.29 | 22.55; 19.64 18.17 30. 57 
1952—January. -----! 36.78 | 34.68 32. 27 29. 59 26.72 | 24.26 21.96 | 19.04 17.79 29. 98 

February-..-.| 37.07 34. 57 31.90 29. 12 26. 46 23.71 21. 65 18. 98 17.33 27.7 
ae | 37.58 | 34.69] 31.34 28.17 25. 38 24.29 | 22.07 19. 26 16. 77 26. 96 
PS Bee 37.24 | 34.76 | 31.56) 28.16] 25.88 | 24:90 22.62 19. 54 16. 86 28. 58 





! Corn Belt steers sold out of first hands. 
3 40-50-pound carcass. 


Source: Bureau of Agricultural Economics. 
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DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


MONDAY, MAY 19, 1952 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 o’clock a. m., pursuant to adjourn- 
ieee the Honorable Brent Spence, chairman of the committee, pre- 
siding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Rains, O’Brien, Bolling, Burton, Fugate, Barrett, Hays, Wolcott, 
Talle, Cole, Hull, Nicholson, and Betts. 

The CHarrMAN. The committee will be in order. 

We will resume the hearings on the Defense Production Act. 

The clerk will call the first witness. 

The Cierk. The first witness is Mr. Adin M. Downer, representing 
the Veterans of Foreign Wars. 


STATEMENT OF ADIN M. DOWNER, DIRECTOR, NATIONAL LEGIS- 
LATIVE SERVICE, VETERANS OF FOREIGN WARS 


Mr. Downer. My name is Adin M. Downer, representing the 
Veterans of Foreign Wars. I am grateful for the opportunity to 
appear before your committee as the spokesman for the Veterans of 
Foreign Wars. 

The CHaArrMAN. We are always glad to have the views of the 
Veterans of Foreign Wars. They are entitled to be heard. 

Mr. Downer. Thank you, sir. 

The last National Encampment of the Veterans of Foreign Wars 
held in New York City, August 26-31, 1951, adopted a resolution 
favoring the continuance of price and wage controls. Conditions 
have changed since that time and I am unwilling to assume that 
action taken in the light of former conditions would be reaffirmed 
under the conditions now existing. I shall, therefore, confine my 
remarks to the provisions of this bill which relate to credit restric- 
tions as they affect the veterans’ home loan program. 

The Servicemen’s Readjustment Act of 1944 recognized the hard- 
ship that would be imposed upon returning veterans of World War II 
if they were not given legislative assistance in the acquisition of new 
homes. The assistance given the veteran home hunter under this 
act has proved socially sound and has proven surprisingly sound 
from the business or financial aspect. This is attested by the fact 
that the delinquency rate in VA-direct loans is less than half the 
delinquency rate of home loans held by large private investors. The 
claims paid on VA-guaranteed loans is less than one-half of 1 percent. 
This remarkable payment record by our Nation’s veterans evidences 
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their responsibility and the soundness of making homes available to 
them without a down-payment requirement. 

In view of this experience, we can see no reason for the provisions 
of section 104(d) of this bill, which would eliminate that part of the 
Defense Production Act which sets certain down-payment limits for 
housing guaranteed by the Veterans’ Administration pursuant to the 
Servicemen’s Readjustment Act. The result of eliminating this pro- 
viso would be to restore to the Federal Reserve Board and the Housing 
and Home Finance Agency discretionary authority with respect to 
down payments on VA-guaranteed homes. 

You will recall that the original Defense Production Act gave these 
agencies discretionary authority to set minimum down payments 
and required that veterans preference accorded veterans under then 
existing law be preserved. However, the credit restrictions as sub- 
sequently promulgated violated this mandate of the Congress. You 
will recall the testimony before this committee less than 1 year ago 
during the course of which we submitted statistical evidence, which 
has never been contradicted, and that the veterans, particularly 
those who were unable to purchase homes above $12,000 were bear- 
ing the major brunt of the credit restriction program. 

This committee and the Congress agreed with the Veterans of For- 
eign Wars on this point, and as a result a proviso was inserted in sec- 
tion 605, placing a limit upon the percentage of the minimum down 
payment which could be required for VA-guaranteed home loans, 
These were specifically not more than 4 percent on homes the sales 
price of which did not exceed $7,000; not more than 6 percent where 
the price did not exceed $10,000, and not more than 8 percent where the 
price did not exceed $12,000. This sufficiently lowered the required 
down payments to bring homes within the reach of many low- and 
middle-income veterans. 

Conditions have materially improved since September 1, 1951, 
the date of relaxation of the credit restrictions as above described. 
This is evidenced by many factors, including the recent action of the 
Federal Reserve Board in suspending regulation W. Consequently, 
we are at a loss to understand why any consideration should be given 
at this time to increasing the restrictions applicable to the veterans’ 
home loan program. The last National Encampment of the Veterans 
of Foreign Wars of the United States, held in New York City, August 
26-31, 1951, adopted a resolution urging the Congress to abolish all 
credit restrictions on the purchase of new and used homes by veterans. 
We believe that changed conditions justify the Congress ia taking such 
action at this time. In no other woe can the assistance Congress 
intended to give home hunting veterans under the Servicemen’s 
Readjustment Act be reinstated. 

That concludes my statement, Mr. Chairman. 

The CuartrMan. Are there any questions? 

Mr. Rarns. Mr. Chairman. 

The CHarrMAN. Mr. Rains. 

Mr. Rarns. What you are talking about is the removal of what we 
know as regulation X; is that right? 

Mr. Downer. Yes, sir. 

Mr. Ratns. Did you see a statement the other day—lI believe it 
was by Mr. Foley—well, I will say that the statement seemed to point 
toward agreement with your statement in this matter. 
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Mr. Downer. I read a story in the paper; yes, sir, to that effect. 

Mr. Rarns. I am one of those who agrees with you. I think the 
time has come for the removal of that regulation X because I can’t 
see—and I am speaking only for myself—any good purpose which it 
now serves. You say that the people who are precluded, under that 
regulation, are mostly veterans; is that right? 

Mr. Downer. Well, sir, the law as it now exists, sets the down- 
payment limits, as I mentioned in the statement, of 4, 6, and 8 percent 
for housing financed under the Servicemen’s Readjustment Act. 

The bill before this committee, as written, would remove that 
restriction, and place the veterans’ home-loan program in the same 
category and place it all under regulation X. 

Mr. Rains. Of course, one of the reasons for the regulation is not 
only to curb inflationary tendencies, but also because of the extreme 
shortage of building materials which now we are told have eased up 
considerably and are in much better shape than a year ago. 

Mr. Downer. Yes, sir; I think that is correct. 

Mr. Rains. That is all. 

The CuarrMan,. You are interested entirely in the regulations on 
veterans’ homes? 

Mr. Downer. Yes, sir. 

Mr. Cotz. Mr. Downer, is the National Headquarters here re- 
ceiving a lot of letters or complaints from its local posts about the 
housing situation? 

Mr. Downer. Do you mean in regard to the scarcity of financing? 

Mr. Coxe. Yes. 

Mr. Downer. Yes, Mr. Cole, we receive some such complaints. 

Mr. Coxe. On the basis of those complaints, is the attitude of your 
organization that something must be done to assist the veteran in his 
desire to purchase a home? 

Mr. Downer. Yes, sir. 

Mr. Rarns. I would like to ask one other question, if I might. It 
has nothing to do with this particular bill, but since you are here and 
representing the Veterans of Foreign Wars and in view of the question 
which Mr. Cole asked you, and since we are both of us on a subcom- 
mittee looking into shoddy and defective housing, let me ask if you are 
getting many complaints at the national office, from veterans who 
have bought houses, financed under the VA program, in which they 
complain of shoddy and defective construction? 

Mr. Downer. We have had hundreds of such complaints in the 
past. I don’t recall that we have had very many recently. But over 
the past year or two we have had hundreds of such complaints from all 
parts of the country. 

Mr. Ratns. What did you do with them? Refer them to the 
Veterans’ Administration? 

Mr. Downer. Well, actually, in most instances there would be 
nothing we could do, except advise the veteran to consult a local 
lawyer to determine whether or not he had any right of action. 

The CuarrMan. I think we will agree that it is not only essential 
that the veterans be able to secure homes, but that when they get 
homes they should be the type of homes they expected to get under the 
specifications. I think we should do everything we can to assist them 
on that score. 

Mr. Downer. Thank you, sir. 
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The CuarrMan. Are there any further questions? If there are no 
further questions, you may stand aside. 

Call the next witness, Mr. Clerk. 

The CLERK. The next witness is Mr. Allan E. Brockbank, president 
of the National Association of Home Builders. 


STATEMENT OF ALLAN E. BROCKBANK, PRESIDENT, 
NATIONAL ASSOCIATION OF HOME BUILDERS 


Mr. Brocxsank. My name is Allan E. Brockbank. I am a 
home builder active in Salt Lake City, Utah, and appear before you 
today in my capacity as elected president, for the current year, of the 
National Association of Home Builders. 

Our association has grown in the last few years to where at this time 
it has approximately 25,000 members in nearly 200 cities. We feel 
that our membership builds from 75 to 80 percent of the houses in 
this country. Like the former witness, we feel that our chief interest 
in the Defense Production Act concerns the regulation of housing 
credit. We are very much concerned about the fact that this bill 
not only extends the authority for the housing regulations, but it goes 
back to the old program which was in effect before the Congress, in 
our opinion very wisely, changed it last September. This bill does 
away with all the authority or changes that were made by Congress, 
and reinstates the old program, which we considered to be very 
discriminatory. 

Now, if you will remember, last September the changes were 
made principally as to the houses selling for less than $12,000, and more 
seotowengps as the former witness stated, with respect to the veterans 

ousing program. We feel that there is no reason whatsoever that 
we know of why real estate credit controls should be carried on any 
further at this time. 

As you remember very well, there were two reasons given for the 
establishment of credit controls. One of them was the need to con- 
serve critical materials. The other one was to curtail the excessive 
flow of credit in the mortgage financing field, because it was felt that 
if that was not done it would add to the inflationary tendencies in 
the country, and that would seriously jeopardize our economy. 

With respect to materials, I need only say to you that last Thursday 
the controls on materials were greatly relaxed—even to the extent 
that we could, beginning on the first day of July, build recreation 
centers and buildings which have been stopped for a long while. In 
fact, it was the first building that was stopped, and that is to be 
relaxed again on the first day of July so that we can go ahead with even 
that kind of construction. 

I think this is indication enough that there is no need for further 
control of materials. In fact, so far as your program is concerned, 
with the possible exception of copper, we have had no trouble whatso- 
ever obtaining materials all the way through the program since the 
Korean incident started. And we are told, by people who are in our 
business, so far as suppliers are concerned, that there is an ample sup- 
ply—in fact, there may be even a larger inventory than normal in 
this country, in building materials. 

So, of course, that is an indication that we no longer need the con- 
trols for that reason. 
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Now with respect to the matter of credit, as you have just heard 
and as I am sure you very well know, within the last 2 or 3 weeks the 
Federal Reserve Board has released the voluntary restraint program, 
which restricted bank credit on a voluntary basis. Then, later, the 
Board relaxed and entirely suspended regulation W. In so doing we 
feel that there is a definite indication on their part that they feel that 
credit céntrols are no longer needed, particularly in those fields. 

Now with respect to regulation X, and its accompanying regula- 
tions—and I would like to point out to you that regulation X itself 
regulates the credit on conventional loans, whereas the FHA has a 
program which goes along with it, as well as the Veterans’ Adminis- 
tration, so we call it regulation X and its accompanying controls— 
it has come to the point where in our opinion they are no longer 
needed. 

We cannot see the difference, frankly. Why should housing, so 
necessary to the people of this country, be further controlled when 
other segments of our economy are being decontrolled? 

We would like to point out to you, in addition, that a large percent- 
age of the housing of this country would be built under FHA and VA 
controls in any event—that is, they have a means of regulating what 
the builder sells the house for, if it is a sale to the veteran, or the 
amount of the loan, if it is a loan which FHA insures. 

They would continue their control on our economy, which was 
wisely given to them, years ago, by the Congress. So, with them to a 
large extent doing a major part of the financing of housing in this 
country, we see no reason why any further controls are necessary at 
this time. 

I would like to point out to you, at this time, that we were not 
opposed to the controls becoming effective when they were originally 
placed on our industry. We felt that, in the wisdom of the Congress 
and of those who were trying to make the defense effort work, we could 
not continue to do everything that we had done in an economy where 
we did not have a defense effort. But now we feel that that has 
passed, that time is gone, and it is time now that we talk about this 
thing on a basis in which the economy is free, and the forces of our 
economy that are normally at work are allowed to function. 

I would like to point out that those forces are rather large in their 
scope. In the first place, the amount of money that is available at 
this time for mortgage credit is not as large as it has been in the past— 
at least at the going rates. As you possibly very well know, the Senate 
Banking and Currency Committee held a round table discussion on 
mortgage financing earlier this year, and as I recall it, some of the 
leaders in the financial field of this country were present at that con- 
ference. The discussion largerly centered around the fact that there 
was not the yield available from mortgage credit that there had been 
in the past, particularly for defense and military housing and for vet- 
erans’ housing. Since that time a very great effort bas been made to 
try to make money available for mortgages on defense and military 
housing. We have worked very diligently with the mortgage banking 
fraternity of this Nation in an attempt to bring that about through a 
private enterprise program. There is a bill now on the Senate side of 
the Congress for the purpose of making credit available for defense 
and military housing, which at this time is beginning to lag a little 
bit because of the lack of funds. 
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Now I point that out to you to show that the real lifeblood of the 
home-building industry is the credit end of it. If there is no money 
available, then the housing will not be built. 

I also want to point out to you that in the recent months, the real 
control that is beginning to take place on our industry, as it has in 
many other industries, is this: The public of this country has begun 
to lose entirely its zest for purchasing anything for the sake of pur- 
chasing. It looks with a very critical eye on everything it buys, and 
insists on getting its money’s worth. 

They, after all, are the real controllers of our economy. They, with 
the banking group—and if I may say so, the builders themselves, who 
are looking not only at the market but at their product and the credit 
end of their program—are watching the economy carefully. Builders 
are starting houses only when they feel that there is a full and com- 
plete market for them. 

I would like to point one thing out to you: There are people who 
say, “Well, you built 1,090,000 houses last year. Do you not think 
that you possibly could build that many this year?” 

And I would say, yes, we possibly could. But I also want to point 
out to you that, for example, the automobile industry is an industry in 
which only three manufacturers make somewhere between 80 and 
90 percent of the automobiles. They can change the flow of their 
product very readily. Our product is one that is made by at least 
25,000 builders, the membership of our association, who build approxi- 
mately 75 to 80 percent of the houses. And those houses are not built 
like automobiles. It takes months of planning before a subdivision 
is ready. Then when the subdivision is ready, it takes months of 
work with credit institutions, with the FHA, and the VA, and others, 
to get the plans in shape before the houses are started. Then a 
project takes from 3 to 9 months or a year before it is built. It is 
not a program where you can turn it on or turn it off readily. 

But as 1 have gone over this Nation and talked with our builders, 
all over the country, I am finding them very cautious about their 
program. It may be true that they are building houses, right now, on 
a basis that looks like we may produce a million houses this year, but 
at the same time they are keeping themselves in a position where they 
can readily slow their program down if it appears that the economy 
is not ready for their product. 

And as I say, while it may appear to some that it is not slowed 
down fast enough, it really is slowed down on the basis of the months 
of time that it takes to start our products going on a high-production 
basis. 

I would now like to point out something else to you, with respect to 
the experience I have had recently, in going out and talking with our 
builders over this country. They say—and I can assure you that it is 
true from my own experience in meeting the public—that the public is 
deeply interested in their product, and I will say this conscientiously— 
in the low-priced bracket and for veterans, that is particularly true. 

And yet, when you get down to the actual operation of making the 
sale, the people are saying, from one end of this country to the other, 
especially in the low-income brackets, ‘‘We do not have the money 
to pay down.” 

I would like to say to you that I have been stumping this country 
trying to get our builders interested in taking care of the people in 
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the low-income groups and the veterans, and particularly people in 
minority groups, and they are of the opinion that this is the time when 
those people ought to be given an opportunity to buy a house with a 
low down pay ment. I ser iously would like to call your attention to 
the fact that people in the low-income groups are the kind of people 
that might be easily affected by a movement toward some kind of 
“ism” other than Americanism. They are the people that need hous- 
ing on a low down payment and low monthly payment basis now. 
I hope that you clearly understand that importance and that you will 
help us in getting this done. And when we say that, we mean that 
regulation X is seriously affecting us. 

Te have heard some statements to the effect that if the controls 
were kept on, that the credit could be forced into the defense and 
military housing program. Our experience in the round table dis- 
cussion that I have already referred to gave us a very clear impression 
that that would not be effective; that the real effective thing, mortgage 
money, is at this time trying to compete with money for the financing 
of defense plants, of inventories, of municipal bonds, of lots of things. 
That is the real competition for the money, and it will not go into 
defense or military housing or anywhere else unless the situation is 
attractive. 

And yet, the need at this time is not only for the defense and military 
housing, but also for the veterans housing. There are veterans in this 
country who have not been supplied with a house yet by any means, 
and they need some effective help at this time. We are sure that even 
if credit controls were kept on for the purpose of channeling the money 
into defense purposes, it would not go through without tbe help of the 
FNMA program, or a change in interest rates. And we feel that the 
change in interest rates is something that will not occur this year. 

We would like further to say to you that we have an interest in 
another part of this act, and that part is with respect to the wage 
stabilization program. We have been quite seriously affected by the 
wage stabilization part of this act, because, for the construction indus- 
try, an organization has been set up called the Construction Industry 
Stabilization Commission. 

This has jurisdiction over wage stabilization for construction, 
including heavy construction and residential construction. Now this 
Commission recently issued an order making it possible for anybody 
in the construction industry to raise wages by 15 cents an hour, and 
fringe benefits by 7% cents an hour. 

Well, that might have been a reasonable thing to have done in a 
community that was being hard pressed for an increase in wages. But 
to do it on a national basis made that whole program a target, rather 
than simply making it possible for it to occur. All over the country 
we have had a very strong urge for wages to be pushed up to the 
limits. In fact, in the city of Detroit, at this time, and I think all 
over southern Michigan, there is a strike on, asking for the entire 
amount that was made available through the Construction Industry 
Stabilization Commission, even though “I am infor med, from talking 
to our builders in that area, that there are many people i in the con- 
struction industry who are out of work—which seems a rather strange 
thing to have occur at this time. 

We feel that this is adding to inflation, rather than stabilizing the 
industry, and we feel very ‘strongly that the relations between the 
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builder and his employees should be reinstated on the basis it was on 
before this program became effective. 

Let me tell you a little bit about that. One of the first things that 
this Commission did was to issue a regulation that they call regula- 
tion 1. 

This regulation makes it illegal for certain wages practices to be 
continued that were standard in our industry for many years. This 
is what I meant by that: Many of our builders have attempted to 
follow some of the suggestions that have come from studies of the 
construction industry over the past years, to keep their men employed 
the year-round, and to offer them some incentive for good workman- 
ship. All those things were made illegal, even though they were put 
in practice by builders years before the Defense Production Act 
became effective. 

Some of our builders had had men employed on a basis of a few 
cents an hour over the standard rate because of their fine workman- 
ship, for many, many years, and all of that became illegal. 

Some of our men have given their employees a bonus for good work. 
That became illegal. 

Some of them have given workers Christmas presents, and things of 
that kind, for their long employment. That became illegal. 

In other words, sections 402 (c), 402 (d) (2), 402 (zg), and 404 of the 
Defense Production Act, which say that those things that were in 
effect from May 24 to June 24, 1950, would be carried on, and that 
they would prohibit stabilization at less compensation than was paid 
during those periods, and prohibit compelling a change in business 
practices in the industry affected, and requiring consultation of 
representatives of the industry affected, were not taken into account, 
and this regulation was promulgated. Many of our people have been 
questioned very seriously with respect to this problem, and the Builders 
Association of Metropolitan Detroit, an affiliate local association of 
ours, joined by many other associations, made a plea to the President 
for a decision on this very serious matter. That decision was asked 
for months ago, and only next week will we have the first conference 
on the matter. 

We feel that those things that were in effect when the law became 
effective should be continued. We don’t believe it was the intent of 
the Congress to change those factors. Yet they have been changed, 
and many of our people have been seriously affected by it. We think 
that hurts the very thing that Congressman Rains wants to accom- 
plish, by his program of going over this country, namely, a better 
product. We think a better product comes from the incentive of the 
men working on the product to do a good job, and we have to offer 
these people some incentive to do that. They do not just do it out of 
the goodness of their heart. They do it because of something we do 
for them. Those things are accomplished by a program that has been 
in our industry for years and we think it ought to be continued. The 
fine workmanship of a good painter, of a good finished carpenter, of a 
good roofing man, of a good cement finisher, of a good plasterer, just 
cannot be overlooked. 

If a man has a desire to do a fine job, he should receive some com- 
pensation for it. That has been going on, and now it is illegal, and 
we do not feel that it should be taken away from us. 
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Now, in the House bill, H. R. 7342, Congressman Dondero has 
written a statement which would compel relief from what we con- 
sider to be an unfair practice of the Construction Stabilization 
Commission. This is what it says: 

This would amend section 402 (d) of the Defense Production Act to require 
that incentive compensation paid by the individual employee during the base 
period should be considered in fixing ceilings. 

I mean that is the effective part of it. If wage controls are to be 
continued, which we hope they are not, we would much prefer that 
this complicated situation be handled by appropriate amendment of 
the Board’s regulations, in order that we might have what we consider 
to be a program tbat bas been effective in the past continued into the 
future. 

That essentially is what we would like to bring to your attention, 
and we hope that it receives favorable consideration. 

The CuHarrMan. Historically what has been the down payment on 
housing? 

Mr. BrocksBank. Chairman Spence, the down payments of FHA 
and VA, under regulation X, have been considered to be the standard. 
Now, NFHA, up to $7,000 it was 9 percent down; then from $7,000 
up to $10,000, it varied a little bit, 8 percent at $8,000, 10.6 percent 
at $9,000, and 12.3 percent at $10,000. 

And it went on up so that when you got to $16,000, you got an 
80-percent loan. That is, if the value was $20,000 you got a $16,000 
loan, which was a 20-percent down payment. That has been a 
standard method. When the FHA adopted it for conventional lend- 
ing it became a standard method, and of course when the Veterans’ 
Administration came in, why, many homes were made with smaller 
down payments, and some without any down payments. 

The Cuarrman. Do you think that same program would be inaugu- 
rated again if there were no controls? 

Mr. BrockBank. I see no reason why it would not be, but I 
would like to point out to you that in a period when money is not 
available in the great quantities in which it was in 1950, bankers 
themselves will effect control on it. They may say, “In our area 
where we are quite short of funds we are going to require a 5-percent 
down payment,” or they may require 10 percent. 

But it is purely a matter of negotiation, then, between the mortgagor 
and the mortgagee, as to how much he pays down. It is not a problem 
that we have to solve by looking on a chart and finding out what con- 
trols are applicable. 

I would like to point out to you also that in many cases people 
have bought a house, say, for $7,000, and then wanted a dishwasher, 
or something added to it, that brought them up to $7,100 and $7,200. 
That throws them entirely into another bracket which requires a 
much higher down payment, just because they wanted some small 
thing. 

“td many cases they could have gone out and bought it for less of a 
down payment than the increase on the price of their home. 

The CuarrMANn. Do you have any control over the construction 
that is performed by your members? I mean to say, if a man habit- 
ually fails to comply witb plans and specifications, and complaints are 
directed to your organization, do you have any control over him? 
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Mr. BrocxpanKk. Mr. Chairman, I would like to tell you a little 
bit about that because we are very deeply concerned about it, as you 
undoubtedly know, and as I think Congressman Rains knows. 

Over a period of years, we have been attempting very seriously to 
make the membership of our organization mean something. We have 
been attempting to study the means of getting our builders to stick 
strictly to their arrangements, whatever they were, that they made 
with the veteran or the civilian home purchaser. That was the 
arrangement under which they should continue to build. 

We have attempted to put our boys through schooling processes, 
to teach them how to do a better job. 

We have been studying, over a period of years, now, a method of 
having the builder, on his own, warrant his product, assuring the public 
that the product he is making is entirely according to the contract 
that he made. 

We have also, in many parts of our country, made it a requirement 
that the builder keep on his books, as a fiduciary agent, the moneys 
paid to him as a down payment on the house until the house is de- 
livered. We insist that they follow that process. In some cities in 
this country they have already, in recent months, had bonds issued, 
in order that the purchaser might be assured that any money he paid 
to a member of our association would be put in an escrow account so 
that when his house was delivered, the money was there available for 
the down payment, or if he changed his mind and didn’t take the 
house, that the money was scales to be returned to him, 

We have very strongly advised that our builders do a better job con- 
sistently, month after month, that they build better houses, and follow 
completely the plans and specifications. In addition to that, we 
have asked every one of our associations over this country to set up 
complaint committees, so that whenever anybody came in and said 
“‘We have a problem here,” that that complaint committee would go 
out and examine the property, and if it was found that there was some- 
thing wrong with a house on the part of the builder, that the builder 
went back and did the job. 

We want to point out to you, however, that there are people who 
have moved into our houses in many cases, who have only lived in 
apartment houses in the past, and have had everything done for them 
all the time, and sometimes they expect that same thing to be con- 
tinued. In that case we have to show them that the builder just 
cannot be eternally responsible for taking care of the water taps and 
so on; that some of these things are their responsibility. 

But we cannot condone, in any way, the builder who is not respon- 
sible to his purchaser and who does not take care of reasonable com- 
plaints. 

The CHarrMAN. Have you power to discipline if they do not comply 
with your rules? 

Mr. BrocksBank. Yes, sir; we can remove them from membership, 
and we are attempting, to the best of our ability, to have the home 
owners’ service policy, which we adopted in January, become effective 
as a requirement of membership. We hope that it will. 

Along with our home owner’s service policy, we give the purchaser 
a book, which tells him how to take care of his own home. That 
book is very effective in showing them what has to be done in order 
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to fix a water faucet, in order to fix a door that may stick, and so on; 
reasonable things that he can do for himself. 

The Cuarrman. Mr. Wolcott, have you any questions? 

Mr. Wotcorr. What effect has the wage-stabilization program, that 
you have outlined, had on employees? How do they meet the situa- 
tion? 

Mr. BrockBank. The only thing that I can say is that when this 
has been made known to them, they have left our employment and 

one elsewhere. That is where they had to have a cut in salary, or 
had to be told that they would no longer get some of the benefits that 
they had been getting for a period of years, they left and went into 
some other segment of the industry. And of course, that is regrettable 
because many of them are the very top people in the industry. 

Mr. Wo corr. Do you think that might have also encouraged them 
to strike to get those benefits back in increased wages? 

Mr. Brocxsank. I do not think that that is the basis of the strike 
in the Michigan area, Mr. Wolcott. I think that is because they were 
permitted the full 15 cents and 7% cents, and they just went out after 
it. But it may have had some effect on it though I have not checked 
that particular item, 

Mr. Wotcorr. It might have had some effect upon the recom- 
mendations of the Wage Stabilization Board itself. 

Mr. Brocxpank. That is right. 

The CuarrMan. Are there further questions? 

Mr. Parman. Yes. Did you predict the number of houses that 
would be constructed this year? 

Mr. Brocxpank. I feel that would be hard to do, because our 
builders plans are uncertain at this point, even though it looks as if 
there might be a million houses built if building were kept at the present 
pace. 1 find that builders are sitting right on top of a situation that 
might easily turn them one way or the other. They might continue 
at the present rate, but they might very easily, if the situation develops 
that sales are not what they should be, slow down io a very small 
number of starts, which would greatly affect the number of houses 
built this year. I do not think that is predictable at this point. 

Mr. Parman. I was very much impressed with your statement 
about helping people help themselves after they buy their homes. 
You say you have prepared a book to show them how to do things 
like that? 

Mr. Brockxsank. That is right. We are disseminating that in- 
formation to our purchasers everywhere. 

Mr. Parman. And you do that through your organization? 

Mr. Brocxpank. That is right. In every locality, depending upon 
the codes that are effective in that locality. You see, we have to do 
a different thing in one community from another. But in each 
locality we have had our association studying a general outline book- 
let and adjusting it to fit their particular location, and then making 
it available to the purchaser in that area. 

I will send a copy of the book to every member of the committee. 

Mr. Rarns. I want to compliment you on being what | think is a 
very informative and convincing witness. In the subcommittee hear- 
ings that we have had across the Nation, all agree that your organiza- 
tion has been very helpful to us, and we are especially impressed with 

97026—52—pt. 224 








1164 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


the idea of performance bond or warranty to the purchaser. I think 
the committee has come to believe that somehow or other the pur- 
chaser must have some sort of assurance the house is what it was sold 
to him to be. So I hope that you will put into complete fulfillment 
har ean to see that the purchaser gets some type of warranty along 
that line. 

In the various sections of the country in which our subcommittee 
has gone, your regional vice presidents have appeared before us and 
we have found them very helpful. Later on we would like to have 
your organization appear in a hearing here in Washington, in which 
we are going to wind up our hearings, preliminary to making our 
report. 

Mr. BrocxsanKk. We would very much enjoy such an opportunity, 
and I want to assure you that if any area you go to you do not find 
that type of cooperation, I wish you would let me know about it. 
I will see that you get it. 

Mr. Rains. Thank you. That is all. 

Mr. Tauue. Mr. Chairman. 

The Cuarrman. Mr. Talle. 

Mr. Tate. Mr. Brockbank, I wanted to ask you about the quality 
of building materials now available. 

Mr. Brocxspank. Mr. Congressman, the building materials that 
are now available, in my opinion, are the best that we have ever had. 

There are some things that we wish we could do something about. 
For instance, we have been working very diligently for a long while 
to eliminate a situation that occurs in the lumber industry. Lumber, 
to many manufacturers, is a byproduct. It is not the original product 
which they make. But we have found that most of our low-cost 
houses are 24 feet from front to rear, and yet, in a frame structure, 
that requires us to use two 14-foot 2-by-8’s, or whatever the dimensions 
of the lumber may be, instead of it being of such size that we could use 
two 12-foot by 6 pieces. We have to use that additional amount of 
lumber, and in many cases it is wasted. 

The same thing happens with the 2-by-4 uprights that we call studs. 
They are not exactly of the right length and we have to remanu- 
facture them when we get them. 

We are working with the lumber industry to improve that program. 

But generally, so far as the mechanical equipment is concerned, 
and the roofing material, which I think generally gets a large per- 
centage of the complaints, the products have been steadily improving 
over the years, and with the work that we are doing with the industry, 
I am sure that they are going to improve more in just the next few 
months ahead. 

We have a standing committee working with other segments of 
our industry, continuously, improving our product. 

I would like to point out one other thing to you in that respect: 
We are starting up seminars for adult education, and also we are 
starting educational programs in the schools. 

The first university to have a bachelor’s degree in home building 
will be Trinity College, in San Antonio, Tex. That will start next 
fall. We eventually expect to make our industry a_ professional 
industry, and not one that fly-by-nights get into. 

Mr. Tauue. Are the laminated materials working out all right? 

Mr. Brockxsank. The plywoods? 
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Mr. Tauy. Yes. 

Mr. BrocxsBank. Very well, sir. They are an excellent product. 
In recent weeks the FHA has accepted plywood as a standard sheeting 
material, and we are using it very largely because of the fact that it 
can be poe on in large sheets and does an excellent job. 

Mr. Tauue. Is the hardware satisfactory? 

Mr. Brockxpank. Hardware is generally excellent; yes. 

Mr. Tauue. Is the plumbing material all right? 

Mr. BrocksBank. The plumbing material, I would say at this 
point, is excellent. Many of the plumbing manufacturers have done 
a great deal of research, to try to cut down the amount of brass and 
copper used in their produet. And one organization on the west 
coast has cut it down from where the whole valve or faucet is made of 
brass, to where there are only two rings of that material. The rest is 
rubber or other materials. 

But of course our stretch-out program of the war has made going 
into that program quite unnecessary at this point. However, | feel 
that any contribution made to improve the product should be heartily 
received, and it is being heartily received. 

Mr. Tauuex. Is there any satisfactory substitute for copper, in say, 
eaves, gutters, and spouts? 

Mr. Brocxsank. Not yet. The aluminum industry has conducted 
a great deal of study on the use of aluminum, but they have not 
brought up a product that matches copper yet. It is still not as good— 
in our opinion. 

We feel, however, that with many of the things that some of the 
big copper companies are doing to improve their production, that 
by the time a few more months roll by, that copper will be in much 
better supply than it is now. However, I realize that it is possible 
that it will never be in as great supply as it really should be for the 
whole industrial program of our Nation. 

Mr. Tauie. That apparently is the only material which you find 
short, as far as your industry is concerned? 

Mr. BrockBank. That is right. 

Mr. Tauie. Thank you, Mr. Chairman. 

The Cuarrman. Mr. O’Brien. 

Mr. O’Brien. Do you propose the elimination of all credit controls 
on new construction? 

Mr. Brocxsank. We feel that the regulations that will come about 
naturally on the part of the banking fraternity and the purchasing 
public will take care of it. 

Mr. O’Brien. The banks do exercise a certain control, do they not, 
in addition to what we do by legislation? 

Mr. Brocxpank. That is right. 

Mr. O’Brien. As to these scarcities of materials, have you found 
any real difficulty there, with regard to an enlargement of the real- 
estate construction program? 

Mr. Brocxsank. Very largely our program has not had any real 
scarcity of materials since about 3 years ago, when the most scarce 
material, surprising as it may seem, was a gypsum product, Sheetrock. 

Mr. O’Brien. Your main difficulty has been legislative restric tions 
and the policy of the banks? 

Mr. Brocksank. That is right. Well the policy of the banks, I 
think, has been regulated by the fact that there was competition for 
their money. 
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Mr. O’Brien. In Washington, if a person wanted to buy a new 
house, a three- or four-bedroom brick house in a residential iteiln, 
it would cost in the neighborhood of 28 or 30 thousand dollars. What 
would be the down payment on that? 

Mr. BrockBank. That would be a 50 percent down payment, as I 
remember it, but I have got it right here somewhere. 

Mr. O’Brien. I believe you are right on that; it would be a 50- 
percent down payment. 

Mr. BrocksBank. Yes; that is in the 50-percent. bracket. 

Mr. O’Brien. Do you think that has greatly restricted construc- 
tion? 

Mr. BrockBank. Yes, it has, and this is the reason why I think 
so. You see, a house that sells for that much money, used to be 
purchased by a large family which ordinarily would have more than 
two or three children in the family in order to require that house, 
for sometimes as little as 10 to 20 percent down payment. 

The house is the same size, the cost of it has increased, but our 
brackets of down payments—that is the requirements of down pay- 
ments, have gone up, instead of becoming about the same as they 
were. 

Mr. O’Brien. Is there a built-up demand for such construction 
which has been interfered with by these artificial restrictions? 

Mr. BrockBank. There has been. However, the real pent-up de- 
mand, and the real need for a change in regulations is not in that 
bracket, in my opinion. It is down at the bottom of the ladder, 
where veterans returning with practically no savings, and where 
people in the low-income groups, spending all of their money to 
maintain their family, have no money to pay down. ‘That is the real 
hardship in this whole program. 

Mr. O’Brien. You think that we could afford to suspend all legis- 
lative control over real-estate credit? 

Mr. BrocxsanKk. You wouldn’t suspend it all, because the FHA 
program is still a major factor, and that is a continuing program, and 
most all credit—— 

Mr. O’Brten. I am referring to the contents of this proposed bill. 

Mr. Brocxsank. That is right. 

Mr. O’Brien. In favor of suspending all of that? 

Mr. BrockBank. Suspending it entirely; yes. 

Mr. O’Brien. Leaving what remaining controls there are in the 
policy of banks, and in the policy of the FHA? 

Mr. Brocxpank. That is right. 

The CuarrmMan. Are there other questions? 

Mr. Barrett. Mr. Chairman. 

The CHairmMan. Mr. Barrett. 

Mr. Barrett. I was just wondering if the witness, commenting on 
materials, would comment on using the cinder block for the foundation 
base, and what improvement or detriment it would bring to the 
property. 

Mr. Brocxpank. Sir, I am not familiar enough with cinder blocks 
tosay. Inmy area I build all of the foundations with poured concrete 
and I am just not qualified to say whether cinder block is good for a 
foundation or not. I could not answer it, sir. 

Mr. Burron. Do you feel that the relaxation of controls would 
have a good effect on your industry and that there would be normal 
building? 
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Mr. Brocxspank. Mr. Congressman, I feel that our national 
economy is in such a shape that the largest segment of the No. 1 
industry in America should be kept in a free position, where it could 
carry on, to a large extent, the great work that the construction 
industry has contributed to our national economy, and I feel that 
these controls put us in a straight-jacket where we cannot do that as 
we should. 

We could very easily have a situation where to build every unit 
that is possible and to remodel every one that is possible, could easily 
be of very great economic value to our Nation, during this year, and 
we feel that we ought to be in a position to do that, if it is necessary. 

Now I feel sure that if our program comes to the point where houses 
are not selling, the people cannot buy them with controls off, 
why then we have demonstrated that we have pretty much taken care 
of the pent-up demand and from there on it is a matter of taking up 
specific ‘brackets of people in any particular area. 

Mr. Burron. You see no danger of a run-away inflation in the 
event controls are relaxed or withdrawn? 

Mr. BrocxsBank. Well, I feel that the banking fraternity have the 
real control after all—the amount of loan that they are willing to 
make, which is dependent upon their own judgment in their particular 
area, and not even upon the FHA’s regulations. 

I used to work for FHA, and I know that in many cases, where the 
FHA said that you could have a 20 percent down payment, the 
banks did not necessarily make a loan with a 20 percent down pay- 
ment available to the purchaser. They might require 30 percent or 
some other amount in excess of that. ; 

I feel that the banking fraternity of this country is in the most 
outstanding position of any to control the amount of credit, and I do 
not think they intend to have a run-away inflation. I think they 
will take care of it. 

Mr. Burton. You feel that supply and demand is now taking care 
of the situation? 

Mr. Brocxspank. That is right. 

Mr. Brown. I gather from your testimony that the main reason 
why you are not constructing more houses is on account of the money 
market? 

Mr. Brocxsank. That is right. 

Mr. Brown. Well how can you correct that? 

Mr. Brockpank. We have felt for a long while that that was the 
real crush on our industry, put there by the financial institutions in 
order to control the very thing we are talking about. 

Mr. Brown. What can this committee do about that? 

Mr. BrockBank. I am not sure that I have the answer to that, 
I know that at the round-table discussion it became quite apparent, 
from the testimony, as I understood it, from the bankers, that one of 
two things, or maybe three, had to happen. 

That the country had to either decide that they would raise interest 
rates, or that FNMA would have additional funds, or that the veteran, 
and people wanting to buy houses, would not get them. That was 
all there was to it. 

Now, I am not sure whether the financial situation has changed too 
much since then or not. I know that a few organizations have started 
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to make some defense and military housing loans, and also some 
veterans loans, but it is not the same over this Nation. 

Up in the New England area it is rather easy for a veteran or a home 
purchaser to get a loan. 

Mr. Brown. That is due to the fact that the lending institutions 
are more liberal there. 

Mr. Brocxsank. That is right, and they have the money. There 
seems to be plenty of money there. 

Mr. Brown. We cannot do anything about the other communities 
that are not as liberal. 

Mr. Brocksank. That is right. 

Mr. Brown. That is all. 

Mr. O’Brien. I have another question, Mr. Chairman. 

The CuarrmMan. Mr. O’Brien. 

Mr. O’Brien. Can you tell me whether there has been unemploy- 
ment or full employment in the home-building industry? 

Mr. Brocxsank. In the last few months, sir, there has not been 
full employment. 

Mr. O’Brien. For how many months back would that be? 

Mr. Brocxsank. I would say it runs back to last fall. 

Mr. O’Brien. And that is not entirely due to strikes, is it? 

Mr. Brockxspank. No, sir, it has been due to a lot of contributing 
factors, one of which was that we were slowing down in the number 
of houses constructed. 

Mr. O’Brien. Could you give me any estimate, or any figures? 

Mr. Brocxsank. I wish I could, but when we get right down to 
figures on employment, flatly, they are just not readily available in 
our industry. It is hard to get them. But I do know that the 
number of employees in the construction industry has increased very 
materially in the last few years, and there have been a lot of people 
trained to work in the construction industry who are now becoming 
very competent employees. 

Mr. O’Brien. Your working personnel, to build these houses, seems 
to be readily available. 

Mr. BrocxBank. That is correct. 

Mr. Burton. Production is now exceeding demand? 

Mr. BrockBank. I would not say that entirely. I would say that 
on the basis of the credit controls that are now available to us there 
are not as many people who can buy as who would like to buy. 

I want to point out to you that in recent months, builders who have 
had houses on display, have had an unprecedented number of people 
come to their houses, but when they find out how much they have 
to pay down, why, they go away without buying the houses. 

I was in Boston a few days ago, at a home builders’ show, and I 
frankly have never seen in my life so many people interested in the 
production of housing, as I saw in their home show. But when they 
come to talking about the product and how much they have to pay 
down on it, then they do not have the money. 

Mr. Fuearr. And they cannot get it because there is no source 
from which they can. 

Mr. Brockxpank. That is right. And besides that, there are some 
other parts of this regulation which I think have not been thoroughly 
considered. When regulation X was put on, they cut the number of 
months that the man had to pay his loan off in. Then, in many cases, 
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when the veteran came home, his parents would say, ‘‘Well here, John, 
is $500 or $600, or a thousand dollars, go and buy yourself a house and 
pay it back if you want to.”” Regulation X says that they can only 
get that money from their life-insurance policy. 

Well, what people in the low-income group have a lending power on 
their life-insurance policies in sufficient amount to pay down payments 
on houses. They just do not have it; that is all. 

Mr. Fueare. I[s it not true that there are many houses already con- 
structed, ready for a family to move in, if they could manage the down 
payment? 

Mr. BrocksBank. In many areas in the country. 

Mr. Fueare. Right in Washington, in this area; is that not true? 

Mr. BrockBank. That is true. 

Mr. Fucare. | have had a number of people in my office telling me 
that they have the houses built but that they cannot sell them because 
of the regulation. 

Mr. BrockBank. That is right. 

Mr. Fuaearts. And there are no restrictions on materials or labor. 

Mr. BrocxBaNnk. Essentially, the only restrictions on materials—— 

Mr. Fucarr. That is as far as supplies are concerned. 

Mr. Brocksank. That is right. 

The CuarrMan. Are there further questions? 

Mr. Nicnouson. Mr. Chairman. 

The CuarrmMan. Mr. Nicholson. 

Mr. Nicuoitson. What is the down payment, 33 percent? 

Mr. BrocksBank. It varies all the way up. For a veteran—— 

Mr. Nicwo.son. I do not mean a veteran. For the ordinary per- 
son. 

Mr. Brocxpank. The FHA requirement is 10 percent down up to 
$7,000. It is 15 percent from $7,000 to $10,000, and it is 20 percent 
for $11,000 and $12,000, and then it jumps up to 23 percent at $13,000, 
25.7 percent at $14,000 and goes up to 50 percent at $25,000. 

The CuarrMan. If there are no further questions, you may stand 
aside. We are glad to have your views on the subject. 

Mr. Brockspank. Thank you, Mr. Chairman. 

The CuarrmMan. Mr. Clerk, call the next witness. 

We will have to adjourn a little before 12 o’clock because we have a 
bill on the Consent Calendar which will come up at that time. 

The CLerk. The next witness is Senator Francis J. Myers, repre- 
senting the National Foundation for Consumer Credit. 

The CHarRMAN. You may proceed, Senator Myers. 


STATEMENT OF SENATOR FRANCIS J. MYERS ACCOMPANIED BY 
WILLIAM CHANEY, EXECUTIVE VICE PRESIDENT, THE NA- 
TIONAL FOUNDATION FOR CONSUMER CREDIT 


Senator Myrers. Mr. Chairman and gentlemen of the committee, 
I appear here as counsel for the National Foundation for Consumer 
Credit, and I have with me Mr. William Chaney, the executive vice 
president of that foundation, a man who is well and favorably known 
to many Members of Congress and I am sure to some members of this 
committee, who I believe is as expert in the field of retail credit and 
consumer ¢redit as any other man in the country. 

The CHarRMAN. You may proceed as you desire. 
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Senator Myers. On Wednesday, May 7, the Board of Governors 
of the Federal Reserve System, as you well know, suspended regula- 
tion W. 

We now ask the Banking and Currency Committee to delete from 
the Defense Production Act, that part of title 6, which provides the 
underlying legislative authority upon which this regulation rests. 

We appeared before this committee and the Senate Committee last 
year and maintained at that time the same position which we maintain 
today, namely that the regulation should be repealed, as well as the 
legislative authority upon which it is based. 

We also appeared in March of this year before the Senate Com- 
mittee on Banking and Currency and took that very same position, 
which of course was before the Federal Reserve System itself had 
suspended the regulation. 

At the time we appeared before the Senate committee, we filed a 
rather lengthy economic brief. That, of course, has been printed in 
the record of the Senate committee. Therefore, I do not wish to bur- 
den this committee with asking permission to print it again, but I 
refer you to that economic brief, which was: presented to the Senate 
Banking and Currency Committee on March 17 of this year and was 
printed in the record of their hearings. 

At first glance, many would presume that the suspension of the 
regulation should satisfy business and the public, whereas in fact 
just the opposite is true. In behalf of the National Foundation for 
Consumer Credit and its members and in behalf of American business 
generally, we urge the committee to strike the supporting legislative 
authority from the act now under consideration, and we shall tell 
you why. 

I would ask at this point that we have printed in the record, Mr. 
Chairman, a 2-page statement which indicates the position of retailing 
generally on the subject of regulation W and their position is exactly 
the position that we present to you today. 

The CHarrMAN. It may be inserted in the record. 

(The information referred to is as follows:) 


CHAMBER OF COMMERCE—ExceRPT FroM Ponicy STATEMENT, APPROVED 
Aprit 1952 ANNUAL MEETING 


* * * On the basis of actual experience, no justification for Government 
contrgls of consumer credit can be shown except as a war measure for limitation 
of nonessential production. 

Consumer credit performs an essential function in the processes of production 
and distribution. Interference with its normal flow offers an obstruction to effec- 
tive operation of the free-enterprise system. 


AMERICAN RETAIL FEDERATION FOR RETAIL INDUSTRY COMMITTEE '—EXcERPT 
From TrstiMoNy BrEFoRE SENATE BANKING AND CURRENCY COMMITTEE, 
Marcu 17, 1952 


* * * That it is the viewpoint of the retail industry that regulation W 
appears to be ineffective as a control device. There is adequate production and a 
plentiful inventory at all levels of the economy of the major consumer durables 
subject to the regulation. There is no upward price pressure in these lines. 

To the extent that there are loans outstanding against this supply, consumer 
purchases of the durables on the installment plan make it possible to retire these 
loans and thus reduce the monetary supply. 

Restraining the purchase of these consumer durables to curtail consumer debt 
simply creates more debt in other levels of the economy. 





1 Some 65 National and State retail and service associations. See list Retail Planning Committee attached. 
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The regulation may dampen the sale of some goods, but it shifts consumer 
expenditures to other lines; and instead of increasing consumer savings it often 
promotes liquidation of present savings in order to put purchases on a cash basis. 

Thus at a time of ample supply, the regulation has the effect of discriminating 
against one type of purchaser, and against types of retail outlets which serve that 
purchaser, and shift the debt burden from one level of the economy to another. 

A complete review of consumer-credit controls will be presented by the National 
Foundation for Consumer Credit, a member of the Planning Committee. 


Roster, Retain PLANNING COMMITTEE OF THE RETAIL INDUSTRY COMMITTEE 


American National Retail Jewelers Association 
American Association of Nurserymen 

American Booksellers Association, Ine. 

American Hotel Association 

American Institute of Laundering 

American Retail Coal Association 

American Retail Federation 

Association of Credit Apparel Stores, Inc. 

Associated Furniture Dealers of New York 

Associated Retail Bakers of America 

California Retailers Association 

Chamber of Commerce of the United States 

Colorado Retailers Association 

Delaware Retailers Council 

Florida State Retailers Association 

Georgia Mercantile Association 

Grain and Feed Dealers National Association 

Idaho Council of Retailers 

Retail Paint and Wallpaper Distributors of America, Inc. 
Associated Retailers of Indiana 

Associated Retailers of Iowa, Inc. 

Institute of Distribution 

Kentucky Merchants Association, Inc. 

Limited Price Variety Stores Association, Inc. 

Linen Supply Association of America 

Louisiana Retailers Association 

Mail Order Association of America 

Maine Merchants Association, Inc. 

Maryland Council of Retail Merchants, Inc. 
Massachusetts Council of Retail Merchants 

Michigan Retailers Association 

Missouri Retai.ers Association 

National Appliance and Radio-TV Dealers Association 
National Association of Chain Drug Stores 

National Association of Credit Jewelers 

National Association of House-to-House Installment Companies 
National Association of Ice Industries 

National Association of Independent Tire Dealers 
National Association of Music Merchants 

National Association of Retail Clothiers and Furnishers 
Nationa! Association of Shoe Chain Stores 

National Consumer-Retailer Council 

National Foundation for Consumer Credit, Ine. 
National Industrial Stores Association 

National Institute of Cleaning and Dyeing 

National Luggage Dealers Association 

National Restaurant Association 

National Retail Dry Goods Association. 

National Retail Farm Equipment Association 
National Retail Furniture Association 

National Retail Hardware Association 

National Retail Lumber Dealers Association 

National Retail Tea and Coffee Merchants Association 
National Shoe Retailers Association 

National Stationery and Office Equipment Association 
Nevada Retail Merchants Association 
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Retail Merchants Association of New Jersey 
New York State Council of Retail Merchants, Inc. 
North Carolina Merchants Association, Inc. 
Northwestern Lumberman’s Association 

Ohio State Council of Retail Merchants 
Oklahoma Retail Merchants Association 
Oregon State Retailers’ Council 

Pennsylvania Retailers’ Association 

Rhode Isiand Retail Association 

Retail Merchants Association of Tennessee 
Council of Texas Retailers’ Association 

Retail Tobacco Dealers of America, Inc. 
Society of American Florists 

Retail Merchants Association of South Dakota 
Utah Council of Retailers 

Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington 

West Virginia Retailers Association, Inc. 

Senator Myrers. The National Foundation for Consumer Credit 
crosses trade and industry lines in its membership. Among those who 
support it are manufacturers of many types of consumers’ durables 
goods; wholesalers who distribute these products to retailers, and the 
retailers who, in turn, sell them to the public. Also in its membership 
are banks, finance companies and consumer financial institutions— 
all of which render service to the people and industry corollary to the 
production and distribution of goods and services in which financing 
is a requisite. 

The foundation represents product lines which have been covered 
by regulation W, and others which have not. We first shall sum- 
marize the reasons why we ask this action. Then we shall more com- 
pletely document and explain each reason. 

1. It is said by some that the suspension of ‘“‘W”’ exemplifies flexi- 
bility in the handling of this power by the Reserve Governors. We 
believe the action taken last week proves with fair conclusiveness 
the utter lack of flexibility which has been shown in a situation which 
has become almost an emergency condition in industry and commerce, 
well recognizable and important to the economy fully 6 months ago— 
acted upon only last week. 

2. It issaid that the American durables goods industries now are free 
to operate in the competitive market without the deterring effect of 
the consumer-credit regulation. We shall show the committee that 
industry is far from free to plan its production schedules and its 
distribution under the present suspension. 

Any big firm planning today its program for the future, planning 
to spend millions of dollars in its production, is at a loss, now, to 
make such plans, when these goods have to then be distributed through 
the channels of trade. They are at a loss to know whether the Federal 
Reserve System may, next August, or next September, or next October, 
again impose upon them this regulation. So far from being free, as 
a result of the action of the Federal Reserve System, industry today 
will have great difficulty in planning for the future, unless this power 
to reimpose regulation W should be stricken from the act. 

3. Business and industry plead to be permitted to rely, in the 
future, solely upon the judgment of the Congress as to whether and 
when such controls as regulation W are necessary in utter emergency 
or war. We fear the uncertainties of business fluctuation caused by 
the intermittent use of delegated power to manipulate production and 
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distribution, in the hands of any few appointed men, however good 
men they may be. Their judgment in the case of regulation W has 
been faulty over and over again in the past several years; so faulty at 
times that the Congress itself has had to amend their action, which 
this Congress did last year. 

We ask the Congress to hold fast to its own stand-by power— 
decide when and whether to subject the American family’s budgeting 
to the control of the Federal Government. 

4, When the suspension of W occurred May 7, privileged seg- 
ments of industry were given notice in advance; made use of it to 
their benefit. Other segments not so forewarned received their noti- 
fication in the usual official manner. The very make-up of the Federal 
Reserve System and its habitual method of consultation with its 12 
regional branches made this leak inevitable. No authority of this 
kind should be held by an agency so constituted. 

5. Simultaneously, some businessmen who specifically asked the 
Federal Reserve System in the conduct of their business, “Is any 
change in regulation W contemplated?” were told within 24 hours of 
the suspension itself, “No change in regulation W is contemplated in 
the near future.” We would not argue that the answer to such in- 
quiries should reveal the fact of impending change, but do hold that 
businessmen and others should not be told the exact opposite of the 
truth, which is to be induced to take business action and risk that 
could be terribly damaging financially. 

It is our understanding, in addition, that representatives of the 
Associated Press and other news services likewise were told, ‘No 
change in regulation W is contemplated in the near future” a matter 
of hours before the suspension was made public. So glaring was this 
misstatement on the part of the Federal Reserve Board that in some 
newspapers the assurance of “no immediate action”? was printed in 
the same issue with the announcement of the suspension; the authority 
for the two opposites—the same. 

6. To provide for regulatory authority by law is inexcusable and 
illogical, unless its actual use is contemplated, at least at intervals. 
It has been the historic objective of the Governors to have this 
legislative authority made permanent. While the present bill 
contemplates only a 1-year extension, the long-term objective of the 
proponents of consumer credit controls must not be lost sight of, for 
they seek piecemeal what they would like to have in the entirety, 
knowing at this time they cannot get. 

Even though used intermittently, since such a regulation as W 
no matter what its terms, can do nothing other than decrease produc- 
tion and distribution, being never able to increase either, the net 
result of the existence of such authority over long periods, must be— 
and I notice that some members of the committee were very much 
interested in the employment and unemployment in the building 
industry—(a) fewer man-hours worked through the years; (6) shorter 
workweeks at intervals; (c) fewer products produced; (d) a lower 
physical standard of living, fewer products possessed by the people, 
because of this lessened production and payroll; (e) net fewer dollars 
of profit for dividends, reinvestment and expansion; and finally, 
(f) net smaller tax income available to Government—an over-all effect 
which means retarding the growth of our industrial system and 
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nationai wealth, whereas our basic national aim is to encourage even 
greater production and distribution. 

7. Finally, we shall recapitulate, though not emphasize at this time, 
the broad, basic arguments against consumer credit controls; their 
effect on savings; on the sale of Government bonds; on industrial 
production and distribution generally and on the morale of our people. 
We did discuss those matters at length before the Senate committee, 
and that statement is in the record of those hearings, and therefore, I 
do not wish to burden the committee with that economic argument 
at this time. But the record is complete on that subject. 

We point out the most important and most dangerous implication 
in such controls, i. e., the unfair bias with which they levy their 
burden upon one segment of the people, the segment least able to 
carry economic control. 

To put it another way, the regulation imposes rationing by the 
pocketbook. The less fortunate, who must buy on installment, who 
are not able to pay cash for consumer durables, must go without them, 
when the regulation is imposed, whereas the ones with cash, or the 
wealthy, can buy all those consumer durables, refrigerators, television 
sets, and automobiles, that they desire. 

We think that is one of the basic objections, one of the fundamental 
evils in the regulation. 

An economic control, whatever, its good purpose if there is any, is 
a poor control, if intentionally it levies its burden inequitably upon 
the people. Continuing delegated authority for such a control 
implies intentional commitment to an inequitable economic policy. 

For these reasons, staggering in their importance, we ask the Con- 
gress to retain in its own hands this power to institute consumer credit 
regulation. By delegating the authority to an administrative agency, 
even if only for 1 year—particularly in a period when that agency, the 
whole administration, the Congress, and indeed the entire American 
business fraternity, admit that its use cannot serve the Nation well 
as conditions now stand, is a step toward permanent further strangu- 
lation of private business by Government—a step toward killing the 
goose that lays real golden eggs, that is, provides the terrific tax income 
which the Federal Government must have. This income quite pos- 
sibly is the most important single element in our long-term program 
of national defense. 

I repeat at this-time, the agency itself, the Federal Reserve Board, 
the Congress, and American business, have all indicated that there is 
no need for regulation W under present circumstances. 

Without taking too long, we should like to elaborate somewhat upon 
each of these points: 

1. The question of flexibility. The fact that the Federal Reserve 
Governors suspended “‘W”’ last week indicates no flexibility on their 
part. Six months ago, markets commenced to soften badly. Busi- 
ness everywhere was aware of it. Sales dropped, profits dropped, 
prices dropped. The Federal Reserve’s failure to appreciate the 
seriousness of the weakening business situation—was caused in part 
by erroneous price and sales data furnished to the Governors. 

On several occasions in these 6 months the Federal Reserve staff 
and the Governors themselves have shown great skepticism when 
told by business of the turn of the markets—saying on each oecasion 
that data furnished them by Government departments showed con- 
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tinued price and demand pressure in the product lines covered by 
regulation W-—which business knew was not the true situation. 
Governor Arnall fell likewise into this trap last week, speaking to a 
business group—quoting from these erroneous data—averring for 
instance that the price of men’s overcoats remains unchanged, 
men’s shirts down possibly 1 percent, women’s ready-to-wear down 
possibly 1 percent, electrical appliances between 1 percent higher and 
1 percent lower—than 6 months or so ago; that furniture prices are 
approximately stationary. 

The investigators who have supplied these data have reported on 
the basis of ‘‘list prices’ collected in various parts of the country 
pertaining to the product lines. It is true, there has been no general 
change in the list prices of major electrical appliances, wood furniture, 
floor coverings and the like, nor perhaps of men’s overcoats, shirts or 
women’s ready-to-wear—but to give to Congress the impression by 
these list prices, that actual prices paid by consumers have not 
dropped materially, is to paint a grossly untrue picture. 

List prices have been maintained as far as possible by producers and 
retailers alike because of the price-ceiling situation. Business dares 
not reduce “listed” figures for fear of being caught with some new 
“freeze”? date for the setting of new “ceilings.” If the investigators 
had looked not at the posted list prices, but at the across-the-counter 
prices, their report would have been drastically different. Rarely in 
the last 3 months, for instance, has a refrigerator sold in the United 
States at “list’’; $4.95 shirts have been sold by the millions in the 
current quarter at from 50 cents to $1.50 off list; $115 overcoats have 
been sold widely at from $50 to $75; men’s suits and women’s ready- 
to-wear have been cut 15 percent to 35 percent off list in every shopping 
center of the United States. And these illustrations are true today— 
and in Washington as elsewhere. ~ 

Nor is there prospect of a change in the situation. Every American 
housewife is aware of it, yet the official figures show prices generally 
bouncing against ‘‘ceilings.”’ 

The reason for our reference to this condition? The Federal Reserve 
Governors frequently in the last 30, 60, and 90 days have told business 
that so long as the price situation showed pressure against ceilings, the 
regulation of consumer credit remained essential to cut back demand— 
to ease this pressure. The truth of the matter is that for 6 months 
there has been no such price pressure. But by the use of erroneous 
price data the credit ‘‘control”’ case has been kept palatable to the 
Congress. 

Consumer credit regulation has had a part in deterring the Ameri- 
can family from readiness to purchase, to a point where great manu- 
facturing plants have been shut down and slowed down; buying by 
retailers has diminished alarmingly; heavy inventories have ac- 
cumulated again. 

In the face of all this, which has transpired over a long period, the 
Reserve Governors only suspended “W” last week. This is not 
flexibility of administration. The suspension occurred too late, we 
believe, to have apy lasting effect on the market. The situation was 
allowed to become so noticeable before the action for relief, that now 
the public looks for further price recession before buying. No amount 
of cajoling or urging by Government is likely to change this public 
appraisal of the situation or loosen consumer’s purse strings. This, 
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too, illustrates a fundamental truth—no relaxation of the terms of a 
credit regulation can ‘‘turn business on’’—while of course ‘““‘W” could 
readily cut it off. 

The General Electric Co.’s electric refrigerator plant at Erie, Pa., 
shut down for some time, may still be shut down, with thousands of 
men laid off; Westinghouse’s Mansfield, Ohio plant, making electric 
refrigerators and stoves, has been drastically cut back, with terrific 
loss of man-hours of work; manufacturers of fractional horsepower 
motors like ‘‘Delco,” essential to many consumers’ durables goods, 
have drastically cut back or shut down until, as they say, some clear 
indication of a future upturn is discernible. 

Wood furniture factories are running at not more than 60 percent 
of Se floor-covering manufacturers are cut back to approxi- 
mately the same degree. It is well known to members of this com- 
mittee, we feel sure, that the profit of these manufacturers and of the 
retailers who distribute their goods has dwindled alarmingly, so that 
the income tax paid by them this year will be, and i veda, drasti- 
cally cut, just when the Federal Government needs tax money as 
never before. 

This is not a pleasant situation. Gov. Marriner S. Eccles, speaking 
in Portland, Oreg., last week, made the statement that while he sees 
no alarming recession in the offing, the fact that business is sour 
cannot be questioned; that he can see no immediate signs of any 
change in this trend. 

Yet, perhaps it could be said that the Reserve Governors even at 
this late date acted to prevent this Congress from taking away their 
underlying authority, and possibly on White House advice, more 
than upon their own volition in last week’s suspension of regulation W. 

Their current action without question will lull some Members of 
the Congress and many businessmen to sleep as to the fundamental 
dangers in continuing this delegated authority The hoped for effect? 
That no action may be taken to root it out of our economic picture 
now while the Congress is considering the subject. 

2. Suspension of W does not mean freedom to use business judg- 
ment: At first glance, as we have said, Members of Congress and others 
naturally would expect that with regulation W suspended, business 
now can operate in the free competitive markets again; lay its plans 


for production and distrubution ese pet and use its genius to 


increase productivity, the movement of goods, the development of 
profit, and the payment of taxes. 

The reverse is true. The great corporations producing consumers’ 
durable goods must plan today and next week for the production which 
will come off the belt lines late in August, for fall sale in American 
stores. Mail-order houses must go to press 6 months in advance with 
their catalogs, and must calculate their purchases of inventory at this 
time to cover catalog sales next fall and winter. The use of hundreds 
of millions of dollars in potential invested capital, accumulation of raw 
materials, machines, and labor force—is today at stake. 

No manufacturer dares move forward with full reliance upon his 
best judgment, toward production for late summer,sale. He realizes 
the grave possibility that five Governors of the Federal Reserve System 
may, some time in August or September, reinstitute regulation W ; cut 
off his market for these products after they are made, afte: millions of 
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man-hours of labor and millions of dollars in materials have been 
invested in their production. 

Thousands of retailers will go to the summer markets for durable 
goods, to lay down their orders for early fall delivery. No retailer 
dares now to commit himself to meet his anticipated fall delivery. 
No retailer dares now to commit himself to meet his anticipated fall 
demand, for fear of pitting his judgment against the appraisal of the 
five Reserve Govenrors. 

The very existence of the power to reinstitute regulation W hangs 
over the head of American business to the point where business activity 
unavoidably is retarded. In every case, judgments affected by this 
fear will be changed downward. e mean by this that every order 
so affected will be smaller in size, every production schedule in the face 
of it will be reduced, so that full potential profits, jobs, production, 
and tax-income money never will be realized so long as this power lies 
delegated: by the Congress. 

3. Business willing to work with the Congress. The businessmen 
of the United States, manufacturers, retailers, wholesalers and bankers, 
are willing to rely on the judgment of the Congress of the United States 
as. to the need for extraordinary regulatory measures in time of dire 
emergency or war. They fear a continuing power in the hands of any 
other agency, no matter how great its business acumen and integrity. 
Business has no quarrel with the caliber of the members of the Board 
of Governors. It is its plea, however, that the power to legislate con- 
trols over consumer credit’s use be kept strictly in the hands of the 
Members of the Congress, who have close touch always with business 
conditions back home—everywhere. 

The National Foundation for Consumer Credit has assured Govern- 
ment leaders, and, indirectly, the President of the United States, that 
if war were to break out or dire necessity face this Nation, business 
would throw no obstacle in the path of the Congress when and if it 
should consider the reinstitution of credit controls necessary. 

We therefore submit that it is unnecessary to leave on the statute 
books an authority which could be legislated quickly at any time. 
The framework of regulation W pains 5 remain intact. It could be 
used again at a moment’s notice at the direction of the Congress. 
Nothing can be served by leaving this delegated authority in a quasi- 
Federal agency, all the more because of the psychological effect this 
continuing ise always must have upon production and distribution 
even when lying suspended. 

4. Advance leaks of information: When the Federal Government 
or any of its agencies undertakes to alter the free flow of competitive 
business, it is of prime importance, whether the regulation be good or 
bad, needed or not needed, that the Government’s trusteeship to all 
those regulated by meticulously maintained. We seriously doubt the 
Federal Reserve ee intentionally has played favorites, although 
some events just prior to May 7, when the suspension of W was issued, 
are difficult to explain away. 

Individual businessmen from coast to coast were telephoned by 
officials of Federal Reserve banks as much as 24 hours before the sus- 
pension order was made public and given the advance tip-off. 

The advertising departments of some firms were able, 24 hours 
ahead of their competitors, to formulate advertising copy which 
presumably brought special business advantage in its wake. 
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The make-up of the Federal Reserve System is responsible for part 
of the leak. 

The Board of Governors has told business on many occasions that 
prior to any regulatory change, the 12 regional banks are consulted, 
which is proper, just as it is proper to consult with business generally— 
and, in fact, mandatory by the direction of the Congress. Still, we 
see no reason why, when the actual suspension order was issued, it 
was necessary to notify these branch banks ahead of time, unless full 
assurance of absolute secrecy had been provided, in fairness to those 
upon whom the burden of the regulation rested. 

These leaks, however human in nature, were nonetheless obnoxious 
to business and did not add to the prestige of the Federal System. 
Further, however, we urge upon the committee, these leaks exemplify 
the dangerous implications involved in resting a power over business 
in the hands of any nonlegislative agency at any time, save in the 
dire circumstances of war. Even here, provision against favoritism 
must be assured. 

If the Congress should keep this regulatory power it its own hands, 
all Americans, with equality, could go about their daily business 
realizing that the date of a law, its enactment, its signature by the 
President, together with the effective date mentioned in the law 
itself, can be counted upon with implicit faith. This, contrasted to 
the danger of overnight imposition of costly business-changing regu- 
lations by an agency, without notice, except perhaps to chosen friends. 
We ask that the Congress retain this authority to control consumer 
credit and not delegate it to any agency, except for specific use at 
specific times if and when the Congress deems it necessary. 

5. Negative leaks as costly as positive leaks: The Federal Reserve 
Governors, about to announce this very important suspension a matter 
of hours before its release told newsmen, businessmen, and others that 
no change was coming. This was unnecessary and threatens the 
break-down of the “full faith and credit’? which the American people 
and business always have accredited to their Government. The 
Reserve Governors could have said to these queries ‘‘No statement 
at this time’’—just as other Government agencies habitually do under 
similar circumstances. It is hardly truthful to tell a businessman 
with important commitments at stake the direct opposite of the truth. 

6. Existence of this delegated power means a weakened economy: 
It is axiomatic that no regulatory authority would seek a power, as a 
permanent thing unless contemplating its use, at least intermittently. 
Nor can one conceive that the Board of Governors seeks the authority 
to regulate consumer credit just to use it in dire emergency or war. 
Wars come too frequently, it is true, but we have never faced the time 
when war has come so fast that a regulation like W has become so 
critically necessary that it could not wait a week or so until the Con- 
gress of the United States could act. In human affairs such a state 
is inconceivable. 

Therefore, when the Reserve System asks this authority, it does so 
contemplating peacetime use as an adjunct to its control overproduc- 
tion in normal business cyclical changes. Governors of the Federal 
Reserve have told us that a prime interest in regulation W has been 
to control in some degree the production schedules of certain great 
manufacturing industries, a control which they could not get directly 
from the Congress. We ask two questions of the committee: 
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1. If unwilling to give the Federal Reserve System the power to 
set production schedules for American business because of the un- 
American implications involved, is the Congress willing to give this 
authority through the back door, when those who ask it do so with 
this very thought in mind? 

2. Since regulation W could have only one effect, that is, to cut 
back distribution and hence production; and since it can never, by 
any stroke of the pen, increase this distribution and production; and 
since in the long run, even intermittently used, W means less total 
production, fewer man-hours of work, fewer dollars of payroll, a lower 
standard of living (because of the foregoing factors), fewer dollars of 
net profit, and in the end, fewer tax dollars available—over a 5-, 10-, or 
20-year period—is the Congress willing to pass legislation designed 
to bring this situation about? 

The growing wealth and strength of this country are based upon 
incentives to produce more, to hire more men, to pay out bigger 
payrolls, to put more products and things and services into the hands 
of more people and in their homes. Can the Congress commit to the 
statute books legislation which can only operate as an obstacle to 
this end? 

To delegate, year after year, continuing authority to regulate con- 
sumer credit, is just about as bad as to pass a law with no expiration 
date. For 11 years now, the Reserve System has sought this author- 
ity, in time of war and in time of peace, year after year. The pattern 
has been set clearly, but the Federal Reserve Governors themselves 
have said frequently, when asked about terminating this request, 
“Let us talk about the coming year and let next year take care of 
itself.”’ 

Always there comes again the request for power. 

We ask that the Congress retain witbin itself such authority as 
this to regulate the way the little families of the country use their 
hard-earned pay and work out their family budgets to divide their 
expenditures among the various types of products available; and that 
the Congress, and it alone, retain the prerogative of telling these little 
families when they must discontinue their demand for certain prod- 
ucts important to their living standards, a power which, by its implica- 
tion, tells them that other Americans may buy all they want of these 
same products, unregulated and unobstructed—but not the little 
people. 

This authority is too great, too biased in its use, and foists too 
unfair a burden upon the segment of the people least able to bear 
it—to be lodged in the hands of a controlled-economy agency at any 
time, short of all-out war. 

7. Recapitulation of the economic factors underlying consumer- 
credit regulation: 

A few months ago, while regulation W was still in force, the National 
Foundation for Consumer Credit gave to the Senate Banking and 
Currency Committee a full brief, outlining and explaining the economic 
factors important to the study of consumer-credit regulation. We do 
not believe we should repeat these arguments—they are a matter of 
record. 

We presented almost the same list to the House Banking and Cur- 
rency Committee a year ago. We should like permission to call your 
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attention to this, and perhaps to ask that our recent Senate brief be 
made a part of the committee’s record of this hearing. 

In it, there is economic proof that regulation W played no part in 
stemming inflationary pressures; that to the contrary, it had an 
inflationary effect, causing people to deplete their savings, sell their 
United States Defense bonds; causing retailers, wholesalers, and 
manufacturers alike to resort to heavy bank loans to finance slow- 
moving inventories, blocked at the consumer-purchase level by this 
regulation. The facts and statistics have been astounding. They 
have been glossed over and covered up by those who propose consumer- 
credit regulation. 

The fact that 60 percent of American retailers hold their own 
consumer paper and do not rediscount it so that credit sales by these 
merchants to consumers throw no new money into circulation and, 
in fact, tetard rather than increase the velocity of money turn-over, 
hence decrease the inflationary effect of business—the Federal Reserve 
Governors never brought to your attention. They have inferred, 
to this and the Senate committee, that the consumers’ use of credit 
starts an endless chain of rediscounting and bank lending which 
creates new currency, knowing, of course, that the only possible 
inflationary impact of consumer credit lies in those transactions 
which do result in the creation of new money through bank loans. 

The Board has never mentioned to the committee that even in the 
cases where consumer paper does reach the banks, in actuality it 
displaces and replaces the existing paper of retailers, wholesalers, and 
manufacturers, representing loans made to industry and business to 
produce and carry in inventory the products these consumers now 
buy. The consumer’s note takes up and in quick time pays out 
these already existent bank loans. Indeed, if it were not so, how 
could these loans ever be repaid at all? Surely not from the proceeds 
of cash consumer transactions. 

In the spring of 1951, the Federal Reserve System told you how 
regulation W had helped to decrease outstanding consumer indebted- 
ness by $500 million. What the System did not tell you was that 
in the same months, loans to manufacturers and retailers had increased 
more than this same amount, to carry in warehouses goods manu- 
factured but which could not yet be sold because of regulation W. 

In behalf of the manufacturers, wholesalers, retailers, and the 
various types of bankers in whose hands the future of the consumers’ 
durables goods industry rests, we ask you to delete from the Defense 
Production Act the Authority to regulate the budgeting of the 
incomes of the little families of this country; the same authority 
which also holds over the head of the great durables industry the 
sword of impending, costly regulation. 

We ask the deletion of this authority, particularly at this time when 
the Federal Reserve System and the whole Administration admit there 
is no need whatever for the control which it permits. 

The National Foundation for Consumer Credit, therefore, asks 
that the legislative authority on which the regulation is based, be 
deleted from the National Production Act. As we said, and as we 
asked last year, and as we asked the Senate earlier this year. Thank 
yeu, gentlemen. 

The CxHarrmMan. When the question of the imposing of direct 
controls was considered, a great argument was made by those opposed 
to them that all we needed were indirect controls; 
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Senator Myers. Well, the Federal Reserve System, itself, says 
there is no need for this control today. 

The CuarrMan. I know, but I am just saying this is just what 
actually happened, and I think you remember that, that the great 
argument against direct controls was that the indirect controls would 
accomplish the purpose, and all of those who were opposed to direct 
cuneate great majority of them—were saying that all we needed 
were the indirect controls, and that they could accomplish the purpose 
that was sought to be achieved. 

Senator Myxrs. Of course I have not heard their testimony, 
Mr. Chairman, but I think most of those people have changed their 
position. 

The CuarrMan. I think so. 

Senator Myxrs. I believe that was the position taken by the 
United States Chamber of Commerce and yet recently they changed 
their position, and have now come out for outright repeal of the 
legislative authority on which regulation W was based. 

However, I think, regulation is a direct control; it seems very 
direct to me. Furthermore, if we allow business—which we should, 
through the controlled materials plan—to manufacture so many 
automobiles, and so many refrigerators, and television sets, and other 
consumer durables, we should not deny the people the privilege of 
purchasing that merchandise on credit? 

The CHarrMan. I am not making any argument to that effect. 

Senator Myrrs. I know you are not, Mr. Chairman. 

The CHarrman. I am not making any argument against the lifting 
of those controls now. I think probably they were very wisely lifted. 

Are there any questions? 

Mr. Nicuotson. Is a house not just as essential as an automobile, 
or a television set, or something like that? 

Senator Myers. Of course, it is not only just as important but 
probably much more important. 

Mr. Nicuoxson. Well, regulation X ought to go if regulation W 
goes. 

Senator Myers. I am not entirely familiar with regulation X, but 
I heard a bit of the testimony of the previous witness, and it seems to 
me that there, too, we have rationing by the pocketbook, and it is 
being made very difficult for those of limited circumstances to pur- 
chase a home. 

Mr. Bers. Mr. Chairman. 

The CHarrMan. Mr. Betts. 

Mr. Berts. Then you do agree with the reasons given by the 
Federal Reserve for the relaxation of regulation W. In other words, 
there is no present inflationary pressure, is that correct? 

Senator Myrrs. I never believed that regulation W could curb or 
did curb inflation. I do not think it had any effect upon it at all, 
except at times to contribute to inflation. In fact, over the years, the 
Federal Reserve had given many various reasons, when they came to 
the Congress and asked to have the authority restored or continued. 
They gave many reasons, some of which had nothing to do with curbing 
of inflation. 

The curbing of inflation happened to be one of them but in our 
studies of this subject, we do not believe that it has contributed at all 
to the fight against inflation. In fact the moment consumers stopped 
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buying, the credit of the wholesalers and the retailers increased. The 
wholesaler had the durables in his warehouse. He could not move 
them and therefore he had to go and borrow more money from the 
banks. On that matter I particularly refer you to our statement 
before the Senate committee because we discussed it there at length. 
We are of the opinion—and we have given considerable thought and 
study to the subject—that regulation W contributed nothing in the 
fight against inflation. 

Mr. Fucats. You think regulation should be at the top, then, 
rather than at the bottom? Rather than on the consumer it should 
be on the production level. 

Senator Myers. No, we contend that as long as under the controlled 
materials plan, manufacturers of consumer durables are allowed to 
produce, the wholesalers and retailers should be allowed to distribute 
that production on their own terms. 

We know of no reason why the little fellow should be penalized 
because he does not have the cash on hand to make a large down 
payment, and we feel it is very unfair to penalize him with a regulation 
of this kind. 

Mr. Fucars. Then you would regulate at the top by regulating the 
production? 

Senator Myrrs. No, I see no reason why they should be regulated. 
The materials are allocated, and apparently——— 

Mr. Fuearer. Well, on the basis of allocation of materials. 

Senator Myers. It is purely a question of allocation of materials. 
But we do not advocate that they should be regulated at the top. 

Mr. Fueatn. That would be regulatory, would it not, if you al- 
located materials? 

Senator Mymrs. They are regulated now. Materials are being 
allocated to them now, of course, only because we are in this emer- 
geney. Are you speaking now, generally, or of this emergency period? 

Mr. Fuaeare. Of the emergency period. 

Senator Myers. Well, the Congress has deemed it wise to allocate 
critical materials. However, we apparently have a sufficient quan- 
tity of those materials not only to manufacture the implements of 
war but also to continue with a peacetime domestic economy. 

Mr. Fueare. You have the problem there, with your manpower 
situation, too, when you regulate production at the top level. 

Senator Myers. I am not advocating regulation, but the Congress 
is now regulating industry at the top level, through controlled 
materials program. 

Mr. Fueare. Yes, sir. 

Mr. Burton. Mr. Chairman. 

The CuarrmMan. Mr. Burton. 

Mr. Burton. Do you feel that there has been sufficient change so 
that we can safely take out the authority under which regulation W 
was issued? Do you think there has been that much change from 
the time the law was imposed, until now? 

Senator Myers. Definitely. It is my recollection that production 
in the wood furniture industry is off 40 percent. 

I know that up in Erie, in my State of Pennsylvania, GE closed 
down its refrigeration division, because there is a sufficient supply, of 
course, and this regulation 
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Senator Myrers. More than sufficient, of course. 

Mr. Burton. That, you think, covers practieally all commodities? 

Senator Myrrs. All commodities under this regulation. Undoubt- 
edly. 

The Cuatrman. If there are no further questions, you may stand 
aside, Senator. : 

Senator Myrrs. Thank you. 

The CuHarrMan. Call the next witness. 

The Cierk. The next witness is Mr. Alton M. Costley, representing 
the National Auto Dealers Association. 

The CuHatrMan. Mr. Costley, my good friend Cliff Ware, for whom 
[have a high regard, wrote me a very complimentary letter about you. 

Mr. Costitey. Thank you, sir. 

The CuatrmMan. And I am going to say that is not without influence 
upon me. You must be a good fellow or Cliff would not have recom- 
mended you so highly. 

Mr. Costitry. Thank you very much, Mr. Chairman. 

Mr. Brown. May I say that I have known Mr. Costley of my 
State for a good many years, and he has the confidence of all who 
know him. He is a good businessman, thoroughly honest and honor- 
able. 

Mr. Costiey. Thank you, Mr. Brown. 

The CHAIRMAN. You may proceed, Mr. Costley. 


STATEMENT OF ALTON M. COSTLEY, ON BEHALF OF THE NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Cosritey. Mr. Chairman and gentlemen, my name is Alton M. 
Costley. I am a Buick-Chevrolet dealer in East Point, Ga. I 
appear at this hearing in my capacity as vice chairman of the national 
affairs committee of the National Automobile Dealers Association. 

T am here as spokesman for a large group of representative small- 
business men. The National Automobile Dealers Association is one 
of the largest associations of retail merchants, and its members sell a 
high percentage of all new and used cars sold in this country. It is 
interesting to note, however, that four out of five of the dealers who 
comprise the membership of our association sell, on an average, only 
92 new cars annually. 

Virtually every business group which has appeared before this 
committee has asked for a realistic reappraisal of the need for extend- 
ing the price-control provisions in the Defense Production Act of 
1950, as amended. Most of them have presented evidence that 
ceiling price regulations are totally unnecessary because (1) their 
goods are selling below ceiling prices already; or (2) because their 
goods are in such plentiful supply that legitimate competition protects 
the consumer insofar as prices at which goods can be purchased are 
concerned, 

This is true, also, of the retail automobile business. Ever since 
the imposition of a special ceiling-price regulation in March 1951, 
used cars have sold generally throughout the Nation at prices below 
OPS ceilings. From the date on which controls were first established, 
the production of new cars has far exceeded expectations of Govern- 
ment and industry. In fact, if production continues in accordance 
with the present materials-allocation program, the total new-car pro- 
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duction in 1952 will be the fourth highest in the history of the 
industry. 

New ears are available everywhere all over the Nation. The public 
is in a position in many instances to purchase cars below ceiling 
prices. Actually, most new-car dealers today find they are exhaust- 
ing the supply of customers rather than the supply of new automo- 
biles. 

Therefore, the need for Government price controls cannot be es- 
tablished on the basis of short supply of new or used cars. Compe- 
tition, the real price stabilizer, is at work in our industry. This con- 
dition, which is normal, does not call for controls of any nature. 
Free, unhampered competition guarantees the public the lowest 
possible price. 

In addition to the above facts, I would direct your attention to 
the action taken by the Federal Reserve Board on May 7, when 
regulation W, relating to consumer installment credit, was suspended 
in its entirety. We are gratified by this realistic action. The Board 
said, ‘This action was taken after careful review of developments in 
the economy generally and in the markets directly affected by the 
regulation.”’ 

We had hoped the Director of Price Stabilization would approach 
the problems relating to our industry on the same realistic basis. Our 
experiences during the last year have proved conclusively that this 
has been wishful thinking on our part. 

Gentlemen, all of this evidence, plus our day-to-day experience 
clearly indicates to us that the need for controls in the retail automo- 
bile industry is, like yesterday’s love affair, all over now. 

Even during the time that some felt there was a crying need for 
controls to stabilize prices and prevent further inflationary spiraling, 
experience in our industry has shown that the agency charged with 
administering such a program has attempted to do so by promulgating 
regulations which are inequitable, unrealistic, arbitrary, and dis- 
criminatory. 

These regulations have been ambiguous and confusing, have re- 
quired roll-backs in customary charges and prices, have not preserved 
customary business practices, and have caused substantial reductions 
in dealers’ customary margins over their base-period costs. 

This Congress, our greatest bulwark against all forces which would 
destroy or alter our basic freedoms, wrote into the original Defense 
Production Act of 1950, the requirement that price controls should 
be administered as fairly and equitably as possible and with a mini- 
mum of disturbance to normal industry practices. Congress recog- 
nized later (in 1951) that the Office of Price Stabilization ignored the 
intent of Congress and materially changed our normal business prac- 
tices. For that reason, Congress found it necessary to express its 
intent more clearly by adoption of the Herlong amendment in the 
Defense Production Act as amended. 

Even this amendment has not stopped the Office of Price Stabiliza- 
tion from administering regulations affecting our industry on a “profit 
control” rather than a “price control’’ basis. 

We want you to know what is happening to small-business men 
under the present administration of this ‘‘profit control’ program. 

OPS is attempting to destroy the competitive features of our 
business by bringing about uniformity in charges, prices, and practices 
to be followed by dealers in arriving at their ceiling prices. 
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Ours is an industry of individual small-business men, and is one 
of the most competitive businesses in the country. To destroy the 
competitive features of automobile retailing injures the public and 
literally destroys the business. 

To demand of our industry uniformity in practices and prices can 
have no other effect but to require substantial changes in most 
dealers’ prices and practices, a result clearly not intended by Congress. 
In other words, the adoption of a “uniformity” policy by the Office 
of Price Stabilization has required substantial roll-backs in many 
dealers’ prices, and has deprived those dealers of their customary 
percentage mark-up over costs, a result clearly prohibited by Congress. 
The Herlong amendment, we believe, was enacted by Congress to 
prevent this. 

OPS regulations for our industry are ambiguous and confusing. 
For more than a year we have pleaded with the Office of Price Stabili- 
zation for clarification and interpretation of the agency’s regulations, 
many of which involve terminology entirely foreign to our industry. 
For example, the regulation permits the use of a ‘preparing and con- 
ditioning’”’ charge in determining ceiling prices for new automobiles. 
Dealers generally have not used such a charge, but have used a 
‘delivery and handling” charge. OPS now says, however, that these 
terms do not describe the same charge, nor do they make any pro- 
vision in their regulation for a ‘delivery and handling” charge, even 
though we have included this charge in our price structure for more 
than a quarter of a century. 

In spite of repeated requests, however, Office of Price Stabilization 
officiais have stubbornly refused to clarify, interpret, or change their 
regulation. Instead they have dismissed our pleas with the weak 
and arbitrary excuse that “the terminology is simple, direct, and self- 
explanatory.’”’ We submit, gentlemen, that is not the truth. 

The best evidence that we can offer as to the fallacy of this state- 
ment is the fact that many dealers throughout the country are now 
facing court action for substantial damages simply because the 
Office of Price Stabilization dogmatically insisted upon using its own 
terminology instead of using prevailing industry terms, and because 
they have consistently refused to clarify the terms employed. For 
example, one small dealer has been sued for $82,227, simply because 
the Office of Price Stabilization would not tell him what they meant by 
the provisions of the regulation. In one State, 86 out of approximately 
250 small individual businessmen of our industry are now facing 
prosecution because of the Office of Price Stabilization’s arbitrary 
attitude in this situation. There must be something wrong with the 
regulation if that many dealers in one State can be in difficulty. 

Not only are new-car dealers being prosecuted due to confusing 
terminology, but these same small-business men are suffering irrep- 
arable and unjust damages to their reputations as businessmen, with 
serious loss of customer good will as a result of unfair publicity. The 
releases to the public press by OPS officials in many sections of the 
country show clearly that OPS is more concerned with besmirching a 
dealer’s good name than in honestly prosecuting willful violators of the 
law. This, in our judgment, is persecution. To the average news- 
paper reader—our customers—these OPS news releases are indictments 
which vindication by a court of law will not erase from the mind. Such 
indictments, if you please, do not come from courts of law or juries of 
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our peers, but from temporary Government officials representing a 
temporary Government agency, who are wholly unfamiliar with our 
customary business operations. 

The businessmen who are being persecuted in this manner are small- 
business men just like those on the Main Streets in the towns and 
communities of your own districts. These businessmen have lived 
their lives, built successful businesses, reared their families, and in due 
time have become leaders in the business, civic, and social affairs in 
their communities. Did Congress intend, as some OPS officials 
obviously believe, that the business lives and reputations of these 
patriotic citizens be sacrificed on the altar of an ambitious make-work 
program? To us such an absurd question needs no answer. 

Not only are reputations being ruined but some small dealers are 
actually being driven out of business by this type of unjust treatment. 
For example, a small dealer who normally sold approximately 40 new 
cars a year, last week went out of business explaining that he had 
become “weary of Government controls.” 

The foregoing facts prove to us that these officials are more interested 
in persecuting small-business men than in issuing simple and practical 
regulations and keeping the industry fully informed as to those 
regulations. 

Even today, after repeated pleas and requests that the regulations 
be changed and simplified, the Office of Price Stabilization is more 
concerned with spending its time in insignificant and unimportant 
changes rather than facing the major issues and resolving the real 
difficulties. Within the past few days the Office of Price Stabilization 
has indicated that it intends to amend the regulations for our industry 
in many trifling respects, but they still refuse to make the real changes 
that will solve our industry’s problems. 

Not only are we confused, but it seems clear to us that the Office 
of Price Stabilization is in doubt as to the proper charges to make 
under their regulations. 

As an example, two new-car dealers handling the same make of 
automobile, asked identical questions of two OPS officials. These 
dealers asked permission to make a certain charge for services rendered 
to their customers. In letters written on the same date, one dealer 
received permission to use the requested charge and the other was 
denied permission. This situation is further aggravated by the fact 
that those dealers are selling in the same marketing area and each is 
fully aware of the information received by the other. 

We have urged consistently that before price regulations be issued 
for our industry, representatives of our industry be consulted and 
their recommendations be given serious consideration. 

This the Office of Price Stabilization has failed and refused to do, 
even though specifically directed by Congress to follow such a pro- 
gram. The first so-called tailored regulation for our industry was 
issued on March 2, 1951, over 2 months after the price-control pro- 
gram was inaugurated, but an industry advisory committee was not 
appointed until 60 days later. Our sad experience under that regu- 
lation issued on March 2 conclusively proved to us that it was a wise 
requirement indeed which Congress imposed on the Office of Price 
Stabilization that industry should be consulted before the regulations 
were issued. 
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In spite of this direct need for consultation with industry, there has 
been but one meeting of the industry advisory committee since the 
original organization meeting, which is a period of more than a year. 
At that one meeting since organization, industry representatives 
pointed out many serious difficulties that confronted dealers under 
the regulation promulgated by the Office of Price Stabilization with- 
out consultation with the industry, and made concrete recommenda- 
tions that would have removed much of the confusion and serious 
difficulties confronting dealers under the regulations arbitrarily 
imposed. 

It is our opinion the present regulations do not incorporate any of 
the recommendations of substance made by these industry representa- 
tives, despite the agency’s statements to the contrary. 

We cannot successfully operate our businesses under such a program 
of confusion, dedicated to controlling profits and imposing upon our 
industry roll-backs and cost-absorption techniques, and otherwise 
squeezing operating margins, particularly at a time when dealers’ 
operating costs are increasing daily and when there is a marked and 
progressive decline in their over-all profits. 

Our business-management survey for the first quarter of this year 
showed that for dealers selling from 1 to 150 new vehicles annually, 
fixed expenses have risen more than 22 percent during the past year on 
top of substantial increases previously recorded; their operating 
profits, before Federal taxes, dropped to 1.9 percent of sales. 

Incidentally, gentlemen, as Members of the Congress, you are 
vitally interested with the problem of tax revenues, so it becomes a 
matter of grave concern when the profits of such a large industry as we 
represent are rapidly approaching the vanishing point. 

Since the price-control program for our industry as now set up and 
administered does not benefit the buying public—used cars are selling 
below ceiling prices and new cars generally are in such plentiful 
supply that a free competitive market is controlling prices—we urge 
the Congress to eliminate price controls from the Defense Production 
Act of 1950, as amended, if that act is extended beyond June 30, 1952. 

In requesting the elimination of price controls, we are aware that 
there is a companion problem insofar as the decontrol of wages and 
salaries is concerned. We do not presume to be experts in the field 
of wage and salary stabilization, but it appears to us that if price 
controls are removed, the removal of wage and salary controls must 
necessarily follow. 

We urge upon this committee that all controls authorized by this 
act relating to the retail automobile industry be removed immediately. 

However, if in the wisdom of Congress it is decided that the inter- 
national situation is in such a state of uncertainty that you cannot 
determine what conditions will prevail in 3 months, 6 months or 
longer, then the automobile dealers of America are content to rely 
upon your judgment in providing for economic controls on a stand-by 
basis. But we feel any reimposition of controls over business should 
be a matter to be determined by the Congress—and by the Congress 
only. 

I would like to sum up quickly, gentlemen, and say, that if this 
act is continued beyond June 30, there are two very simple things 
that we believe would be of great benefit to our industry, and would 
remove most of the confusion in which we find ourselves. 














1188 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


They are, first, to remove the word “hereafter” from the Herlong 
amendment. By so doing, we will be able to bill all of our cars on 
the same basis. 

And, secondly, to change the word ‘‘sellers” in the Herlong amend- 
ment to “selling.” By. doing that, we will remove the handling or 
the enforcement provisions of the Office of Price Stabilization from a 
group basis to an individual basis, and since our dealers are individual 
operators, with no relation to any other, their actions must be deter- 
mined on an individual basis. 

The CuarrMAN. Mr. Costley, we are very glad to have your views. 

Are there any questions? 

Mr. Barrert. Mr. Chairman. 

The CHarrMan. Mr. Barrett. 

Mr. Barrett. I was wondering if the witness would tell us, what 
do you do with your trade-in cars if they come in such abundance 
that you cannot dispose of them quickly and they are taking up 
your space? 

Mr. Costiey. That has been one of our problems. The time is 
coming when we will have to handle more used cars than new ones. 
We have to get increased space, we have to get increased recondition 
ing facilities, increase our selling efforts, and dispose of them as best 
we can in the open market. 

Mr. Barrert. I take from your testimony that you are interested 
in the abolition of regulation W? 

Mr. Costiey. We are delighted that the regulation has been lifted 
and we hope that it will be out of the act. 

Mr. Barrett. I would like, then, to ask just an academic question. 

We have experienced, up where 1 come from, the fact that some of 
the unscrupulous used-car dealers take these automobiles sent to 
them by agencies, reputable agencies, and sell them for $10 down and 
pay as you enjoy the pleasure of the car. Two boys, underage, two 
men who say they would like to get a car for work-transportation 
reasons—many of them are operated by boys who are known as 
“hot-rod operators.” How could you control that situation if we 
wiped out regulation W? 

Mr. Costitey. Mr. Congressman, in most States, certainly in Geor- 
gia, we are not permitted to sell a minor, and the cars that you 
describe, we hope, are junked and taken from the streets, and we have 
a very effective program, joined in by some of the manufacturers, 
through which these junked cars are removed from the streets. 

We describe cars as being junked when they are of questionable 
value as to future transportation. 

Mr. Brown. You have recently been allocated more essential ma- 
terials going into the construction of cars; have you not? 

Mr. Costiey. Yes, sir; we are now operating on the basis, as far 
as information we are able to get tells us of, I believe, 4,600,000 cars 
for this calendar year, which, as I said in my statement, will be the 
fourth largest in the history of the industry. 

Mr. Brown. That is all. 

The Cuarrman. We are very glad to have your views, Mr. Costley, 
and we will consider them when the committee goes into executive 
session. 

Mr. Costiry. Thank you, Mr. Chairman. 
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The CHarrMAN. The Committee will recess to meet this afternoon, 
at 2 0’clock. There is a committee bill coming up in the House on the 
consent calendar and we will have to be there. 

(Whereupon, at 12:08 p. m., a recess was taken to reconvene at 
2 p. m. the same day.) 


AFTERNOON SESSION 


(Whereupon, the Committee reconvened at 2:00 p. m., pursuant to 
its recess.) 

Present: Chairman Spence (presiding), Messrs. Brown, Rains, 
Bolling, Burton, Fugate, Wolcott, Gamble, Talle, Cole, Nicholson, 
and McDonough. 

The CHarrMan. The committee will be in order. 

The Cuierk. The first witness this afternoon is Mr. Paul Selby. 

The CuarrMan. You may proceed, Mr. Selby. 


STATEMENT OF PAUL L. SELBY, EXECUTIVE VICE PRESIDENT, 
NATIONAL CONSUMER FINANCE ASSOCIATION 


Mr. Setry. Mr. Chairman and members of the committee, the 
National Consumer Finance Association is the national trade associa- 
tion of the licensed small-loan companies that are operating under 
State license and supervision in about 35 States, which have adoptd 
the uniform small-loan law in whole or in part. 

We were anxious to get this statement of our position in the record 
before the committee. I have prepared a brief statement which [ 
would like to read, to submit for the record, and then make some 
comments on it. 

The National Consumer Finance Association is the national trade 
association of the licensed small-loan companies which operate under 
State license, State supervision and regulation in 35 States which 
have adopted the uniform small-loan law in entirety or in such sub- 
stantial part as to make State regulation effective. I appear as the 
executive vice president of that association and speak on behalf of 
its members whose operations embrace roughly 75 percent of the 
licensed and regulated consumer installment-loan business of the 
country. 

Our industry is vigorously opposed to Federal control of consumer 
credit. The business is intrastate in character and is rigidly regulated 
by State laws which restrict operations to the licensed office location 
in a local community. These State laws prescribe maximum size of 
loan, maximum rates of charge, and in many States, prescribe a 
maximum length of term. Federal regulation is unnecessary and 
imposes additional burdens of record keeping, investigation, and 
reporting upon an industry already rigidly controlled and supervised, 
and increases the cost of operations. 

We urge that the portion of the Defense Production Act of 1950, 
title VI, which confers authority on the Board of Governors of the 
Federal Reserve System to regulate or control consumer credit be 
deleted in the event the Defense Production Act should be extended 
beyond its present expiration date of June 30, 1952. In support of 
this contention, we submit that: 
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NO JUSTIFICATION FOR CONSUMER CREDIT CONTROLS 


1. Consumer credit regulations which interfere with the normal 
flow of consumer goods into buying channels have lost whatever 
justification, if any, they ever had. It is difficult to find justification 
for consumer credit controls. In 1941, the objective most emphasized 
was to divert strategic materials into war production, but allocation 
of materials solved that problem. Later in the war and after VJ- 
day, the emphasis shifted to alleged control of inflation and the 
administration urged the Congress to extend consumer credit controls 
through the peace years as an anti-inflationary measure. The Presi- 
dent’s message this year avoided reference to consumer credit control 
as a tool against inflation. It is significant to note that a different 
set of reasons has been assigned for each recurring request for power 
to control the private citizen’s use of his private credit. 

Since the suspension of regulation W by the Federal Reserve Board 
as of May 7, 1952, the request for extension of authority is more 
nebulous than ever, for no reason is now assigned for further delegation 
of congressional authority to regulate consumer credit except the 
contingency of changed economic conditions in the future. The 
Congress alone has authority to act in the premises and should not 
thus lightly delegate its authority to administrative agencies. Twice 
in the last 3 years Congress has found it necessary to curb the Federal 
Reserve Board in regard to consumer credit controls. If some 
national emergency not now foreseeable should occur the Congress 
could take prompt action to initiate a proper system of controls, but 
it is unwise to delegate stand-by authority under existing conditions. 

In 10 years’ experience with this type of controls there are yet to 
appear any economic benefits which can be established by the record. 
The Government’s authority to restrict and allocate strategic ma- 
terials for defense production is sufficient and is being used as needed. 
Consumer credit controls can contribute nothing of value in that 
area. After Korea, there were dire prophecies of impending scarci- 
ties in consumer goods lines. For a time there was a wave of scare 
buying which soon dissipated as full inventories and continuing 
production convinced a doubting public that their needs could be 
satisfied in the normal course of buying. For many months the 
market has been soft. There are no imminent scarcities in consumer 
goods. In many lines there is a surplus. There is no economic 
purpose to be served by retarding the movement of surplus goods, 
already manufactured, into the hands of consumers. 

If price controls are continued prices cannot become unstabilized. 
If certain lines are removed from price control it will be because 
prices have softened and demand is slack. In either of these events 
consumer credit control could not and would not have any measurable 
effect; it would serve no purpose. 


CANNOT REGULATE BUYING HABITS BY CONSUMER CREDIT CONTROLS 


2. Consumer credit controls do not and cannot regulate the buying 
habits of the public. The Federal Reserve Board opposed relaxation 
of regulation W terms last year. Congress placed a minimum limita- 
tion of 18 months on terms. The prophecies of the Federal Reserve 
Board proved false. People did not increase their buying pace after 
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the terms were increased from 15 to 18 months. On the contrary, 
savings increased and buyers stayed out of the market. No sudden 
spurt in consumer credit resulted. Other factors, much more potent, 

overn the decision to buy or not to buy. At long last the Federal 
Reserve Board did suspend regulation W on May 7. The downward 
trend had been obvious for months. 


DISCRIMINATORY 


3. Selective control of consumer credit is an iniquitous thing in that 
it violates the basic American principle of equal treatment under law. 
Under regulation W the wealthy and those with cash can buy all they 
want and pay cash. Only the middle and lower income groups are 
restricted. Regulation W acts only to restrain the hard-pressed 
families—the workers who produce the goods they are restrained from 
buying.- Other Defense Act regulations affect all classes. Only regu- 
lation W seeks to ration goods by the pocketbook. This discrimina- 
tory class legislation arouses a feeling of distrust and resentment in 
the public mind. In our business we deal with the intimate financial 
problems of the American family. We know the people who work in 
factories and in the shops and in offices on modest salaries. They are 
people of integrity—the good American citizens who do the work in 
our great mass production system. They pay their debts and show 
amazingly good judgment in making and keeping contractual com- 
mitments. Why, they ask, should those with cash accumulations, the 
executives, the bankers, and high Government officials, be allowed to 
buy without restraint, while we who work are supervised, limited 
and restrained in enjoying the possession, use and enjoyment of the 
products of our labor through private contracts of installment credit? 
If there be hardships to endure for the country’s welfare, why not all 
classes share equally in those hardships and inconveniences? 

This complaint is not that of individuals alone. Great organiza- 
tions of workers are speaking out against this type of regimentation, 
including the United Mine Workers, the A. F. of L. United Brother- 
hood of Carpenters and Joiners, International Brotherhood of Electri- 
cal Workers, A. F. of L., the CIO, and other labor organizations. 


INVASION OF PRIVATE RIGHT OF CONTRACT 


4. Consumer-credit regulation is an invasion of the right of the 
individual to make private contracts with merchants and lenders. 
The family purchasing and borrowing procedures involve endless 
variety. Each transaction must be tailored to individual needs, 
conditions, and capacities. These families are not regimented classes. 
They should be afforded the opportunity for free choice. Experience 
has demonstrated that consumer credit is better risk than commercial 
loans and foreign debts. The individuals who make up the public 
at large have proved in countless personal transactions that their good 
judgment can be relied upon. They do not need a Government in- 
spector to supervise their day-to-day living. In proportion to income, 

eople are now using less consumer credit than they used prior to 
World War II. Even during the scare buying after Korea the in- 
crease in consumer credit outstandings was lesggthan the normal pro- 
portion to sales. It was a temporary increase and was more than 
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offset by the decline in consumer credit when the scare buying tapered 
off early in 1951. Consumer credit has remained at almost constant 
level since, even after the Congress wisely placed a minimum of 18 
months on Federal Reserve Board authority last year. 


NOT A PROPER FUNCTION OF FEDERAL GOVERNMENT 


5. In its administration of regulation W controls, the Federal 
Reserve Board cannot do a good job; nor could any other Federal 
bureau. There is always a time lag between the incidence of a trend 
and the compilation of statistics which reveal the trend. In addition, 
other considerations and administration policies and objectives enter 
into the thinking of administrative agencies. Theoretically, con- 
sumer-credit controls are supposed to be flexible and responsive to 
prevailing economic conditions. The Federal Reserve Board has 
consistently refused to adopt the terms of the regulation to changing 
conditions or to follow the intent of the Congress in its administration 
of the act. As pointed out before, in connection with the extension 
of the Defense Production Act of 1950 last year, the Congress found 
it necessary to impose minimum limitations on the authority of the 
Federal Reserve Board to impose terms more rigid than 18 months on 
installment contracts on certain listed articles. The Board suspended 
regulation W only after extreme pressure from industry and from the 
public. There is no reason to believe that the attitude of the Federal 
Reserve Board has changed. In the light of experience, regulation W 
authority should be deleted from any extension of the Defense Produc- 
tion Act. This is one Federal bureaucratic function which could be 
terminated at a saving of many hundreds of thousands of taxpayers’ 
dollars and never be missed. 


INSTALLMENT LOAN CREDIT IS A NECESSITY 


6. Installment loan credit is a necessity in the changing events of 
family life in America. Most of the purposes for which installment 
cash loans are made are for purposes other than the purchase of dur- 
able goods, hence do not fall within the stated objectives of regulation 
W. Cash loans to consolidate accumulated bills already owing con- 
stitute the largest single classification of loans made by small loan 
companies. These loans are not inflationary. They do not create 
additional indebtedness. They simply change existing obligations 
from a number of creditors to one creditor and are made to fit the 
family budget on an income basis. Only a minor portion of the loans 
made by licensed small loan companies are for the purchase of listed 
articles within the contemplation of regulation W, and the over-all 
volume of such loans to purchase listed articles is so small that it has 
no measurable effect on the inflationary problem. Consumer install- 
ment loan service is vitally necessary to the American family. It is not 
inflationary in character, and we contend that the business of making 
cash loans to consumers is not a proper subject for Federal regulation. 


CONCLUSION 


Federal control of, consumer credit should be abolished. ; No 
stand-by authority should be granted. The members of National 
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Consumer Finance Association are loyal, patriotic American citizens 
and conformed to regulation W while it was the law of the land. If 
they felt that a restoration of consumer-credit controls was of any 
benefit to the country or would advanee the defense effort in any 
substantial way they would go along with it as an emergency regula- 
tion. However, the experience of the last 10 years has proved that this 
type of regulation is not only futile and useless, but is discriminatory 
in operation and un-American in principle. It serves no sound 
economic purpose. It does not contribute to the war effort nor to the 
defense effort under current conditions, and certainly has no place in 
a peacetime economy. We respectfully urge that all authority for 
Federal regulation of or control over consumer credit be deleted from 
the Defense Production Act. 

Now, I am, as I said, the executive vice president of the association. 
This association represents approximately 75 percent of the business 
done by. these licensed companies in the United States, but I would like 
to add that I know of no dissenting voice anywhere in the industry. 

As to the position which we take against any extension of authority 
to regulate consumer credit, because the industry is vigorously opposed 
to Federal control of consumer credit, this is the peculiar thing about 
our business: We are perhaps the most strictly regulated by State 
law of any type of business in the country. We operate under 
license, under Rate supervision, State examination, under explicit 
and strict restriction as to the maximum amount of loans which may 
be made, and the length of terms under which they may be extended 
in most of the States. So that we are already under a strict regulation, 
under State law, as this Federal regulation might provide, but the 
Federal regulation imposes additional burdens of record keeping, 
investigations, and reporting upon an industry already rigidly con- 
trolled and regulated by State law, and thus increases the cost of 
operation to the public. 

Now, our position is this: We urge that that portion of the Defense 
Production Act—title VI, to be specifie—which confers ‘authority 
upon the Federal Reserve Board to regulate and control consumer 
credit, be deleted in the event there should be any extension of the 
Defense Production Act beyond June 30. 

And in support of that contention, we submit that there is no 
justification for consumer-credit controls. This statement was 

repared last week, and the next day the Board suspended the regu- 
ation, which is conclusive proof of the position we take, that there 
is no justification for it at this time. 

But I would like to point out that it is extremely difficult to find’ 
the justification explained for regulation W. 

Mr. Coir. You mean under any circumstances? 

Mr. Se.tpy. Under any circumstances. You go back over the 
history of it to 1941, and the reason claimed was to divert strategic 
materials into war production. That was out when allocation of 
materials came along. 

Later in the war the emphasis was shifted to the fact that this is an 
inflationary control, which we have disputed all the way through. 

The President’s message this year omitted any reference to the 
control of inflation by extending the regulation W authority. But it 
is significant to note that at each successive stage when the Federal 
Reserve Board and the administration asked for authority to regulate 
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consumer credit that they have always assigned another set of reasons 
as to why they should have this control over the private citizens’ 
right to use his private credit. 

At this time there is no reason assigned for the extension of the 
authority by the administration or the Federal Reserve Board, except 
the contingency of changed economic conditions at some time in the 
future. We don’t know what that would be. And our principal 
point on this phase of the question is simply this: That the Congress 
alone has authority to enter into this area of regulation, and should 
not thus lightly delegate that authority to any administrative agency. 

Just in support of that thesis, let me point out that twice in the last 
3 years this Congress has found it necessary to curb overextension or 
abuse of authority by the Federal Reserve Board—once when you 
passed an act terminating regulation W controls, and then again last 
year when you placed the 18 months’ floor under the authority of the 
Federal Reserve Board. 

Now, then, the pressure is on again from industry across the 
country to terminate regulation W controls, and in the light of this 
consideration by the Congress now we have a suspension. 

I would like to point out that if any national emergency should 
occur this Congress would be in session. I don’t think there is any 
doubt about that, and you can immediately restore any proper control, 
although we would sincerely hope that any new type of control over 
consumer credit would be of an entirely different type than that which 
has heretofore been used in regulation W, but certainly it is unwise to 
delegate stand-by control authority under these circumstances. 

I listened this morning to the statement made by ex-Senator 
Myers on behalf of the National Foundation for Consumer Credit, 
and I would like to say for the record that we endorse the sentiments 
expressed by the National Foundation for Consumer Credit through 
ex-Senator Myers, and I have read the statement which he submitted 
and we concur in the arguments which they propound. 

So I doubt if I should take further time now to go into the discus- 
sion of the economic conditions. I believe, Mr. Chairman, and 
members of the committee, that you are sufficiently familiar with them 
to appreciate the fact that there is now no occasion justifying a 
control of this type. 

I would like to comment, though, upon another angle: that you 
cannot, under any circumstances, regulate buying habits of the public 
by consumer controls. 

That has been argued all the way through the last 10 years’ experi- 
ence, that you could regulate buying habits. 

Take the example that happened last year. The Federal Reserve 
Board, you will remember, vigorously opposed relaxation of terms to 
18 months. All their dire prophesies of impending doom never took 
place. There was no sudden spurt or upsurge in consumer credit 
outstanding after terms were relaxed. 

As a matter of fact, the trend has been the other way, and we have 
seen a downward trend in outstandings in consumer credit ever since 
the relaxation from 15 to 18 months. 

Another thing: Savings increased. There is purchasing power in 
the country adequate to buy, but buyers are not going into the mar- 
ket place to buy their goods, and I point that out as an illustration 
of the argument for which we have contended for years; namely, that 
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you cannot regulate buying habits through these consumer credit 
controls. 

I think it is quite obvious to this committee that these controls 
are extremely discriminatory and un-American in principle. 

Senator Myers was talking about rationing by the pocketbook. 
I would like to emphasize that point, that under regulation W pro- 
vision, the wealthy and those with cash are not restrained in any 
respect whatsoever in going into the market and buying any type 
of durable goods or soft goods that they want to buy. It is only the 
middle and lower, income groups who are restricted by a regulation 
W-type of regulation, the hard-pressed families and the workers who 
produce the goods that they are restrained from buying. 

All your other regulations do treat everyone alike, and if there are 
burdens to be borne, in the name of patriocism and the common cause 
of defense, the burden should rest equally upon all classes of people. 

Mr. Cote. Equality of sacrifice. 

Mr. Se.sy. Equal sacrifice upon all persons; yes, sir. And this 
point is becoming realized. 

There used to be many people who went along with the theory of 
regulation W. Labor organizations, for example, were for it at one 
time. But you have heard, before your great organizations of workers 
speaking out against, I need only to mention the United Mine Workers, 
the American Federation of Labor, Brotherhood of Carpenters and 
Joiners, International Brotherhood of Electrical Workers, and more 
recently, the CIO and other labor organizations. 

Industry, I think, is united—that is the employer industries of the 
country, manufacturers as well as distributors. 

Now with the labor organizations and the credit grantors, it is 
practically a unanimous voice of industry in opposition to the controls. 

Why should there be a regulation over the right of private individ- 
uals to make private contracts with merchants and leaders? The 
family purchasing power, the family purchasing requirements, and 
the borrowing procedures are of endless variety. 

Each transaction must be tailored to the individual needs, condi- 
tions, and capacities. Families are not regimented classes. They 
should be afforded an opportunity for free choic e, and experience has 
demonstrated that consumer credit is a better risk as commercial loans 
than foreign debts of the commercial banks. 

The individuals who make up the public at large have proved in 
countless personal transactions that their good judgment can be relied 
upon. They are not overextending themselves. They do not need 
a Government inspector to supervise their day-to-day living. 

In proportion to income, people are now using less consumer credit 
than they did in the prewar days. And I would like to emphasize 
that, in attempting to regulate personal buying habits; the Federal 
Government is stepping into a field where it does not properly belong, 
and cannot function. 

Neither the Federal Reserve Board nor any other administrative 
bureau can operate effectively and efficiently in this field. There is 
always a time lag between the incidence of the trend and the compi- 
lation of statistics 2 or 3 months later. You are alw ays too late, I 
don’t care whether it is the Department of Commerce or the Federal 
Reserve Board or any other bureau, you are always too late in measur- 
ing the trends and changing the regulation. 
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Theoretically, consumer credit controls are supposed to be flexible. 
But we have seen an illustration in the last 6 months of where they 
have carried on with the regulations beyond the point of danger. 

It may well be argued that the Federal Reserve Board has now 
demonstrated that it is flexible in its dealing with this question of 
regulation W controls. I would like to reemphasize what Senator 
Myers emphasized this morning: that suspension at this time—last 
week— is only proof of a thing that industry has been claiming for the 
past 6 months, and that they are too late, always too late, in shifting 
from one position to the other. 

This Congress should retain a control to meet that situation if con- 
ditions do change. And so we contend that in the light of experience, 
and on the record, this authority should be deleted from any extension 
of the Defense Production Act, leaving the control authority, if it 
should become necessary, in this Congress. 

I would like to develop the thesis, just for a sentence or two, that 
consumer credit is a necessity in this country. We are not dealing 
with a matter of choice. We are dealing with a necessary element 
in the living habits of the American family. It undergirts the outlet, 
production, and distribution and consumption system at the very 
point of consumption, and from the standpoint of industry and from 
the standpoint of the consumer, these personal transactions of indi- 
viduals, private transactions, should be left free to be tailored to the 
income pattern of the family. 

The record will establish another fact: that we have never had a 
change of as much as 1.5 percent of the consumer purchasing. We 
never had a change in consumer credit outstanding that amounted to 
as much as 1.5 percent of the consumer purchases in the United States, 
in any year, even in the sudden upsurge of consumer credit after the 
World War, and after the incident of the Korean situation. 

In our particular segment of consumer credit, our loans are not 
inflationary because the great majority of them are simply refinancing 
of ordinary store bills and professional accounts and other obligations 
of borrowers, which simply shift the obligation from a number of 
creditors, over to one creditor, where they are budgeted out on a 
monthly installment payment basis. That can’t increase the obliga- 
tion in any sense. So we end with this thesis with which we started: 
that Federal control of consumer credit should be abolished, and no 
stand-by authority should be granted. If the time comes that it is 
necessary to reimpose it, you could do that within a week. And our 
people would go along with it, if it would seem to serve any good 
purpose in a time of great national emergency. That time is not 
here now, and it is not foreseen any time in the near future. 

I would like to emphasize again that consumer credit controls do 
not, under these circumstances, contribute in any way to the war 
effort or the defense effort, and have no place in a peacetime economy. 
So we would like to urge upon you that all authority for continued 
regulation be deleted. 

Incidentally, I would like to leave with you the thought that while 
you are striking out title VI with respect to consumer credit controls, 
you might as well clean the record and get X out of the books too, 
and just strike out the whole of title VI. 

Thank you very much. 
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The CHARMAN. What is the average size of loans your institutions 
make? 

Mr. Sextsy. Well, in $300 ceiling States, the size of the loan runs 
around $190 to $200. That is the average loan made. 

The CHarrMAN. For how long a time? What is the average 
amortization period of those loans? 

Mr. Sevsy. The maximum term that has been permissible under 
regulation W is 18 months for the purchase of any durable goods, 
but the amortization period runs about 15 to 17 months, in those 
States. 

In some States they permit a $500 maximum loan, and in those 
States, when it levels out, over a period of 4 or 5 years, you find that 
the average loan is over $200, $200 to $250, depending upon the 
character of the State. 

The CHarrMAN. What are the usual interest rates? 

Mr. SecBy. They are fixed by statute. In Massachusetts the 
maximum rate is 2 percent per month. In Ohio it is 3 percent on 
the first $150 and then 2 percent on the next $150 and two thirds of 
one percent per month up to the maximum ceiling. 

Those rates vary from State to State, they are fixed by actuarial 
standards, reviewed by every session of the State Legislature, and 
calculated to return a net return of 6 to 7 percent to the industry. 

The CHarrMAN. What are the entire assets of your member 
organizations? 

{r. SetBy. That would be a guess, if I were to attempt to answer it. 

We did a volume last year, of $2.5 billion, total loan credit granted, 
and we have outstandings of loans on our books of about $1.275 
billion today. 

The CHAIRMAN. Do you operate in every State in the Union? 

Mr. Setsy. No, sir; we do not operate in every State in the 
Union, because we operate—the members of our association— 
operate only in those States which have adopted the uniform small 
loan law, in whole or in such substantial part that they are strictly 
regulated. We do not accept as members in our association companies 
who operate in unregulated States. 

The great Commonwealth of Kentucky is a regulated State. The 
State of Michigan is a regulated State. Kansas is not a regulated 
State. That is the answer. We operate in 35 States. 

The CuarrMaNn. Are there further questions? 

Mr. GamB.e. I would like to ask a question. 

The CuarrmMan. Mr. Gamble. 

Mr. GAMBLE. Since the suspension of regulation W, there has been 
no great upsurge in installment buying, that was talked about as being 
in prospect if that should come about; is that not correct, sir? 

Mr. Sevsy. That is correct, and instead of their being an upsurge 
in buying you heard the automobile dealers this morning, and the 
appliance dealers, and the department stores are still telling us that 
sales are lagging, and if they can break even on dollar volume this 
year they will be happy to do it. 

The profit margins are less, and the unit volume, of course, is sub- 
stantially down from what it was some time ago. 

Mr. GamB.e. Isn’t that borne out, too, by a lot of the advertising 
you see in the papers, particularly in the last week? ‘Come in and 
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buy a television at reduced rates,” and so forth. I think that also 
follows for automobile dealers. 

Mr. Se.sy. That is true. The fact of the matter is that these 
stores are so overstocked with inventory that they will usually use 
almost any method to level down to a point where they can carry the 
inventory a little more conveniently from a financial standpoint. 

Mr. GaMBLE. Yes. 

Mr. Seisy. I think that the records show that inventories of goods 
in this country now are over $70 billion. The last figure I saw was 
$71 billion, which is the highest on record. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicnotson. Most of your small loans, in my State, I think, 
are for sickness. Have you any breakdown on that? 

Mr. Seisy. Well, I have breakdowns of figures all the way through. 
As a rule 

Mr. Nicuotson. Isn’t it the same in most States? 

Mr. Seipy. It follows a general pattern, but it isn’t that high. 
The largest single category is the consolidation of debts, which runs 
nearly half of the total loan volume. 

Usually the combined medical, dental, and hospital bills, lumped 
together, run from 22 to 25 or 26 percent of the total volume of loans 
made. That is the usual practice in the States. 

Mr. Nicwotson. In my State we have a $300 limit loan. 

Mr. Sextsy. Well, of course, under a $300 ceiling you cannot finance 
automobiles. 

Mr. Nicnotson. No; I don’t think they finance any automobiles. 
I don’t think they finance any of these things from small loans. Most 
of it is for sickness or medical bills. 

Mr. Setsy. Yes; there is a larger proportion of emergency and 
necessitous loans in that kind of a State. 

The CuHatrman. If there are no further questions, you may stand 
aside. 

We are glad to have your views. 

Mr. Sextpy. Thank you. 

The CuatrMan. The clerk wili call the next witness. 

The CierKx. The next witness is Mr. C. L. Austin, president of 
the Jones & Laughlin Steel Co. 

The CHarrMAN. You may proceed, Mr. Austin, and you may 
insert any pertinent matter you desire into the record. 





STATEMENT OF C. L. AUSTIN, PRESIDENT, JONES & LAUGHLIN 
STEEL CORP. 


Mr. Austin. Gentlemen, my name is C. L. Austin. Iam president 
of Jones & Laughlin Steel Corp. 

I believe that each of you gentlemen has a copy of the statement 
that I propose to make before you. 

I am here today to present some of the general aspects of wage and 
price controls as I view them. But most particularly I propose to 
comment on how the administration of these controls has broken the 
trail to the dark morass into which the steel dispute has fallen. 

Mr. Wotcort. Mr. Austin, perhaps you answer the question in 
statement, but is the position which you take in your statement 
generally that of the steel industry? 
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Mr. Austin. The attitude that I take, I believe, is the general 


attitude of the steel industry, Mr. Wolcott. 


The CHairMAN. Do you come as a representative of the steel 
industry, or as the representative of Jones & Laughlin? 

Mr. Austin. I represent Jones & Laughlin Steel Corp., but I also 
speak in behalf of the steel companies in the Wage case. 

The CHAIRMAN. You may proceed. 

Mr. Austin. At the start I wish to say that I am opposed in princi- 
ple to controls because by their very nature they breed more of their 
kind until they have paralyzed the vitality of honest enterprise. I 
believe that what cancer is to the human body, controls are to the body 
politic and economic. 

We may sincerely believe that we will go only a short way into the 
use of controls, just enough to protect us in what is considered to be 
an emergency. But the point of the auger is sharp and the power is 
gathered quickly and relentlessly. 

I am reminded of how quickly the priorities idea caught hold during 
the last war. In the fall of 1942 I happened to represent the Army on 
a committee for the establishment of a new adjusted priorities pattern. 
All the various claimant agencies were represented. There was no 
trouble in obtaining agreement that certain things like destroyer-escort 
vessels, landing craft, and airplanes should have high priorities. But 
it was amazing to me to see the heat that was generated for priorities, 
not too far down the line, for such things as artists’ materials—to help 
the morale of the people; and for baby buggies—to help advance the 
race. So it went, and so it will always go. 

Now how did controls get us directly into this steel dispute morass? 
Did something Congress do bring it about? It is true that the 
authority for controls sprang from a statute. But Congress in its 
statute entrusted to the executive branch the carrying out of the 
stabilization purpose in a fair and equitable manner. The means and 
the measuring sticks were left to the executive branch to fashion. So 
once again the door was opened to the dictation of men rather than 
laws. 

It became possible for the whim of a man, appointed in the executive 
branch hierarchy, to be decisive in the question of whether profits 
should be controlled instead of prices and in the determination of 
what business should be allowed to make how much. Unfortunately 
for the country the whims soon turned into whimseys that would be 
ludicrous in less serious circumstances. 

We have spectacular opposites shown on two sides of the same coin. 
On Mr. Arnall’s side, he told this committee: 

Most requests for price increases, and most occasions for the application of the 
industry earnings standard come when an industry has experienced cost increases. 
Price stabilization would be a mockery if all cost inereases were automatically 
passed on in the form of higher ceilings. 

Now let us turn the coin to look at Mr. Feinsinger’s side. Does 
he go along with Mr. Arnall’s ideas of stabilization? Not at all. He 
takes off, jet-propelled, in the opposite direction. In the Steel case, 
he not only recommends such a noneconomic item as the union shop, 
but he goes all out on the cost increase side, His recommendations 
seem to say that the cost of living has increased the equivalent of 
9 cents an hour as far as it can be measured so let’s double that and 
come up with 17% cents an hour for a wage increase. Then on top 
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of that, for good measure, let us add something in the way of fringe 
adjustments. In total, the package adds up to a cost of 30 cents 
an hour, or a larger amount than any previous wage cost increase 
for the steel industry in its history. This to me is wage stimulation, 
not wage stabilization. 

Now there, gentlemen, are the two sides of the coin. No wonder 
Prof. Sumner H. Slichter of Harvard was impelled to say a few 
weeks ago: 

The Steel case sharply illuminates the discriminatory differences between wage 
stabilization policies and price stabilization policies. 

Mr. Arnall has said recently that he does not intend to control 
profits. But if he is going to control prices other than by measure- 
ment of profits, he is guarding the secret well. It is difficult to see 
what his industry earnings standard (Eric Johnston formula) is if it 
is not profit control. 

Is it any wonder that in the steel business we believe it was grossly 
unfair for Mr. Roger Putnam to make this statement before this 
committee on April 29: 

So here is the situation we face—the stabilization crisis we face—in the Steel 
case: The steelworkers are satisfied to settle for the wage increases which the 
Wage Stabilization Board recommended for them—within the stabilization 
program. The steel companies, on the other hand, are not satisfied with the price 
increases which are available to them—within the stabilization program. Thus 
the threat to stabilization inherent in this case stems from the demands of the 
steel industry for more of a price increase than the rules allow. 

There you are, gentlemen. The joker is not hard to see. The 
double standard of wage stimulation, on the one hand, and profit 
squeezing, on the other, is being hidden behind the phrase “within the 
stabilization program.” If the stabilization program were designed 
to be as fair and equitable for the goose as for the gander, then Mr. 
Putnam’s statement would be pertinent and reasonable. 

It seems evident to us that we are confronted with bias. I will 
read to you two short paragraphs of a statement made by Mr. Putnam 
to the mayors’ conference in New York on May 15. 

The steel industry has been putting on a propaganda drive that even a Dr. 
Goebbels might envy. It has been one of the most adroit propaganda drives we’ve 


ever seen in this country. It seems to have had some success in confusing a lot of 
people about the facts. 


Mr. Putnam further said: 


Why did the steel companies embark on this calculated campaign of confusing 
the public? For one very good reason. They had no real case on the basis of 
the economic facts. So they had to substitute hokum and try to get us to accept 
it as truth. 

Are these words of Mr. Putnam the statement of an impartial 
public servant, administering the law of the land without favor and 
with equal regard for the rights of all persons concerned? 

When wage costs are viewed by the public members of WSB as 
though these costs operated in a vacuum; when these members seem 
to care only for the protection of the demands of the union instead of 
the protection of the public interest; and when the Price Stabilization 
Office seems determined to follow its own whims as to how much 
strangulation a company like our own can stand and not be choked 
to death—then in such a case we must try to defend ourselves against 
injustice. It seems to have been convenient in this steel wage-price 
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dispute for the right hand of the stabilization administration to be 
kept cloaked in darkness, effectively screened from the view of the 
left hand. 

Admiral Moreell, chairman of the board of directors of Jones & 
Laughlin, Mr. Elliot, vice president, and I called on Mr. Putnam a 
few days before the WSB recommendations were announced. When 
we commented that we had heard rumors that the recommendations 
might add up to a cost of 25 cents an hour, Mr. Putnam smiled in 
disbelief. He said that we must not be so alarmed. He assured us 
we would be surprised at the modesty of the recommendations when 
they were made. 

How well integrated with each other are the Arnall-Fensinger for- 
mulas? Let us look at them together and see for ourselves. 

Chart No. 1 shows the Feinsinger formula for wages which has 
received glowing approval from men high in the present administra- 
tion. As recently as last week two members of the President’s 
official family spoke in a paternal and fraternal manner to the steel- 
workers’ convention at Philadelphia concerning the Wage Stabiliza- 
tion Board and its recommendations in the steel case. 

The first of the three bars on this chart shows the $1.66 average 
hourly earnings (BLS) of steelworkers in. the second quarter of 1950, 
which was just before Korea. 

The second bar shows that the steelworkers’ hourly earnings for the 
first 2 months of this year have increased to $1.89. And the third 
bar shows the $2.14 to which the Feinsinger formula would further 
increase these hourly earnings. This is as they would be shown in 
the BLS tabulation if the WSB recommendations were put into effect. 

The second of my two charts in this comparison, which is now 
before you, shows the Arnall formula for profit reduction. The first 
of this chart’s three bars shows the 9.6 cents pre-Korea earnings of the 
steel industry, measured in terms of cents per dollar of sales. 

The second bar of the chart shows that the earnings of the steel 
industry for the first quarter of 1952 have been reduced to 4.7 cents 
per dollar of sales—a 50-percent drop. But Mr. Arnall says they 
haven’t dropped enough to warrant any price relief under his formula. 
His “earnings standard”’ which he considers a “fair return” for the 
industry, calls for only 3.9 cents per dollar of sales as shown by the 
third bar. 

Obviously these master mariners in our troubled economic seas are 
peering through opposite ends of the stabilization telescope. 

Let us go back to the first chart and do to wages what Mr. Arnall 
wants to do to profits. Let us add a fourth bar, showing the Arnall 
reduction plan as it would apply to wages. 

Just how long could our Government continue to enjoy the con- 
fidence of our labor leaders if wages had to be reduced below $1.32 
from the present level of $1.89 before they could qualify for relief? 
This isn’t so ludicrous as it sounds because it is exactly the way Mr. 
Arnall and Mr. Putnam talk to the steel industry about prices. 

This kind of economic strategy cannot be justified whether it is 
merely misconceived or is a deliberate attempt to weaken the free 
enterprise structure of the Nation which the people have rightly relied 
upon for their high standard of living in peace and for the material 
strength of their defense in war. 
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Now I want to talk some more about the Arnall industry earnings 
standard for profit control. It is one of those things that, to my mind, 
comes under the category of abortions. 

You gentlemen are familiar with this profit reduction scheme. It is 
simply this—unless profits plus taxes and amortization of the industry, 
all in present reduced value dollars and expressed as a return on 
investment, fall below 85 percent of what they were in the larger 
value dollars of the so-called base period (1946-49), you cannot 
qualify for a price increase. 

There are a lot of things wrong with that formula. In the first 
place, “return on investment’”’ particularly under today’s conditions 
has little meaning except in comparing one company with another or 
one industry with another. It is utterly foolish to compare current 
ratios with those of past years. Why? Because such ratios com- 
pletely ignore the change in the value of the dollar. The very reason 
why the present control law was passed—inflation—has stripped the 
yardstick of meaning. The reason for this is that profits are expressed 
in current low-value dollars and are compared with investments which 
were largely made over a long period of time and which represent 
dollars of a much higher value. 

Chart No. 3 which you now see shows this more clearly. On it 
we have shown the current cost of facilities—$400 a ton of annual 
finished steel capacity. 

You have heard the figure of $300 per ton of annual ingot capacity. 
I am talking here now about finished steel capacity, and we get some- 
where around three-fourths of a ton of finished steel producis out of 
a ton of ingots. 

Mr. McDonoveu. This is ordinary low-carbon steel, and not alloy 
steel? 

Mr. Austin. Yes, sir. I speak here throughout of figures that 
primarily relate to carbon steel. 

This compares with the industry’s average cost of new and old 
facilities of about $100 a ton. Now if we take the 1951 profit rate of 
about $6 a ton, we see that it represents a return of only 14 percent 
on present day investment costs. It should be quite apparent why 
new steel plants, such as the repeatedly proposed New England project, 
cannot be built as separate ventures. Current steel profits are too 
low to attract new capital to finance such independent projects. 
Extensive additions to the Nation’s steelmaking equipment can be 
made oaly when financial strength is obtained from the value of 
existing plants. In other words, when the steel industry was asked 
to expand, it provided the new by having available the backing of the 
old. 

There is another very serious thing wrong with Mr. Arnall’s formula. 
The formula excludes as a cost the accelerated amortization permitted 
by the tax laws. Do you realize what that means? It means that 
administrators are attempting to nullify the aid provided by the 
Congress in the Revenue Act of 1950, put there to help and to induce 
industry to expand its facilities quickly to meet the enlarged national 
defense requirements after Korea. 

In connection with the matter of accelerated amortization I would 
like to quote here a statement which Admiral Moreell, Chairman of 
our Board, made to the Senate Banking and Currency Committee on 
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April 30, 1952. Admiral Moreell made a similar statement to the 
Steel Wage Panel in New York on February 9, 1952. 


What is the truth concerning accelerated amortization? Here are the facts: 

Our industry among others was asked by the Government to spend money for 
expansion far beyond anything it considered practical or advisable in its normal 
planning. This spending was asked in order to meet the great need for more 
production for the defense of the country in a new emergency. Where was the 
money to come from for the vast added projects? Some of it might come from 
retained earnings, but taxes were rising so rapidly that it was impossible to count 
on any substantial amount of funds from this source. We could never have met 
the Government’s requirements that way. 

To get the money fast enough to do the job it was necessary for us, and for other 
businesses similarly situated, to borrow. But that was equally impossible unless 
we could show how we could pay back the debt rather soon. Here again, high 
and rising tax rates would have made that impossible. In providing the accel- 
erated amortization provision in the 1950 tax law, Congress properly recognized 
the very practical problem that without it very little of the required expansion 
could have been accomplished by private capital. 

Let me give you our own experience with the post-Korean expansion program 
at our Pittsburgh works. Before Korea we had just finished arranging to borrow 
$40 million from a group of insurance companies in addition to the $60 million 
we already owed. We thought we had a full burden of debt. But the Govern- 
ment’s request for expansion made it necessary to go further. So we approached 
a group of banks to borrow $40 million more to help do the job of bringing our new 
6-furnace open hearth shop up to 11 furnaces; and to install a new bloooming mill 
and a new bar mill. 

The banks said fine—as long as we can see our money coming back rather soon; 
your debt is already high. We therefore agreed to pay back any borrowed money 
over a 5% year period. But the loan was conditoned on our being able to obtain 
certificates of necessity for accelerated amortization totaling twice the amount of 
the loan—$80 million. 

We obtained these certificates—in fact, we have obtained over $150 million of 
certificates to date—and we borrowed the money. This made it possible for us 
to go ahead with the expansion program. 

A number of people have tried to make it appear that by permitting this accel- 
erated amortization the Government gave us a kind of gift. Actually, all it 
means is that we are now able to take depreciation in the amount of $150 million— 
in our company—over the first 5 years of operating life of the new properties 
instead of over their entire useful life. 

The $150 million is only 64 percent of the total cost of the properties covered 
by the certificates. The remainder of the cost, $83 million, we must finance 
without the benefit of any acceleration of depreciation. 

Every dollar of depreciation taken as accelerated amortization in the next 5 
years for the purpose of obtaining a $1 tax deduction means $1 less that can be 
taken as a tax deduction at a later time. The company has been given nothing. 
We always have the right to depreciate our property fully over its useful life. 
The total amount of depreciation to be taken over the life of the new property 
does not change. It does not increase. 

I believe we should all be most thankful that the Congress of this Nation was 
wise enough to permit this arrangement in order to make possible the great 
strengthening of the productive capacity of this country with private capital. 

As a matter of fact, once our facilities are in full production, permitting accel- 
erated amortization will not reduce the taxes we pay to the Government at all. 
In 1951, our taxable net income was over $85 million, after deducting $5 million 
of accelerated amortization. I have asked our controller to estimate what our 
annual taxable net income would be after our new facilities are completed and in 
operation, assuming that costs, selling prices and demand for steel were the same 
as they were in 1951. His estimate shows that under these conditions, and after 
deducting accelerated amortization of almost $30 million, our taxable income 
would be about $90 million. In other words, the facilities which we are installing 
because we received these certificates would then be producing taxable income 
sufficient in itself to cover the amount of amortization we are allowed to write off. 
The Government will not have lost 1 cent in taxes. Furthermore, and most 
important, the increased production of steel from these facilities will result in a 
much greater production in the industries which fabricate this steel into finished 











1204 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


products. The increased profits from this higher level of production will mean 
more tax dollars to the Government in that period. 

If we do not have earnings we will not obtain any help from accelerated amor- 
tization. In fact we will lose because we would be using up the equivalent of 
depreciation deductions to no purpose. The financial risk is still ours. 

Actually, these new facilities help to fight inflation. I know of no way to 
strangle inflation more effectively than by increased production. Accelerated 
amortization has speeded up expansion everywhere in the steel industry. We 
have increased output now rather than at some indefinite time in the future. 


I would also like to read you a letter that Admiral Moreell wrote to 
Mr. Putnam on March 15, 1952, on the subject of the industry earnings 
formula. 

To my knowledge there has never been a reply to this letter. 


Hon. Rocer L. Putnam, 
Administrator, Economic Stabilization Agency, 
Washington, D. C. 

Dear Roger: We have been giving considerable thought to the statement you 
made earlier this week in Washington, that you would like to have someone sug- 
gest a better formula than the Eric Johnston earnings formula as a test of the 
need for relief for a producing company such as ours. 

It is our understanding that the Johnston industry earnings standard is an 
interpretive statement intended to be used as a general guide. We also note that 
the Defense Production Act requires ceiling prices to be “generally fair and 
equitable.’’ In the language of the Price Operations Memorandum No. 25 dated 
February 15, 1952, ‘““This phrase (generally fair and equitable)” is interpreted as 
requiring that regulations must (a) provide a reasonable level of industry earnings; 
(b) provide a fair distribution of total returns within each industry; and (c) not be 
‘arbitrary and capricious’ in the legal sense.” 

As stated in your office, I am strongly of the opinion that it is most unfair for 
the earnings standard to be applied to this industry on a_before-taxes-and- 
amortization basis. In company with our industry, we have taken upon ourselves 
a huge construction program and committed ourselves to find the money to pay 
for it. A large part of this money must come from our earnings. Our construc- 
tion program, as you are well aware, was undertaken at the urgent request of the 
Federal Government in order to strengthen the Nation’s defenses, as a result of 
the hostilities in Korea. 

The funds used for the purpose of this construction program were obtained 
from borrowings, from the sale of stock, from depreciation reserves, and, in large 
part, from profits which were not paid out to shareholders but which were retained 
in the business for this purpose. 

Our borrowings must be paid back from net profits. For example, the inden- 
ture for our series B bonds, dated in 1950, provides specifically for the making of 
sinking fund payments out of net earnings after taxes. We also need net profits 
to pay dividends to our new shareholders to whom we sold stock as well as to our 
old shareholders who were willing to forego adequate dividends in order to help in 
the financing of this program. We need net profits to continue our construction 
program which is now in a critical stage. It is not only unfair but useless for us 
to be expected to use earnings before taxes to meet our obligations. So-called 
“‘profits before taxes’’ have no significance in these cases. They are only book- 
keeping figures until the taxes have been deduced from them. We cannot dis- 
charge our obligations by using tax money. 

I invite your attention also to the fact that the regulation of public utilities is 
based on a return on rate base from profits after taxes and that this fact was given 
recognition in the present Excess Profits Tax Act. 

You already know that I believe it would be a breach of good faith on the part 
of the Government to use earnings before amortization of emergency facilities 
as a part of any earnings standard for the steel industry in the present position in 
which it finds itself committed to its huge post-Korea expansion program. 

The purpose of an industrial business such as ours is not to create wealth for 
itself. Its purpose, as you are well aware, is to pay dividends to its shareholders, 
wages and salaries to its employees, to make steel for its customers, and in general 
to serve the public good. The beneficiaries of its activities must in all cases pay 
their individual income taxes upon the benefits they have received. Their inter- 
ests are not served, nor is the interest of the Nation served, by the reduction of the 
earnings of the business so that it cannot achieve its purposes. 
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It is my considered recommendation that the earnings standard which we have 
previously discussed should be amended—at least in cases such as the steel indus- 
try—so as to accomplish two separate changes: 

(1) To base the yardstick on earnings after taxes and after amortization; and 

(2) To give effect not only to the increase in invested capital of the industry 
but also to the need for more dollars of income to accomplish the same results as 
a smaller number of dollars would have accomplished in the years of the base 
period. In other words, a cost of living increase provision should be adopted for 
the use of industry as well as for the use of labor. 

I have discussed item (1) above orally with you as well as in the foregoing 
paragraphs. 

With respect to item (2), it is my thought that, because of the depreciation in 
the value of the dollar, and in order to establish equitable earnings standards,the 
dollar earnings for the 3 years selected from the 1946—49 period should be adjusted 
by the increase in the Wholesale Price Index up to the present time. 

I trust that you will give these views your serious consideration. I shall be 
very happy to discuss this subject with you again at your convenience. 

With kindest regards, I am 

Sincerely yours, 
; Ben MOoREELL. 

Here is another shocking defect in the industry earnings formula. 
Do you realize that we could qualify for a price increase by simply 
reducing our operations? In other words, if we were to operate our 
plants sufficiently below capacity to reduce our earnings to the point 
where they would be under the required figure we could then qualify 
for a price increase. But the industry which is doing everything in 
its power to produce, breaking every record, cannot qualify for a price 
increase to cover new cost increases. This is certainly contrary to the 
intent of the Congress as reflected in the principle of the Capehart» 
amendment. Mr. Arnall, in effect, is saying that we should produce 
additional steel, but that we should have no profit allowance on the 
added tonnage from facilities existing in the base period. I was always 
told the American system rewards increased production and efficiency. 
It would seem that in the name of stabilization this American tradi- 
tion is also being nullified by administrative fiat. 

In their parrot-like application of a formula evolved by others, 
Messrs. Putnam and Arnall seem not to be troubled either by con- 
siderations of fairness and equity or by considerations of increased 
efficiency and higher operating rates. They seem willing, however, to 
reward inefficiency and reduced volume. 

The importance of steel production needs no amplification before 
this committee. The desire of my company and others in the indus- 
try to produce more steel and at lower costs is an objective which needs 
no proof to anyone who understands free enterprise. Yet the head 
man in stabilization, Mr. Putnam, in order to cover up his failure to 
control wages on a fair and equitable basis as directed by Congress, 
seems entirely willing to sacrifice the strength and vitality of this in- 
dustry by an entirely unjustifiable squeeze on its profits. 

But what about these profits which the stabilizers have told every- 
one are enormous and fantastic? Since control of profits seems to be 
the rule. I feel I must talk about them. I want to set the record 
straight. 

How should we determine the fairness of profits? 

I don’t believe anyone has yet defined satisfactorily what is a 
measure of fair profit for any given industrial enterprise in an economy 
in which free enterprise has been superseded by controls. The suffici- 
ency of profit varies according to circumstances. Certainly no steel 
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company in the midst of the present huge program of plant construc- 
tion can carry out such a program successfully unless it can count on 
more profit relatively than it would need in a period of consolidation 
and retrenchment such as the decade of the 1930’s. 

The courts have struggled for years over what is a fair return on 
utility properties. But in most of these cases the utility business is 
largely protected against competition and regulation is therefore 
accepted in the absence of policing competition. If any Government 
administrator feels that he is qualified to determine what profits are 
fair and equitable it seems to me that Congress and industry should 
have a real opportunity to speak their respective pieces. 

What we can do in connection with steel industry profits is to com- 
pare them with profits of other industries with which steel must vie 
for favor with investors. 

When we do this, we find that the steel industry has made a very 
poor showing. Each year the National City Bank of New York 
publishes a table showing the relative net incomes of the 45 principal 
manufacturing industries expressed as percentages of net incomes of 
the 45 principal manufacturing industries expressed as percentages of 
net worth. In the 17 years from 1935 to 1951, inclusive, the highest 
position ever achieved by the steel industry was twenty-fourth place. 
But in 11 of those 17 years, steel was in fortieth place, or below. 
During the war years (1942 to 1945, inclusive) when steel and prac- 
tically all other industries were under price controls, steel ranked 

eforty-fifth, forty-third, forty-fourth, and forty-fourth; at the bottom 
of the list. 

Moreover, steel, by reason of its large capital investment in produc- 
ing plant and equipment, is at more of a disadvantage from the deval- 
uation of the dollar than are most of the other industries with which 
it is compared. 

In 1951, after the industry had spent $3% billion on new plants and 
equipment in the postwar period, the industry was in twenty-fourth 
place. But its earnings were still well below the average of the 45 
industries and well below many which have a more direct effect on the 
cost of living; such, for example, as household and electrical equipment, 
automobiles, building, heating and plumbing equipment, drugs, soap, 
and petroleum products. 

The industry’s earnings in 1951 were larger than in 1945 and this 
country can be thankful that they were in view of the national defense 
needs. But that does not prove that they are excessive or even ade- 
quate. As my boss, Admiral Ben Moreell, habitually says: ‘““A person 
on starvation rations is not overfed if he gets a small slice of pie.” 

Another way to measure profits is to check on how they are looked 
upon in the competitive market place for securities. For example, 
how do the security buyers value the properties of the eight largest 
steel companies in relation to annual finished steel capacity? 

At December 31, 1951, the market value of the common stocks of 
the eight largest steel companies, plus debt and preferred stock valued 
at par, amounted to $4.2 billion. Working capital at that date was 
$1.6 billion, leaving a market value of $2.6 billion for the facilities 
themselves. Those eight companies had an annual finished steel 
capacity of 65 million tons. In other words, investors said that our 
facilities are worth $40 a ton of finished steel capacity, but at today’s 
prices the cost of new equivalent facilities is $400. 
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As a matter of fact, the common stocks of these companies were 
selling at the year end at only 67 percent of their book value. And 
remember, gentlemen, that the book value of these companies is based 
on properties, most of which were built at a time when the dollar was 
worth far more than it is today. 

Obviously the investing public does not believe the statements of 
some that steel industry profits are or are likely to be exorbitant. 
There is only one conclusion to be drawn from these appraisals: the 
income of the steel industry, even in periods of high business activity, 
is among the lowest in the manufacturing field. 

The steel industry, with its huge capital investments, must some- 
how improve its relative earnings position among manufacturing 
industries. This is important to all of us—Government, employees, 
customers, shareholders, and the general public. If we are to be able 
to continue growing, and also to expand quickly in emergencies such 
as this,-we must be able to compete in the financial markets for, new 
capital. With our present earnings position, this is difficult. Should 
our earnings be further reduced, it would increase that difficulty. 

Let me discuss briefly our need for the income which Government 
administrators would arbitrarily reduce. Most of you gentlemen are 
fully aware of the huge commitments by the industry for capital 
expenditures in this period of large expansion. Because these com- 
mitments are so important, I want to go into some detail. 

Here I will restrict my remarks to Jones & Laughlin because of the 
obvious impossibility of obtaining industry figures in the detail I will 
present. 

At the urgent request of the Government, we started a program to 
expand our capacity by about one-third. This program was estimated 
early in 1951 to cost $200 million during 1951-52. Large increases 
in construction costs, plus some necessary additions to the program, 
have raised the total to $234 million. 

During the year 1951 we spent $141 million, and during the first 
quarter of 1952 we spent an additional $31 million. This leaves $62 
million which must be spent in the remaining 9 months of 1952 if our 
scheduled production increases are to be completed on time. We 
operate under a budget at Jones & Laughlin, and I would like to show 
you what our actual budget of funds available looks like for the balance 
of this year. The tabulation also shows the actual figures for 1951 
and the first quarter of 1952. 

(The tabulation referred to is as follows:) 
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Funds available for plant improvements, dividends, and sinking fund requirements, 
1951-52 


{In thousands] 












































! 
First Budget. last Total 
Year 1951 | quarter | 9 months 1951-52 
| 1952 1952 
Working capital: Beginning of period !_..............-. $122, 815 $95, 716 $82, 422 $122, 815 
Funds available: 
Net income. Mkikcobpehbuoddana’ 30, 998 4,711 16, 663 52,372 
Depreciation ‘and depletion. _ Pibabe ke cafe malies aie Arr 21, 020 5, 455 18, 450 44, 925 
Accelerated amortization..............-.-.-.--....- 4, 675 3, 705 18, 068 26, 448 
RT ERT AL BE Sapa ae i era tga 45, 984 8, 600 6, 498 61, 4 
nr IN ee eee - 8, pf SRS RI, SRE REP ANE 23, 80 
PREPS i nc cidkiade 5 bok ia AS Cea dieonlsid antes wntbeed 178 — (1, 440) 4, 555 3, 293 
Tete Panes aves... ois deh. occ chlo. 126, 662 21, 031 64, 234 211, 927 
Expenditures: | 
Pint SPO VOMOAGS .. oun acs coins oneness es cede | 141, 069 31, 095 61, 835 233, 999 
Dividends... .......-. [ Misbentibabices atidink nabsuaeee 12,179 3, 157 9, 472 24, 808 
Repayment of REE LT, APS POPPE re ae SET 613 73 2, 097 2, 683 
pi EISLER Le teen Wnts Rae | 153, 761 34, 325 73, 404 261, 490 
Decrease in working capital !_.................-.------- | 27,090 "000 | ‘13, 204 9, 170 | 49, 563 
Working capital—end of period !....__.....-.-.----.--- 95, 716 | 82, 422 73, 252 | 73, 252 








1 Before deducting debt due within 1 year. 


There are several things about these figures which [ should explain. 
First, we consider $95 million to be a proper working capital balance 
needed to operate our expanded facilities at capacity. 

I would like to point out that our working capital at the end of the 
first quarter was down to $82 million, and is due to go down, if all 
things stay as they were, which I don’t see how they can, to $73 million 
at the end of the year. 

Secondly, notice our net income. In 1951, it was $30,998,000. 
For the first quarter of 1952, it was $4,711,000. We estimate 
$16,633,000 for the last 9 months or $21,374,000 for the year. All of 
these figures are based on sales prices and costs in effect at the end of 
the first quarter. Since they were developed early in April, they do 
not include the recent rail freight boost which, on inbound materials 
alone, will increase our costs another 40 cents a ton of finished steel 
products. 

We have used every source of money available to us—sale of stock, 
borrowing, and reduction of our working capital to a dangeroulsy low 
level. While it is not reflected in the above figures, we have also 
arranged with a group of banks to borrow another $20 million if 
required before the end of 1952. But we are trying to avoid more 
debt if possible. 

Our debt is already very high. From these budget figures I have 
shown you, I think you can readily see why our present low-profit 
margins should not be further reduced. We have spent a great deal 
of time and study on all of our uncompleted construction jobs with 
the sole purpose of cutting back or canceling outright any project 
not absolutely essential at this time. For example, we must build a 
new battery of byproduct coke ovens at our Pittsburgh works. 
Originally it was planned for 106 ovens with related coal handling 
and byproduct facilities. We received a necessity certificate for this: 
project estimated to cost over $20 million. We have since cut the 
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project back to 79 ovens and eliminated a number of items in order 
to get the cost down to $11 million. 

Other similar cut-backs have been made. I am not telling you 
this for dramatic effect. These are plain facts of our business. But 
it is discouraging, to say the least, when we have strained our financial 
position to the utmost to carry out our commitments for increasing 
steel capacity, for us to be told that we are making exorbitant profits; 
and that, in the name of stabilization, these profits must be further 
reduced. 

There is another very important reason why profit margins of the 
steel industry ought not to be further squeezed. This is the prospect 
of delining operating rates. This is certainly not a pessimistic view- 
point. The Government demanded we immediately increase our 
steel-making capacity to a level we would not have attained for a 
number of years under normal circumstances. Unless there is all-out 
war, it should be no surprise if some of this expanded capacity is 
temporarily excess. 

There are many costs of maintenance and operation which con- 
tinue even though output falls. Wage costs are among the most im- 
portant of these. Certain facilities such as coke ovens must continue 
to operate so that they will not deteriorate. They must be kept go- 
ing though little Si 1 will be derived. Even equipment which 
can be partly or totally shut down requires maintenance to keep it 
in a standby condition so that it will be ready when needed. Fur- 
thermore, there are increased property taxes, interest charges, and 
many other items of overhead, directly attributable to increased 
capacity, which cannot be reduced commensurate with reduced 
operations. 

At present prices and costs, our margin of profit is too narrow. 
Any reduction in operating rates or in the relation of prices to cost 
is a serious threat. We have extended ourselves financially to our 
limit in this emergency period. Our margin of profit, already too 
small, should at least be maintained. We cannot depend on the pos- 
sibility of raising prices on a falling market even with Government 
controls, and neither can we anticipate the possibility of reducing 
wages. 

Now all of the speeches Mr. Arnall has made, and all of the figures 
he has presented are based on the assumption that the industry will 
always operate at capacity. We wish that were true. Certainly 
then we would feel much more confident of our ability to meet the 
huge financial commitments we have made. Unfortunately, the 
record shows that in all the years since 1914, when industry records 
began, the industry has operated at its rated capacity for only 1 
year—the year 1951. 

One of Mr. Arnall’s defenses for his projected profit squeeze is his 
argument that prices have risen faster than wages. He is apparently 
trying to support the charge that we have made a profit out of every 
wage increase. Mr. Arnall uses the same tactics as Mr. Feinsinger. 
He selects the most self-serving year—1946—as a starting point. 
What are the facts? 

Chart No. 4 shows the relationship of wages and prices using 1939 
as a base. Notice particularly what happened during the war years. 
The pressures created by controls in the last war forced the correction 
which took place in 1946. But prices are still well below the wage line. 
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Now that brings me to the much discussed question of the costs of 
the WSB package and how it will affect industry profits. There is 
apparently no real dispute as to the ultimate direct cost of that pack- 
age. Itis$6aton. Mr. Arnall, however, has been using the device 
of averaging the progressive wage increases and getting a lower cost for 
the year 1952. Mr. Arnall would console a man who lost his arm on 
December 31 by telling him his average loss for the year was only 
half an arm. 

Chart No. 5 now before you shows the breakdown of the 1951 dollar 
sales of the steel industry equivalent to $6.82 a man-hour. You will 
see that of this amount employment costs took $2.22, taxes took 83 
cents, the industry paid 20 cents for dividends and interest, and kept 
21 cents in the business to help pay for the big expansion program. 

On chart No. 6 the first bar shows the WSB package cost of 30 
cents an hour. It also shows a like amount for increased cost of goods 
and services we buy. I will discuss this later. The next bar shows 
who pays the total cost of 60 cents an hour. The taxpayer must pay 
47 cents of the total, and the owners of the business the remaining 
13 cents. Since dividends are now at a very low level, we must 
assume that this 13 cents would reduce the amount retained in the 
business. 

Now to return to chart No. 5, we show the effect of this package on 
the distribution of the dollars of sales per man-hour. You see that 
of the $6.82 received, employment costs would then take $2.52, taxes 
would be reduced to 36 cents and the amount available for the ex- 
pansion program would be reduced to only 8 cents. This squeeze 
on available funds to finance the expansion is one of the most serious 
aspects of the whole package. But also the reduction of the tax base 
on which Congress must surely have depended in setting up the present 
tax Jaw is a matter of much importance, not only to Congress, but to 
all citizens. 

We also show on chart No. 6 what a $3 price increase would do. 
This is the increase to which Mr. Arnall has agreed the industry is 
entitled under the Capehart amendment even if there were no wage 
increase. It would reduce the reduction of taxes by 7 cents, and of our 
income retained by 6 cents. I must point out, however, that we have 
never asked for the Capehart increase even though we have been 
entitled to this increase since before the beginning of the present steel 
case. Furthermore, we have stated many times that we would forego 
that increase if the wage line were held. This would still be the best 
solution to the whole problem, but it seems to be impossible in light 
of the Wage Board’s recommendations. 

Now on the matter of other cost increases which accompany a 
wage increase, we have been criticized for stating that these increases 
occur by all to whom the fact seems to be unpalatable, yet our experi- 
ence substantiates the fact. 

Chart No. 7 shows that since 1943 increases in costs of goods and 
services have more than matched increases in employment costs. 
This chart shows figures for the industry. In Jones & Laughlin we 
have made a very detailed study of this. Chart No. 8 shows what 
we found. In comparing April 1948 with March 1947, salaries and 
wages increased $0.8 million while the cost of purchased materials 
consumed increased $1.9 million. In comparing November 1951 
with November 1950, salaries and wages increased $1.1 million and 
the cost of purchased materials consumed increased $1.2 million. 
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This increase occurred in spite of the fact that controls were in effect 
from January 1951. Is it too much to expect that the same thing 
will happen again? 

Those are the facts, gentlemen. Those are the reasons why in the 
very beginning of my ‘statement I said that I am opposed to controls 
because “by their very nature they breed more of their kind until they 
have paralyzed the vitality of honest enterprise. 

[ feel sure that the Congress never intended to grant the adminis- 
trators hunting licenses to stalk the profit margins of industry and 
reduce them according to their fancies under the guise of stabilization. 
[ believe instead it was the intention of the ‘Congress to control 
inflation by measures which would be fair and equitable to all the 
parties concerned, Unfortunately that principle has been twisted 
into a double standard of stimulation of wages on the one hand and 
squeezing profits on the other. This double standard ignores the 
facts that both employees and owners are entitled to fair play and that 
the strangulation of industry is not in the public interest. 

We are in favor of fair collective bargaining for labor and industry. 
Is it practical to have fair collective bargaining with controls? It is 
just about as practical as it is for the owner of a fish store to agree to 
buy a stock of fresh codfish. The strong hand of the Government is 
now ever present at the bargaining table. And whether we like it 
or not, it now takes three to make a bargain. When the third party 
(the Stabilization Administration) has the point of view we see 
demonstrated in the steel case, then—to put Mr. Arnall’s words to a 
different use “collective bargaining becomes a mockery.”’ 

To conclude I would like to make a statement with respect to the 
views of the Jones & Laughlin Steel Corp. as to our relationsips with 
our employes and unions. We govern our actions by the following 
basic principles: 

(1) We believe in the absolute right of all employees to good 
working conditions, fair treatment from management, and fair 
compensation for their work. 

2) We are convinced that this country has progressed to the point 
where its citizens enjoy the highest standard of living because we 
have encouraged the growth of free enterprise under competitive 
conditions with adequate rewards for achievement. This has resulted 
in a constantly rising level of real wages in American industry. We 
strongly favor further increases in real wages. But we hold that 
these increases must be commensurate with the ability of industry to 
pay without destroying or impairing its financial integrity. ‘This 
means that increases in real wages must result from increases in 
productivity which, in turn, can only be brought about through the 
more effective utilization of newer and better tools provided by 
owners who are also entitled to fair and equitable treatment. 

(3) We believe in unions for our production and maintenance 
workers. However, we oppose dictatorship or monopoly by labor 
unions just as we oppose dictatorship or monopoly by industrial 
management or by any other group or dictatorship by Government 
itself. Above all, we strongly oppose regimentation of labor through 
the medium of compulsory union membership which is imposed by 
Government agencies or alleged impartial boards or panels acting 
under the authority of Government. 

(4) We believe that our management should continue to use 
every means toward the maintenance of sound relationships of 
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mutual respect and confidence with our employees and with the 
elected representatives of our employees’ unions. We have worked ’ 
toward this end consistently in the past and we will continue to do so in s 
the future despite the present dispute with the steelworkers’ union. 

(Vhe charts referred to in Mr. Austin’s statement are as follows:) 
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PRESENT DAY RELATIONSHIP. 
FINISHED STEEL FACILITY COSTS, 
STEEL PRIGES2 PROFITS 








79) 
PROFIT, 1/2°% OF 
COST PER TON 





OF NEW 
FACILITIES 






































1215 































































Dies 1° 
£91 4 9°2 
> y¢ A en 
. a 94% on 82 v9 $01 
>) $°6 O'll 7s an Z'L1 661 o 
wm Yt a ZO 5 SI 8°9I e's €'6 A 
Ser oa €°OL 6 '6 Cll pst ost = 23 
ai, FS Got | 20% 9°8 9°UI L'$! °'0l 6'ZI Z6 ;° 
? Lo: | ee FOL # Ol 0 801 9 * ate 
fh 6% A 9° Z L'k as L ate jueurdmba eae 
o G°9 Ce on | L°ur 4 61 6ST 81 39 8" yuowid miee 
9‘ gil iz’s | 1°TT 0°9I 1o° 8 Il z 61 ,* -- Syor inbo oyny 
w 9'¢ g°8 | 6ST sf g*) OI @ L° ----gy08 yond] pue sony 
a 5 ; TOL | | $ ‘OL 9°St CFI | : CE a] oie 0 sjonposd [BOUT IYO 
LL pty 9°9 ae PLT } €°rr j s[eyaur § : 
= : I 4 > ‘ 1 9°9 | I'S & * ing | ; = ¢ hearty WO 
= ; a j | >: ge sig | = Ak ~- 
ma 8b 48 Re 1 | $'F os 9 I --- duoudint seed chy alg A. 
8 FI e’y « ee | ae 2 ri | . ‘ é inba pfoyesn 
= rh a t'L1 \ we | & 8 z | 9 ¢ O°8 ts we $[00} PUR BBM eH 
&j fi 82 g'$ 2 tow 6 } 8 9'8 es L'¢ 2 yuoWIdINnbe me 
= ert Il : iy ; G : | 9 be ; II 8°9 Le 3 surquinjd = *suyye “aonb 
BG oar rst | 1s | O° +8 lou eo 4 9 “4 gv d rere Paomordun (einsTtoHdy 
8°6 pe ‘is | he ee ee L & 1 O°2 126 861 8°8 Ul 8 ; Bier roy eb 
B es ‘7 lzay | 6 ZI I | $ | 2-91 Ae 8 sjon pod pm path ev 
- | , Cc: | pa be 19 : | iZ > $ 49440 
2 6° $e ee | O'8 7. bee | ¢ | oe | | Ze e Sjonpoad Sse] ty 
# 6'¢ Bs rT “ | 96 i¢ 7 | | | OBL , a jUULY, 
7 I b 86 8°9 ¢ 9°8 |Z 01 = gL | 8 "FT z° iii < sponpoid umejol ae 
4 2 ) €'9 I? Q*) | 0 16 | le | 061 I ysTusVa Wd 
oO a 1'6 [2 Se +6 L l¢ lel } | g 9 © "FI lye | on 0 ‘d pus UIE 
Pa ee bP +e O'¢ 6°9 | §° | ¢- t o"9 8°6 |g: sjon pe palaces: 
ts 16 dn 9'8- iy ig | £01 ; ~ Se ¢ 3 posd [BoTUrdt 
© Zz‘ i *'9 = L°l . | 9°6 L'1é t urysitqnd . 1) 
be oy Sir | 8's 9% (1 ¥ OT 18 Be. © 02 , ’ sjonpoid pus Supuyid 
= - ba 6°¢ | 8 3 [ ‘= 6'8 | ¥ OTT 8-21 : z e enue qoded pure ae 
© 1 ° 8'f pie 6° a | ¢ o'll 9 - : 1d poo ‘omnsTUati 
9 ,° | _ re ro oe | 7) : ae ’ 
Rs | L°8 ly Z9o-— |e'p | 8 REZ I sk doq unr 
os = rs | ta gt | Be ig" | oe I‘ Peery ee sta ba Mou 
pe S21 |6z | ft— | 9E | 2 ff | A’ ae : ge ag ‘Sooys 
3 9 ig I . th O'2 ; a | LI 11 | RZ f venaide oats Weariek 
‘ 1 ‘07 9c. | ZF RS I Z 1'1z 5) 8 PUB SUTYIO} 
y 1 02 : | ZT .° Or * G . jonpold 9 0 
So ee ee ov | Sa .$ | 29% : spood pavaquy “19,501, 
fe o¢. 0Z1 2°6 | 998 61g 16 tT Z fe <19TSO FL 
a a oz | 99 86 “Ol Q" 9°IF 1-2 * he mes WATOO AA 
er. Ge |Z'e Lt 6 | $9 ; - Sell canieere 
wim 86 ley OI 6't L ve 6 . nee Spoos u0}0D 
S-{ 88. 19% 8 «| 66 8 ; ie L TIICICITT apa oooman 
5g 79 lh 3°g z cS mnie ~~~" BUNTSICL 
— eae i ae ‘Or HB OS Sate aatatens 
96 “ F . syull . 
C61 Le6I pe 8I ZCI ne syonpoid poo} tans 
O61 1F6I 2¥6 —_ |—— nb F 0% afi = --“"IeEsng 
zHOL | ShOL | HFS ——- nt 7 Burgoed yoy 
iT CHE! OF6I - ; --e----- spnpoid Aled 
LP6I : “ é 79 
S¥6I 6P61 = fe : Sulyvd 
1c6I ——--~---—~ 







19-861 ‘ 
~ ~ 6 s ys 
] nuysnpul of WI 
; f SuU01U)DL0 
duioo 6 
< umtin , 
| popfnupu Buipr 
»7) “YVIOMN 
] nm jou fi 
7 {O JUDD 
Q49 } 
d SD AULOIUL JIN 











Perera 










ye see 






esis nd a 








ee SEs, : Sire acti ro 












SRE NER tap rier sme outer 









OF 1952 





AMENDMENTS 















~ 
\S) 
< 
be 
oO 
— 
H 
~ 
-_ 
a 
co) ‘ , 9 ; , 
ec SONBIT UT UMOYS WR SOINSY IAMO'T ‘9OVJ P[Od Ul UMOYS aR SoInsg Iso94S3I]— ALON 
A, "M40K MON JO HULG AITO [BUOTIBN ey, :vounog 
=>) | ‘i ‘pee : l r l | 
2 OF wy | OF eu o YT toe bP ww | Tt If Ee zit vw | “-"- "19098 PUB UOIT Jo YuRy 
é L°9 } bOI | 8 ol 8 c's £0! ¥ ‘ZI TO! 66 86 | £°6 I @l [LT | 2ST | 6 I‘Li PPT SULNORINUBUL [VIO], 
ase, pes . I 

Fs 0'Or | £81 L@t 9°8 66 ZU 60. | OSI | | 2°21 Lb PT el 6°I SNOVUB [9ST AT 
a : Seg z°¢ ze 6% & ‘OL 9°92 8 0Z 0'1Z gC | 1-2r 9°8 97— 9°6 I~ ar Surpymadryg 

7 } 82 ok ; 2ST 0°1% 0 °Sb 9 °€@ 2° 0'9- | 6% z°8 ltl 6'8 S}ind pus yeiopy 

ewe ee i | “g ; SHOR 
oO Se6 | 9861 | 2861 SE6I 6861 OF6I P61 ZP6I £v61 PPI C6! OF6I L¥6l RP61 6661 Ov6! 161 sdnoid [el4sn puy 
| } i } 

— _ - 
— Poenulyuo,) 1G-GE6] ‘sat 4psnpur Gy ul Su0tjpps0d 409 butin} IDI NUDUL Butpp ) “Ypsom jau fo yu 49d SD auoeoUul ION 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1217 








AVERAGE HOURLY EARNINGS OF STEELWORKERS 
vs PRICES OF IRON & STEEL PRODUCTS 


Index 1939 = 100 Index 
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AVERAGE HOURLY EARNINGS OF STEELWORKERS 
vs PRICES OF IRON & STEEL PRODUCTS 
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STEEL INDUSTRY EMPLOYMENT COSTS 
vs PURCHASED PRODUCTS 2 SERVICES 
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The CHarrRMAN. What is the capital investment of the Jones & 
Laughlin Co.? 

Mr. Austin. Our capitalization at the end of last vear, Mr. Chair- 
man, totaled $463 million. We had at that time $115 million of debt, 
which will shortly be increased to $140 million of debt. 

We had $29 million of preferred stock, and we had a book value of 
our common-share holders’ investment of $318 million, which was 
valued in the market at less than 50 percent of that figure. 

The CrarrmMan. What have been the dividends you have paid 
to your stockholders? 

Mr. Austin. We are paying at the present time $1.80 per common 
share. I can give you that figure over the years. We paid, last vear, 
$12,179,000 in dividends. We paid, in 1950, $8,600,000 in dividends. 

We sold 1 million shares of common stock in the early part of 1951, 
to help finance our program. 

We paid $8 million in 1949; $6,800,060 in 1948, $6,400,000 in 1947, 
and $6,400,000 in 1946. 

As a matter of fact, it goes right back to 1942 with about that 
figure. 

The CHarnMAN. What do you pay on vour preferred stock? 

Mr. Austin. Five dollars per share. Par is a hundred dollars. 

The CuarrMan. What does it cost to make a ton of steel, under 
present conditions? 

Mr. Austin. Do you mean— 

The CHarrman. The finished product. 

Mr. Austin. Do you mean with all things in, including taxes? 
I assume you do. 

The CHarRMAN. Yes. 

Mr. Austin. It will be about a hundred dollars a ton, finished steel. 
I think that in 1951 we had 5% percent return on sales, in Jones «& 
Laughlin. Now, our average selling price, in that year, I believe was 
about $110 per ton, on that particular mixture of products we had, so 
that we would have had a profit of about the $6 per ton figure that 
we have shown here today, which would have left, of course, about 
$104 for the total cost, with taxes, depreciation, and all overhead in. 

The CHarrman. What would an increase of 1 cent in the wages 
of labor increase the cost of production of steel? 

Mr. Austin. The ratio, for the direct effect, Mr. Chairman, is 
about 20 times. That is, we figure an average of about 20 man-hours 
for ton of steel. 

The Cuarrman. That is a formula that is generally accepted in 
the industry? 

Mr. Austin. That is a formula that we have been using. It seems 
to be generally acceptable not only for our own business but for 
the industry in general. 

The CHarrMan. What was the recommendation of the Wage Stabi- 
lization Board? How much did they actually increase the wages of 
labor by their recommendation? 

Mr. Austin. The Wage Stabilization Board recommendations, Mr. 
Chairman, totaled to a cost, per hour—per man-hour—at their final 
point—which is January 1, 1953, of about 30 cents. 





The Cuarrman. How was that graduated? 
Mr. Austin. Well, there are several components. The direct wage 
increase itself was to start at 12% cents; I believe it would hit 15 cents 









1222 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


on July 1, 1952, and on January 1, 1953, it would hit 17% cents. 
There was one other time element in there that I can tell you about. 
The Sunday premium time of time and one-quarter, which the Wage 
Stabilization Board recommended, started at the beginning of 1953. 

The CHarrman. You would multiply all of those raises by 20, 
according to your formula? 

Mr. Austin, Yes, but the 30 cents, Mr. Chairman, includes addi- 
tional employment costs—well, for example, the 17% cents direct 
wage increase that is in the 30 cents at a figure greater than that, 
because when the wage or salary of one of our people is increased, our 
costs go up for pensions and social insurance and such other items. 

The CuarrMan. They are all included? 

Mr. Ausrry. They are all included in the 30 cents, ves, sir. 

The Cuarrman. But the 30 cents would not be operative until 
1953? 

Mr. Austin. No, sir, it would not. 

The CHAtrRMAN. So there would not be any increase comparable 
to that this next vear? 

Mr. Austin. It is graduated. 

The CHarrMAn. What would be the increase next year? 

Mr. Austin. Well, next year, sir, it would be 30 cents. 

The CHarrMan. It would be 15 cents? 

Mr. Austin. No, it would be 30 cents next vear. 

The CuarrmMan. According to your own formula, then, the increase 
at the final high point would be $6 a ton on steel? 

Mr. Austin. On the direct effect of the wage cost increases, ves, sir, 
$6 a ton. 

The CuHarrmMan. It was generally reported that the steel industry 
wanted an increase of $12. Is that true? 

Mr. Austin. Well, that is what I was getting at, Mr. Chairman, 
when we talked about the increase in the cost of goods and services. 
It has been the experience of the steel industry and of our company 
in particular, that whenever there is an increase in steel workers’ 
wages, that spreads throughout related industries, and in fact, quite 
generally throughout the industrial economy of the country, with a 
consequent increase in all the things we buy. 

For example, I happen to have on the top of my mind the thought 
of refractories. We spend a good deal of money on refractory brick 
of all kinds for blast furnaces or steel-making furnaces, coke ovens, 
and so on. 

The workers in the refractories are members of the same union, 
and I believe have made an agreement that they will accept the same 
increases that the steel workers get whenever the bargain may be 
reached. 

So naturally they are faced with the same necessity for price in- 
creases that we are, and we will have to pay the same increase for all 
refractory brick. And so it goes. If Mr. John L. Lewis gets an 
increase for his coal miners at any time in the future as he has had 
in the past, that costs us additional money for our coal. 

The CHatrMaAn. That is rather an indirect result, is it not? 

Mr. Austin. Well, it is pretty direct when we pay the bills, Mr. 
Chairman. 

The CHatrMAN. What was the amount of the accelerated amortiza- 
tion you received in the last 2 years? 
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Mr. Austin. We have received certificates, with an effective 
amount, Mr. Chairman, of approximately $150 million, according 
to my best recollection. 

The CHAIRMAN. What was that applicable to? What was the 
investment that was applicable to? 

Mr. Austin. The answer to your question, I think, is that that is 
a 64 percent average on the expected cost. The total cost would be 
about $230 million gross. 

The CHarrMAN. The members of the Wage Stabilization Board, 
Mr. Feinsinger and his deputies, contend that the judgment that they 
rendered was rendered according to the complaints and the responses 
made by the parties, and that they did not exceed their authority 
because they merely decided the issues that were presented to them. 

In other words, on the issue of the union shop, they said that was 
not a matter of original jurisdiction by them, but they decided it just 
as a court: would have decided it, because the issue was made by the 
parties. 

What have you to say on that? 

Mr. Austin. Well, I have got this to say, Mr. Chairman, about the 
union shop phase of your question. It looks to me, from all I have 
been able to read about the deliberations of the Wage Stabilization 
Board before, during and as reflected in the statements that Mr. 
Feinsinger has made subsequently, it looks to me as though Mr. Fein- 
singer and his associates on the public side of the Wage Stabilization 
Board said something like this: 

The union is very insistent on the union shop, and certainly nobody wants a 
steel strike, so what are we going to do? I guess we had better recommend the 
union shop, 

The CuHarrmMan. Well, was that presented to the steel interests, 
and did the steel interests respond to that, and submit that question 
to the Wage Stabilization Board? That is what I have in mind. 

Mr. Austin. The steel companies did dwell at length upon their 
position with respect to the union shop in the hearings before the 
Wage Stabilization Board panel in New York. I think their position 
was made entirely clear that they, on their part, were opposed to the 
granting of the union shop. 

The CHarrMan. I will grant that, and I realize that. But what 
I want to know is, did the steel companies at that time plead to the 
jurisdiction, and say to the Wage Stabilization Board, ‘‘ You have no 
authority to decide any such question’’? 

They say that the steel companies waited until the decision came 
down before they made any objection; that they presented their case, 
but that they did not object to the jurisdiction of the Wage Stabiliza- 
tion Board until the judgment was rendered. Is that true? 

Mr. Austin. Mr. Chairman, I will not be able to give you a cate- 
gorical answer to that. I feel quite certain that the companies 
pleaded that position, that is of opposition to the Wage Board having 
jurisdiction in that case, but I cannot quote you the excerpts from the 
testimony at the time. I will be glad to check that and see that you 
have a more appropriate answer. 

(The information referred to is as follows:) 
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Jones & Laucuuin Street Corp., 
Pittsburgh, Pa., May 24, 1952. 
Hon. Brent SPENCE, 
Chairman of the Committee on Banking and Currency, 
House of Representatives, Washington 25, D. C 

Dear Mr. Spence: When I appeared before the Banking and Currency Com- 
mittee of the House of Representatives on last Monday, you asked two questions 
which I told you I would answer by a letter. I have delayed responding to your 
inquiries in order to make the necessary investigations and I have also been delayed 
by absence from my office on business. 

One of your questions was whether the steel companies had, at the time of the 
hearings, questioned the jurisdiction of the Wage Stabilization Board to consider 
the issue of the union shop. 

As you probably know, mediation of the disputes between the companies and 
the union was undertaken by the Federal Mediation and Conciliation Service on 
December 20, 1951. During the course of such mediation, Cyrus 8. Ching, 
Director of the Service, asked the companies whether they would voluntarily 
submit the disputes to the Wage Stabilization Board. The companies refused to 
agree to a voluntary submission of the disputes because it was the practice of the 
Board to accept such disputes only when the parties agreed to be bound by the 
oe cog of the Board. The reason for such refusal was duly explained to Mr. 

hing 

On December 22, 1951, the President of the United States referred the disputes 
to the Wage Stabilization Board to investigate and inquire into the issues in 
dispute and to report to him promptly its recommendations to the parties as to 
fair and equitable terms of settlement. When Mr. Feinsinger appeared before 
your committee on April 29, 1952, he stated that when a case is referred to the 
Board by the President there is no binding commitment on the parties to accept 
the recommendations of the Board. Page 176 of the record sets out Mr. Fein- 
singer’s answers to questions propounded by members of the committee: 

“Mr. Parman. Did either side or both sides agree to abide by the reeommenda- 
tions of the Board? 

“Mr. FEINSINGER. No, sir, they did not. 

“Mr. Parman. Did either side agree? 

“Mr. Fernstncer. Neither side agreed. It is not expected they will agree in 
advance. They are not expected to buy a pig in a poke. 

“Mr. Gamsuie. They don’t have to under the law anyway, do they, sir? 

“Mr. Fermnsincer. That is right. They don’t, and are not expected to.” 


At the same time he stated (transcript, p. 176), ‘The only time they are bound is 
when they get together in advance and jointly submit it to the Board for decision. 
Then they are bound. Otherwise they are not.’ 

When the Wage Stabilization Board was originally created by E xecutive Order 
No. 10161 on September 9, 1950, its functions were limited to wage stabilization 
matters. When the Board was reorganized by Executive Order No. 10233 on 
April 21, 1951, it was empowered to assume jurisdiction of any labor dispute 
which threatens an interruption of work affecting the national defense and which 
is certified to it by the President. Thus, more than 8 months before the com- 
mencement of the hearings in the steel case the jurisdiction of the Wage Stabiliza- 
tion Board to hear disputes involving noneconomic issues had been established 
over the strong protests of industry. Consequently, no useful purpose would 
have been served if the companies had questioned the jurisdiction of the Board 
to consider the union shop issue in the steel case. Moreover, the companies knew 
that the recommendation of the Board on the union shop issue would not be 
binding. For both these reasons, Mr. John C. Gall, in his presentation of the 
companies’ position on the union shop issue to the steel panel on February 8, 
1952, stated, in response to a question, that the Wage Stabilization Board had 
jurisdiction to consider the issue. 

The companies strongly maintained throughout the entire proceedings before 
the steel panel that the Wage Stabilization Doped should confine itself to issues 
bearing directly upon its stabilization responsibility, and that a recommendation 
in regard to the union shop was an improper use of the stabilization powers 
conferred by the Congress on the President under the Defense Production Act. 

As an example, Mr. Gall, in his presentation of the companies’ position on the 
union shop issue to the Steel Panel stated (transcript, p. 1607): 

“Therefore, it seems to me appropriate that this Board should itself do some 
weeding out on the issues. There are certain issues in this case which it seems 
to me it is perfectly appropriate for this Board to pass on. I think that all 
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those that arise out of the stabilization program, as such, the Board should pass 
on, * * * I say that I do not think this (union shop) is an issue on which 
this Board ought to pass, irrespective of the conditions under which the strike 
in this case has been postponed.” 

The companies also strongly maintained that a recommendation in favor of the 
union shop would be contrary to public policy and the expressed legislative 
policy of the Congress. (See Companies’ Exhibit No. 18.) 

There has never been any uncertainty as to the position of the steel companies 
in respect to the handling of noneconomic disputes by the Wage Stabilization 
Board. The companies have throughout maintained that the handling of such 
disputes impairs the proper functioning of the Board as a stabilization agency. 

Yours very truly, 
C. L. Austin. 

The CuatrmMan. What proportion of your output have you sold to 
the Government? 

Mr. Austin. In our case we have figured that the amount of steel 
that has been going directly to the Government has been less than 
10 percent, currently. 

The CHarrMan. That would be about the same proportion for the 
other large steel companies? 

Mr. Austin. I think that figure is generally accepted, Mr. Chair- 
man, 

The Cuarrman. Where do you rank among the steel companies? 

Mr. Austin. We rank fourth in capacity, among the steel com- 
panies, fourth in size, that is. 

The CuarrMan, If this steel strike is settled, can you immediately 
start production? 

Mr. Austin. We are now producing, Mr. Chairman. We went 
back into production after the last interruption of operations, on 
Saturday, 2 weeks ago. 

The CuarrmMan. And you are producing normally now? 

Mr. Austin. Yes, sir, I would say we are now producing as nor- 
mally as we can expect. We have, at the present time, several large 
units that we are breaking in, and we expect to be able to get more 
production as the months go on. 

The CuarrMan. And it is being operated by the same organization 
as always operated it? 

Mr. Austin. That has been the instruction that has come from 
Secretary Sawyer, yes, sir. 

The CuHatrMAn. I think those are proper instructions, too. 

Mr. Austin. Yes, sir. 

The CaairnmMan. Then, whichever way the Supreme Court decides 
this question, there will be no interruption to the production of steel? 

Mr. Austin. I would like to think that was so, Mr. Chairman, but 
I regret to say that I have read in the newspaper accounts of the 
steel workers’ convention in Philadelphia, that they have voted to 
strike immediateiy if the properties are to revert to private control 
as a result of the Supreme Court decision. 

Mr. Wotcorr. Mr. Chairman. 

The CuarrMan. Mr. Wolcott. 

Mr. Wo xcorr. I would like to ask you to clear up one point, Mr. 
Austin. On page 16 of your statement you say: 

I must point out, however, that we have never asked for the Capehart increase, 
even though we have been entitled to this increase before the beginning of the 
present steel case. 
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Had it not been for the Wage Stabilization Board recommenda- 
tions, would you, in the foreseeable future, ask for relief under the 
Capehart amendment? 

Mr. Austin. Well, as much as it is within my ability to prophesy, 
I would say no, not in the foreseeable future. That is, the stee! 
industry, so far as I can detect, had no such notion in its mind. 

Mr. Wotcorr. Do you know whether 

Mr. Austin. No company, that is, sir. 

Mr. Wo.corr. Do you know whether in the interval between the 
enactments of the Capehart amendment and the recommendations of 
the Wage Stabilization Board, they had ever intended to apply for 
relief under the Capehart amendment? 

Mr. Austin. I do not recall of any move that was made in that 
direction, Congressman Wolcott. Certainly not in our company. 

Mr. Wo corr. Jones & Laughlin never made an application? 

Mr. Austin. No, we had no such idea. 

Mr. Woxcorr. Do you recall having any conferences with Putnam’s 
or Arnall’s office, with respect to the increase of. costs previous to 
July 26, 1951, and as a base for an increase under the Capehart 
amendment? 

Mr. Austin. That is before what date, Congressman? 

Mr. Wotcorr. The Capehart amendment provides for a mandatory 
increase to absorb your costs, previous to July 26, 1951, provided the 
costs are considered by the President to be reasonable and not exces- 
sive. Have you had any conferences with respect to that? 

Mr. Austin. There have been many conferences—at least since 
the beginning of the Steel case, since the beginning of the steel negotia- 
tions. There have been a good many conferences, and so far as I 
know, most, if not all, of them were called at the initiation of the 
Office of Price Stabilization. 

Mr. Woxcorr. But they have been ancillary to, or in connection 
with, any increase in production costs? 

Mr. Austin. Yes, and as I say, so far as I know, I know of no 
company that has initiated a request of the administration for relief 
under that act, or that amendment. 

Mr. Woucorr. Then, may it be said that were it not for the increase 
in costs which you might expect under the Wage Stabilization Board’s 
recommendations, you did not intend to ask for relief under the Cape- 
hart amendment? 

Mr. Austrx. That is correct, and I think the record is pretty clear 
on that point. A number of the chief executives of the steel com- 
panies have made that point clear, that our best proposal was no 
price increase, no wage increase. Perhaps that has been unpopular 
with the union, but we felt, some of us, at least, that that was the 
best thing for the present economic situation for all concerned. 

My own senior associate, Admiral Moreell, made that statement 
publicly, among others | 

Mr. Wotcorr. That has been my understanding, and the reason 
I asked the question is because there was some testimony by Mr. 
Putnam or Mr. Arnall or perhaps both, to the effect that you had 
sort of been fooling around with the idea that you would ask for 
Capehart relief even before you began negotiating with your em- 
ployees for an increase. 

Mr. Austin. I think your understanding is correct, sir. 
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Mr. Wotcorr. Can you throw some more light on something 
that has come into these hearings inferentially? I think in a dis- 
cussion of the history of this dispute, Mr. Arnall advised that at one 
time the Government was willing to give you $4.50 per ton, if this 
Wage Stabilization Board package was accepted. Then attention 
was called to the fact that about that time Mr. Randall gave an off- 
the-cuff opinion to the press that he thought that it might be settled 
on the basis of a $5.50 per ton increase. 

We got the impression, in this committee—at least I did—that at 
one time, you were only about $1 per ton apart. Now, the Govern- 
ment went into a sort of negotiation on price with steel, as a sort of 
correlary negotiation to the negotiations with the men on wages, 
that you could negotiate on the basis of this $1 difference. 

Mr. Austin. My understanding on that, and I give it according 
to information that comes to me through Admiral Moreell, and by 
him through those directly concerned, is that there was some kind 
of definite discussion, and I believe, understanding, with Mr. Arnall, 
that the $4.50 would be accepted—— 

Mr. Woxcorr. That would be a dollar and a half in addition to 
what you would get under Capehart? 

Mr. Austin. Yes, but in connection not with the full WSB package, 
but with a reduced package, negotiation of which would be attempted, 
amounting to about 20 cents total cost. Now, as to Mr. Randall’s 
$5.50, which I know about, I have never known, myself, what Mr. 
Randall referred to. Whether he referred to the full 30 cents package, 
or some other compromise figure. 

Mr. Wo.corr. Twenty cents package, perhaps. 

Mr. Austin. Twenty cents package, or something else. I do not 
know. 

Mr. Woucorr. Have Mr. Arnall and Mr. Putnam, or the President 
refused to negotiate with you on price so long as the negotiations with 
respect to wages are imminent? 

Mr. Austin. I am afraid, sir, I did not hear your question. 

Mr. Woxcorr. Has Government refused to negotiate with steel on 
an increase in price until or unless you have agreed, in your negotia- 
tions, as to wages? 

Mr. Austin. That has been true of our situation for many months, 
Congressman Wolcott. That kind of a statement was made to 
Admiral Moreell and Mr. Elliott and to me in the conference that I 
referred to in my statement with Mr, Putnam. He said, ‘‘Why 
don’t you fellows go out and work out an arrangement with the 
union, and then come back and see what we will do for you?” 

Now our position, as I think I have made pretty plain here, is that 
we have not much reason for trusting to the fairness of the treatment 
we would get, if we ever relied on this Stabilization Administration 
to give us what we were entitled to if we had completed one side before 
we came to them and said, ‘‘Please, let us have the other side, that 
fits in with the first.” 

Mr. Woxcorrt. And since the strike, statements have been made, 
even before this committee, here, by Arnall and Putnam, that you 
weren’t entitled to anything? 

Mr. Austin. That is correct. 

Mr. Woxcorrt. As a matter of fact, they indicated to us that they 
were rather stubbornly opposed to giving you anything, even though 
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in the negotiations with labor you were forced to take the whole 
recommendation. 

Mr. Austin. That certainly has been the atmosphere that they 
have created from the beginning. 

Mr. Wotcorr. Then perhaps we may conclude—at least there is a 
very strong implication here—that the settlement of the wage-steel 
price dispute is contingent upon some of the administrators in govern- 
ment forgetting their pride, saving their faces, and setting down with 
an honest desire to do what is best for the American people and the 
defense effort, and to negotiate with you to end this dispute. 

It seems to me that, as has been suggested by some of the witnesses, 
this is no longer collective bargaining between only labor and man- 
agement. These negotiations are tripartite. 

Mr. Austin. That is correct. 

Mr. Woucorr. We have to have al! three of them agree before we 
can do anything. 

Mr. Austin. Yes, sir, that is correct. I have tried my best to make 
clear in this statement that what we have got with us now, what faces 
us, in such a thing as this steel dispute, is the double standard of the 
present stabilization administration. They do not look, as is evi- 
denced in our case, in the same way at stabilization as affected by wage 
costs of industry, as they do when they look at the price consideration, 
which is necessary for industry to have in order to meet increased costs. 

Mr. Wotcorr. We here in this committee, and we in the Congress, 
should take the attitude that we are concerned primarily with two 
phases of this dispute: One is the stabilization of prices for the pre- 
vention of inflation. The other is to assure that we get sufficient 
goods for the defense effort. 

I think that one can conclude—lI do, at any rate—that there might 
be some influence on the production of steel incident to acceptance of 
the wage Stabilization Board’s recommendations by the steel industry, 
were it not accompanied by some increase in the price of steel. 

Are you in a position to comment? I do not want to have to ask 
vou to look into a crystal ball, but could you state what might be the 
effect on our steel production if you accepted the wage Stabilization 
Board’s recommendations and were not given a fair increase in price 
of steel to offset your increase in production costs? What would 
happen to the production of steel? That is what we are all vitally 
interested in. 

Mr. Austin. Well, my belief there-—— 

Mr. Wotcort. I do not mean, necessarily, as of tomorrow, but 6 
months or a year from now. 

Mr. Austin. I understand. My belief there is quite plain—and 
we have seen the example of it in the past with our own industry, and 
we have seen other examples in other directions. The mere holding 
down of a price does not do the economy any good with respect to the 
material concerned. 

We have had a low price for steel, in the steel industry, ever since 
the war. I think that is made evident by the so-called gray market 
prices that have existed through a large part of this period. 

The fact that we have had these low prices have not meant that our 
customers have had enough stee]—in fact, they have not—and it is 
our belief, in our company, at least, that if the steel industry is kept 
more healthy and vital, by having a more appropriate margin of 
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profit than it has been able to enjoy over many years past, that these 
periods when gray markets may exist again in steel will not be frequent 
or may not occur. 

Certainly, the consumer, whether it be an automobile company or 
anyone else, the consumer of steel, just because he pays only $110 a 
ton for his steel from his own suppliers, has no benefit if he has to go 
out and buy imported steel, or steel that is made by the conversion of 
ingots into slabs by one producer, and into sheets by another producer. 
He gets a pretty expensive average price for his supply of steel. 

And today, for example, we have to buy large amounts of scrap. 
The mere fact that the price of scrap is held down by a ceiling does 
not mean that we are not paying more for the scrap iron that is going 
into our furnaces. The quality of the scrap has tended to go down as 
the price ceiling has taken hold. 

I think another example, Congressman Wolcott, which can be men- 
tioned here today, is the potato situation. We have had the price of 
potatoes controlled and held down, and we had a scarcity of potatoes. 
And what happened? The very fact that prices were held down, 
made it possible and practical for everybody to go out and buy a lot 
of potatoes, when they began to hear about scarcity, until they cleared 
the shelves of potatoes in many States of the Nation. 

Mr. Wotcorr. Then you might expect, in the long run, that your 
financing of your expansion facilities to meet an increased demand 
might be curtailed to a point where you would create some more 
inflation by not meeting that demand? 

Mr. Austin. I believe that isso. I do not think there is a company 
in the industry today that is not giving consideration to what econ- 
omies in construction it can accomplish, if it is faced with too high 
a cost with respect to prices at the end of this steel case. Certainly 
we are. 

Mr. Wotcorr. We had hearings before the Joint Committee on the 
Economic Report a few years ago, when Mr. Fairless, Mr. Voorhees, and 
1 think Admiral Moreell testified as to the trouble that the steel 
industry was having in selling its securities in order to get new capital, 
and had been getting their capital through profits, and that if an 
excessively large amount of those profits were taken in taxes it would 
prevent an expansion of the industry sufficient to keep pace with the 
ever expanding economy. Has that situation changed much? 

Mr. Austin. It has not, sir. In the case of our own sale of stock 
last year, we sold 1 million shares of our common stock, at a price less 
than 50 percent of the book value of that stock, at the time. 

Mr. Gamsue. Less than 50 percent, did you say? 

Mr. Austin. Less than 50 percent, yes, sir. It is obvious that you 
cannot do that very often without having the law of diminishing 
returns to existing stockholders take hold pretty severely. 

We did that because our program needed some equity money 
behind it, and we felt we ought to go ahead with it. So we paid the 
price. But as I say, we cannot pay that price very often, 

Mr. Wo.icorr. And if your profits, percentagewise, decrease, the 
problem of raising equity capital increases almost in proportion? 

Mr. Austin. Yes, sir. As I said in my statement, the average 
market price in ratio to book value of the stocks of the steel industry, 
of the eight companies, I believe, the eight largest companies, aver- 
aged 67 percent at the end of the year. 














1230 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Now, that is not going to make any of those companies so affected 
very enthusiastic about selling stock issues either. 

Mr. Woucorr. There is another phase of this that concerns me a 
good deal. We have, in the Detroit production area, an area which 
has been declared to be one in which there is a surplus of employment, 
due to a cut-back in production of automobiles, trucks, and war 
machinery, or I should say contracts for the production of defense 
weapons have not offset the cut-backs in production of automobiles 
and trucks. So we are a semidistressed area at the present time. 

It was thought by some that when regulation W was suspended, 
that there might be an increased demand for automobiles, but when 
that did not occur, we were told by the automotive industry that the 
trouble had not been credit. 

I should not say we were told that by the automotive industry, 
but we were told that by those who had analyzed the matter, that 
the trouble of the automobile industry in the sale of its products 
was due to the fact that its products were overpriced. 

So is it not natural to assume that if the price of steel is increased, 
due to an increase in production costs, that increase having to be 
passed on to the automotive industry, that that will further confuse 
that situation and make it less probable that the automotive indus- 
try can expand its market sufficiently to offset the failure to offset 
the cut-backs in the production of defense materials? 

In other words, it is not natural to assume that that will add to 
the prices of automobiles and further aggravate a situation which 
is already aggravated? 

Mr. Austin. I would say very definitely that the tendency would 
be, as you say, Congressman Wolcott. 

Furthermore, any substantial increase in wages, in the steel in- 
dustry, is certainly bound, in my opinion, to have a very clear effect 
on wages in other industries which supply the automotive makers 
with parts, and with materials which they use. 

Mr. Wo corr. If the Wage Stabilization Board recommendations 
were accepted, and if they were put into effect, would that set a new 
pattern for wages in the coal and automobile industries? 

Mr. Austin. Well, I can’t be a prophet, Congressman Wolcott, 
but I can say this: That I would be surprised if it didn’t have a real 
effect, because that would represent, as I said before, the highest 
increase, the largest increase, in wage costs, ever effected in the steel 
industry. 

Mr. Wotcorr. You wouldn’t expect that John L. Lewis and 
Walter Reuther would stand still very long, would you? 

Mr. Austin. I wouldn’t expect that to be lightly passed by by any 
other union; no, sir. 

Mr. Wo tcorr. I am afraid I have taken up too much time. Thank 
you very much. 

Mr. Bouutna (presiding). Mr. Gamble. 

Mr. Gamsie. Wouldn’t it follow, then, that if wages are going up 
all along the line, that prices are going up all along the line, not only 
on automobiles but for coal and everything else? 

Mr. Austin. I would think so, Mr. Gamble. 

Mr. Gamste. We follow a pattern, pretty much; do we not? 

Mr. Austin. However, the Stabilization Administration apparently 
doesn’t think so. They feel that they can make wage increases work 


a8 
3 
ee 
ea 





aie Mam cant aciaateimaty ae 


Ee 
ie 
4 
a 
x 
y 
_ 

































DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1231 


in a vacuum, and as long as they can make wage increases work in a 
vacuum, that they haven’t anything to worry about. 

Mr. GamBue. Well, of course, it is profit control; that is what it 
is, when you get right down to it, basically. 

I remember Mr. Arnall testified on what Mr. Wolcott was speak- 
ing about, the $4.50 figure, and the $5.50 figure that you might ac- 
cept, and he said there was no justification for the $4.50 figure over 
the $3 figure for Capehart, and it was just fuzzy, and somebody 
asked him who was fuzzy, and he said he wasn’t referring to any- 
body in particular, but that whole thing was fuzzy; that he was op- 
posed to it, and it certainly follows that if he was opposed to $4.50 
it follows that he was opposed to $5.50. 

Mr. Austin. From all I have ever understood, Mr. Arnall is op- 
posed to the $3 in the Capehart situation, but that is according to 
the law, and I guess there is nothing to be done about it. 

Mr. Gamsue. He says he wants to follow the law. He has to do 
that. 

Mr. Wotcorr. He wants the Capehart amendment deleted from 
the bill, so that he won’t have to follow it. 

Mr. GamBLe. Yes, sir; but so long as it is the law of the land, he 
has to follow it. That is the point I am trying to make. That is 
all. 

Mr. Bourne (presiding). Mr. Cole? 

Mr. Corr. The time is late, so I will cut my questions down to one 
or two. Perhaps you can help me with this situation: 

Mr. Arnall attempted to clarify the profit situation by saying that 
the profit on steel was $20 prior to taxes, in round figures, $11 after 
taxes. 

Do you agree with that? 

Mr. Austin. No, sir. 

Mr. Coxe. I would like to have a categorical statement about that. 

Mr. Austin. I don’t agree with that. The best calculation that 
we have been able to make has been portrayed on one of the charts. 
That indicates that the figure of $11 should be $6 for 1951. 

The way that $6 is arrived at is this: Now, I might interpose right 
here that you can’t take the total earnings of most of these steel 
companies and divide them by tons sold, and get a profit per ton of 
steel. Because in practically every case we have other operations 
that, thank goodness, are profitable, besides making, treating, shaping, 
and selling steel. 

So what has been done, here, is to take the average rate of profit 
for 1951, on total sales, and apply that to the average selling price of 
the rolled-steel product shipped, and that is how we arrived at a 
figure which is different from Mr. Arnall’s, but as I say, it is the 
fairest figure that we know how to arrive at. 

Mr. Corr. Then just one other question: 

I had some little diffiewtty understanding Mr. Arnall’s computation 
of a $4.50 or $5.50 offer which was supposed to have been made in 
New York. He said that they were offering the steel companies the 
$3 under the Capehart amendment, and then the additional $1.50 for 
the cost of the Wage Stabilization Board’s recommendations. 

Now, of course you are entitled to the $3, prior to and irrespective 
of the Wage Stabilization Board’s recommendations. 

Mr. Austin. Yes, sir. 
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Mr. Coxe. Then it seems to me, if the Wage Stabilization Board’s 
recommendations would go into effect, the actual amount to which 
you would be entitled would be the $3 Capehart, plus at least the $6 
costs, not considering the additional $6 for—what is the term you 
used for that additional $6? 

Mr. Austin. The effect of the increase in costs of goods and services 
purchased? 

Mr. Coue. Yes; in other words, it is $9, before that, and the addi- 
tional $6 on top of that, which is $15. 

Mr. Austin. The trouble with that 

Mr. Coxe. It sounds very simple in figuring it that way. 

Mr. Austin. The trouble with that, Congressman Cole, is that 
that is normal arithmetic, normal reasoning. 

Mr. Cous. Yes; that is the reason I wanted you to comment on 
that. It is very easy to make a statement of that sort, and say ‘It’s 
all very simple.’ But I wanted you to make a comment about it. 

Mr. Austin. Yes, sir. 

Mr. Cots. I think that covers it. Your point is that it cannot be 
figured with such simple arithmetic and so determined. 

Mr. Austin. That is right. There must be something else added. 

Mr. Co xs. I think that is all. 

Mr. Bouuine. Mr. Austin, I have a few questions: 

You have spoken at a good many points in your testimony of the 
relative inadequacies of profit in the steel industry, and cited a certain 
report which showed that during the last war you were about forty- 
fifth in the list. Then later on you mentioned the necessity of having 
a higher profit ratio if you were to have an opportunity to meet the 
expanding requirements for steel, because you had difficulty in relation 
to selling securities, and so on. 

How, in a situation like that, can you justify to vour stockholders 
the failure to ask for Capehart relief? 

Mr. Austin. Well, I suppose that we can only justify it, Mr. Con- 
gressman, by believing ourselves, and saying that we believe, as we 
do, that it was the best thing we knew for the economy of the country, 
under the circumstances we found ourselves in. 

Mr. Boutuina. You fee! that that is a total answer to that question; 
that you wouldn’t be subject to a stockholder’s suit under those con- 
ditions? 

Mr. Austin. We don’t know. We don’t feel that we would be 
subject to any stockholder’s suit. We have had no criticism from 
any shareholder I know of for taking that position, and I suppose that 
is a pretty good answer in itself. Our stockholders are not very bash- 
ful about telling us what they think when they don’t like what we do. 

Mr. Bouuine. In other words, you feel that your stockholders 
have themselves been satisfied with the profit position? 

Mr. Austin. Well, I don’t say that they have been satisfied with 
the profit position. I would say the reverse of that. I didn’t say 
that we didn’t have criticism because our profits weren’t large enough. 
I said that we had no criticism because we didn’t go out and ask for a 
Capehart increase. 

Mr. Bouurne. There is a line on page 16: 





Furthermore, we have stated many times that we would forego that increase 
if the wage line were held. 
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That is toward the bottom of the page. 

Mr. Austin. Yes. 

Mr. Bouturne. When you say “the wage line were held,” what does 
that mean? 

Mr. Austin. Well, by that, I mean that the wage pattern would 
stay as it is now. 

Mr. Bouurna. In other words, there would be no wage increase? 

Mr. Austin. That is correct. 

Mr. Boxuine. Has there been, in your opinion, any increase in 
productivity in the steel industry since December of 1950 to date? 

Mr. Austin. I would find it very difficult to find increased pro- 
ductivity. Speaking for our own company, the reverse is true. 

We are going through, Mr. Congressman, a period when we must 
break in new equipment and new crews. We are going to have a 
rough time doing that, and I don’t think we can expect the pro- 
ductivity, currently, or for some months to come, maybe years, that 
we should get. We looked forward to an increase in productivity, 
however, and as I said in my statement, we look forward to the ability, 
the financial ability, to pay higher real wages, as a result. 

Mr. Bouurna. The result of a situation like this, however, where, 
under the necessity of expanding production of steel for the defense 
program, with an inflation that perhaps could be said to be in part 
the result of the necessities of the defense program, that therefore the 
steelworkers inevitably are in no position to get an increase in wages 
to meet the rise in cost of living, simply because they are in an expand- 
ing industry? 

Mr. Austin. Well, that is true of our shareholders, too. Our share- 
holders can’t expect that increase. 

Mr. Bouuina. On page 2 of your statement, you mentioned “cost 
of living has increased equivalent to 9 cents an hour, 17.5 cents an 
hour for wage increase, and the total package adds up to 30.” 

What is the reconciliation between those figures and what is 
described on chart 1 as the “‘WSB package.” 

Mr. Austin. The 25 cents? 

Mr. Bouutna. Yes, sir. 

Mr. Austin. The 25 cents includes those elements which will go 
into the pay envelope of the employees. It does not include such a 
thing as increased or better vacation allowances, it does not include 
such a thing as the increased cost to the company for group insurance, 
social-security insurance, and pensions. 

Mr. Bouurna. It eliminates all fringe benefits? 

Mr. Austin. No; it doesn’t eliminate all fringe benefits, because 
it has in it such a thing as shift differentials, but that affects the 
worker’s pay envelope. It doesn’t include things that don’t show 
up in the BLS index. 

Mr. Bouurne. Could you supply, for the committee, a detailed 
break-down of that 30 cents? 

Mr. Austin. I will be very glad to do that, sir. 

(The information is as follows:) 


In reply to your question regarding the detail of the 30-cent-an-hour direct 
cost of the Wage Stabilization Board’s recommendations, I submit the following: 
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Estimated cost of Wage Stabilization Board recommendations (average for the industry) 


Mrect increase in 


employment costs per 
employee hour, in 
Recommendations: cents 

f 14.3 
General increases in wage rates____ CPaO ere Keune een ea , 12.9 
l229 
6 paid holidays (including double time for holidays worked)__--..__-._.. 3.5 
Increased vacation benefits (3 weeks after 15 years of service) __ __ x eT 

Increase shift differentials (6 cents for second shift; 9 cents for third 
shift) .___- = Sa eS ere ae ' : ot cabin leks 1.4 
Premium pay for work on Sunday (25 per cent of straight-time rate)__. %3.8 
Reduction of Southern wage differential. _ __ _ - :3 
Total direct cost per employee hour___-__. bats i378 ANS 


1 Effective July 1, 1952. 
3 Effective Jan. 1, 1953, 
3 Effective Jan. 1,.1953. 

Mr. Bouuina. I can’t find the page at the moment, but there was 
a rather extended discussion, I think in quotations, by Admiral 
Moreell, of the effect, or rather the lack of real effeet, of cortifieates of 
necessity for accelerated tax amortizations. 

| believe the experience after World War II, when substantially 
smaller amounts of those certificates were granted—and those certi- 
ficates as I understand it are granted on the thesis that a substantial 
proportion of the production capacity will not be useful in the period 
after that for which they are supplied; in other words, total productive 
capacity available will not be used, at a period subsequent to a given 
period? 

Mr. Austin. Well, it is true if the facilities are to serve a vital 
need in the emergency, | am not so sure of the rest of what you say, 
that they will have no value after a certain date. 

Mr. Boxing. Not that they will have no value, but they will not 
be required for a L00 percent capacity use. The theory is, as [ under- 
stand it, that at a certain period in history you urgently need an 
expanded capacity which you may not expect to be required at a 
later period in history. 

Mr. Austin. The theory, as I understand it, Mr. Congressman, is 
just that this provision of the tax law was evolved by Congress in 
order to make it practical for industry to do the large Phin en job 
which was required by the conditions of the country. That was the 
purpose, as I understand it. 

Mr. Bouirnc. Well, as I understand your statement, or your quote 
from Admiral Moreell, it is to the effect that you will have to pay 
those, one way or another, whether you have accelerated tax amortiza- 
tion or not. You would write it off in 20 years instead of 5. 

Mr. Austin. That is right. 

Mr. Botuina. Now, ordinarily, in a period of emergency, tax rates 
are higher than in a period of nonemergency; isn’t that correct? 

I think that is an historical fact. 

Mr. Austin. That is perhaps what we might expect. Again, I 
don’t know what the prophecy is on that one. 

Mr. Bouuina. Let us assume that history teaches us a lesson and 
that that does happen, and let us assume further that after the 
emergency the full capacity is required in an expanding economy. 
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Then certificates of necessity will have been very valuable; will they 
not? ; 

Mr. Austin. Yes, I think they would be very valuable. They are 
valuable to us. Without them we couldn’t have done what we have 
done. I don’t know, Mr. Congressman, what the ability to sell our 
product is going to be in some of these future years vou speak of, 
when tax rates may be lower. 

We may have a pretty hard time, then. Maybe we won’t cover 
any depreciation. 

Mr. Bouiine. I gather from a statement you made on page 11, 
that in a period of absolutely free competition, with no controls, 
that the steel industry found its level in relation to other industries, 
quite low. 

Mr. Austin. The lowest level that I think was mentioned, in here 
was under the period of greatest controls, the period of the war years. 

Mr. Bouitna. The thing I had reference to was the sentence: 
“Steel was in fortieth place, or below.” 

Mr. Austin. Yes, sir; the steel companies didn’t make much 
money during the thirties. In fact, they lost money for a number 
of years, as you are undoubtedly aware. 

Mr. Bo.utne. Do you consider that profits are for the owners of 
property, the same as wages for workers? 

Mr. Austin. I consider this to be true, Mr. Congressman: that 
when Government looks upon both, it should attempt to look fairly 
at both. And it should treat both parties on an equitable basis. 

Mr. Botturna. I certainly agree with that, but that was not pre- 
cisely my question. My question was whether vou equate the one 
with the other? I certainly agree entirely with the idea of equity. 

Mr. Austin. I do not know what you mean, sir, by ‘“equate.”’ 

Mr. Bouuinc. What are the wages of a person who owns stock? 

Mr. Austin. Well, if by wages you mean return, what are the 
fruits—not of his labor, but of his investment, then of course they 
are his dividends. 1 know of nothing else to get over a long period 
of years, but his dividends. That is the cash out of his business. 

Mr. Bouuina. Can you relate, can you differentiate, in your own 
words, between profits and wages? What is the difference between 
profits and wages? 

Mr. Austin. T think I cannot help going down this line, Mr. 
Congressman-—this is my understanding of what we are talking about, 
I think the workman who works with his hands, or works at a desk, 
as most of us do in this room, is entitled to fair compensation for his 
labor. 

IT also think that the man who puts his savings into a business, by 
buying stock in that business, is entitled, if the business is successful, 
to a fair return on his investment. 

Now, how you equate $1.90 an hour with some percentage of this or 
that company, I cannot tell vou. I know no answer to that. 

Mr. Botutna. The point that I am getting, or am trying to get at, 
is you seem committed to the idea that it would be healthy for the 
economy for you voluntarily to control your profits by not taking the 
Capehart amendment increase which is available to you, and hence 
compulsorily controlling the wages of those who would not get a wage 
increase if you did not ask for a Capehart increase. 
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You speak a good deal in your statement about profit control. I 
find it difficult to find any profit control in an industry-earnings 
standard, particularly in view of the fact that Congress has already 
set up a formula in an excess-profits tax, and that the industry earnings 
formula is based on Congress’ formula on excess profits tax. But it 
seems to me that what you are talking for is wage control, and if any 
control of profits, self-control. 

Mr. Austin. I find it a little bit difficult to follow all that. So far 
as the earnings standard that you speak of being based on something 
that Congress did, I do not know about that. I cannot quite see how 
the emergence of a tax law has much to do with a determination by 
Congress, of some means of saying to a business: ‘Well, you made a 
fair profit from the standpoint of your costs, from the standpoint of 
your prices.”’ 

Mr. Bouurne. To put it another way, are you for excess-profits 
taxes? 

Mr. Austin. Well, you asked me something that is getting into 
quite a different field. Personally, I think that excess-profits tax, the 
imposition of an excess-profits tax, put it that way, is not the best way 
to get increased taxes from industry. I think that it is not at all a 
good inducement to business efficiency. 

Mr. Bouue. I think that due to the lateness of the hour, that will 
be all. Thank you very much. 

Mr. Austin. Thank you, sir. 

Mr. Boutine. The committee will stand in recess 

Mr. Wotcorr. I think Mr. Austin should be thanked for being here 
and for making such a valid contribution to such an important subject. 

Mr. BoturnG. We will certainly do that. 

Thank you, Mr. Wolcott. 

Mr. Austin. Thank you, sir. We are very much obliged to you 
for bearing with us in this rather long statement. 

(Whereupon, at 5:53 p. m., Monday, May 19, 1952, the committee 
was adjourned to Tuesday, May 20, 1952, at 10 a. m.) 





STATEMENT BY James C. DowNninc, PRESIDENT OF THE NATIONAL Usep-Car 
Deaters Association, Setrinc Fortu THE AssociaTion’s Virws CoNCcERN- 
ING Price AND CrepiT Contrrots as Tuey Arrect UsEp AUTOMOBILES 


(Presented for Mr. Downing by Danzansky & Dickey, Washington, D. C., general 
counsel, NUCDA) 


Mr. Chairman and members of the committee, the National Used-Car Dealers 
Association is composed of independent used-car dealers located throughout the 
United States. Used-car dealers are small-business men in every respect. 

The National Used-Car Dealers Association is setting forth its views on ceiling- 
price regulations and on selective-credit controls so that this Congress will know 
what used-car dealers believe to be the true situation with respect to the need for 
such measures in the year ahead. The 21,000 used-car dealers of this country 
account for an estimated 45 percent of the Nation’s used-car turn-over, thus con- 
stituting an important factor in the Nation’s economy. 

Used-car dealers are unanimously opposed to price ceilings for used automobiles. 
There is absolutely no basis for setting fair ceilings for used automobiles because 
there are no two exactly alike. Established ceilings assume an “average’”’ condi- 
tion, with the result that the man who takes care of his car is penalized while the 
man who doesn’t is subsidized. This is true because any two cars having identical 
ceilings if they are of the same age, make, and body style and have the same 
“allowable” extras. It is common know ledge that any two given automobiles, 
identical except as to condition, commonly vary as much as 100 percent in true 
market value and in the amount of unused transportation represented. 
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During the past vear and a half used automobiles have been selling well below 
ceiling prices in spite of the fact that in establishing Ceiling Price Regulation 94 
the Office of Price Stabilization used every device possible to lower the general 
ceiling-price level, contrary in our opinion to certain provisions of the Defense 
Production Act of 1950 as amended. Allowances for radios, heaters, and other 
special equipment items, for example, were disallowed by the OPS in establishing 
CPR 94 even though doing so made the already unfair price relationships even 
more unrealistic—and in opposition to the advice of the Industry Advisory 
Committee. Special rules included in Ceiling Price Regulation 94 made it neces- 
sary for used-car dealers to have new invoices printed and required them to tag 
every automobile showing thereon such information as motor number, ceiling 
price, body style, age, etc. These requirements increased the dealer’s record- 
keeping work tremendously, requiring in some cases the addition of personnel to 
keep the records. The tags and invoices involved cost the used-car dealers of 
this country well over a million dollars—all in the name of inflation control and 
during a period when automobiles were (and still are) selling well below ceiling 
prices. 

The National Used Car Dealers Association respectfully urges this Congress to 
discontinue the Office of Price Stabilization’s authority to impose price ceilings 
on used automobiles. Ceilings on this product, because of its lack of uniformity, 
can never be developed to represent fair and equitable valuations. 


ABOLISH REGULATION W 


We believe also that there will be no need for consumer-credit controls in the 
vear ahead so far as automobile financing is concerned. This association is 
relieved to know that regulation W has finally been suspended, but in our opinion 
it should have been suspended over a year ago. During the period of its adminis- 
tration of regulation W the Federal Reserve Board made no effort to introduce 
flexibility into the regulation and kept harsh restrictions when almost every trade 
group in the Nation advised against such action, all to the detriment of business 
and at the same time accomplishing nothing to advance the cause of inflation 
control. 

But if Congress should decide to continue the authority for credit controls, 
this association believes that such continuance should be surrounded by a series of 
adequate safeguards. The act should limit the Federal Reserve Board, specifi- 
cally, by requiring that no rules be imposed that would necessitate the sale of 
installment paper on terms requiring more than one-fourth down or less than 24 
months for repayment. In addition, the Board should be instructed to employ a 
more realistic approach to the problem of automobile financing by taking into 
account the historic pattern of car-price, car-age relationships, something the 
Board has completely failed to do in the past. 

History has shown that during times of emergency the Federal Reserve Board 
has been able quickly to obtain the authority for credit controls from Congress. 
History also shows that after the emergency has passed the Board has been 
extremely reluctant to remove such controls. For that reason, this association is 
opposed to ‘‘stand-by”’ controls. which would introduce into the economic system 
a very definite state of uncertainty. Under such conditions dealers would have 
great difficulty in planning ahead, never knowing at what moment harsh restric- 
tions might be imposed that could ruin them financially. 

Because of the Board’s past failure to remove controls when the need has passed 
(we maintain that credit controls have never obtained the results claimed for 
them) and since authority to impose controls could be obtained from Congress 
on short notice whenever they become really necessary, the National Used-Car 
Dealers Association respectfully urges the Congress to disapprove the Federal 
Reserve Board’s request for authority to impose any credit controls during the 
coming year. 











REE 









































DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





TUESDAY, MAY 20, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman of 
the committee, presiding. 

Present: Chairman Spence, Messrs. Brown, Bolling, Fugate, 
Barrett, Hays, Wolcott, Cole, Nicholson, McDonough, Windnall, 
and Betts. 

The CuarrMan. The committee will be in order. 

We will resume our hearings and we will hear this morning Mr. 
Thomas Graham, one of the most distinguished citizens in Kentucky, 
one of the best fellows in the State, whom I count as my friend. I know 
I am his friend. We will be very glad to hear you, Mr. Graham. 


STATEMENT OF THOMAS GRAHAM, LOUISVILLE, KY., 
PRESIDENT, BANKERS BOND CO. 


Mr. Grawam. Thank you very much, Mr. Chairman. 

My name is Thomas Graham, of Louisville, Ky. I am president 
of the Bankers Bond Co., a securities investment concern, with offices 
at 237 South Fifth Street, Louisville, Ky., and also president of the 
City of Louisville Sinking Fund Commission. I am happy to have 
this opportunity to present to you gentlemen today some views and 
some experiences with rent controls as they affect certain types of 
apartment rental properties which may have escaped your notice, 
but which most certainly have not escaped the notice of the rent- 
control authorities. : 

I shall refer specifically to the Dartmouth and Willow Terrace 
Apartments in Louisville, which are of the luxury-type apartments; 
and of the Cumberland Apartments in Louisville, which are in the 
medium-income bracket; and the Capitol Avenue Apartments in 
Frankfort, Ky., which is an experimental type of medium-income- 
bracket development that was established over 2 years ago, and 
which those of us who conceived the idea have had hopes of extend- 
ing into the smaller towns to provide adequate private-financed 
housing where no such apartment housing now exists. I am speak- 
ing as an officer, director, and stockholder in each of these four 
apartment operations. 

And further, gentlemen, I speak also on behalf of the widows and 
orphans, many of whoni have their savings invested in these apart- 
ment operations. In the securities investment business, we are 
troubled every day with the problems of investing the funds and 
savings of the widow and orphan type of investor, and I can tell 
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you frankly that it is getting to the point that we don’t know where 
to tell them to put their money for a good return, and where it will 
have the utmost of reasonable protection. The Securities and Ex- 
change Commission claims to be the protector of the widows and 
orphans, but it is not doing any better job of that than the rent- 
control authorities are. 

And I can tell you that if the big squeeze on rents on apartment 
operations is kept on, and some relief is not granted, you will be 
giving unwarranted and false protection to a group of people who 
can afford to pay a little higher for their housing because they have 
had increases in wages and salaries, but you will be bankrupting 
many a widow and orphan who has life savings in this type of 
investment. 

Let me cite you an example of wage increases in Louisville which is 
pretty much the yardstick of such increases. The Louisville Courier- 
Journal and Times, which are two of the Nation’s outstanding news- 
papers and which more or less set the community pattern for wages 
and salaries, and their subsidiary operations, radio and _ television 
station WHAS and Standard Gravure Corp., employing between 
1,800 and 2,000 people, have made wage and salary adjustments 
since 1941 totaling over 150 percent in all brackets of employment. 
The income range at the newspapers and in the subsidiary operations 
run from $60 a week straight time for maids and porters to $120 a 
week for mechanical type-setting employees. And that is only 
straight-time pay. In some instances, I am informed, overtime 
payments increase the pay as much as 50 percent. 

None of these high-wage conditions existed in 1941, and where the 
so-called Wage Stabilization Board has acted purely as a wage- 
spiraling board, rent control has been more like a condemnation 
proceedings than anything else. Rents have not been permitted to 
increase anywhere near the ratio of increase of wages and even other 
general prices. There is no such automatic increase formula for 
rents, for example, as the Capehart amendment provides for business 
costs and prices. 

Those of us building new apartments are being deprived now, even, 
of the relief under regulation 608 of the Federal Housing Administra- 
tion. This provides for figuring in accelerated depreciation with the 
rentals. We have been doing it that way for 2 years, and have set 
it up in that manner for our tax base and reporting it that way to the 
Treasury Department. We cannot go back and change it with the 
Treasury Department. But now we are told by the administration 
that we cannot doit that way. Not to be able to do it in that manner 
simply nullifies accelerated depreciation. 

We have been trying for more than 2 years to have the inadequate 
rentals increased on the four apartments I have made reference to 
but with no success. The reason for our failure, I can ascribe to 
nothing more than obdurant bureaucracy and arbitrary rent con- 
demnation regulations which force us to maintain 1930 depression- 
level rentals, plus approximately 33% percent additional rentals we 
have been able to increase. Wage-rate increases, materials increase, 
higher costs of maintenance and repairs, increased taxes, and other 
burdens, including demands for more safety and fire-control devices, 
simply have made apartment operations too burdensome. 
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Last year, because of the greatly increased burdens and the refusal 
of the rental authorities to cooperate in an adjustment of our rentals, 
the board of directors of the Cumberland Apartment, which is in 
downtown Louisville, authorized us to convert the apartment to an 
office building. Such a change would result in eviction of many 
apartment tenants who have been getting a big rental bargain for 
vears. We need more, not fewer, such apartments, but it is so un- 
profitable to operate them, nobody wants to build any. 

I do not know why some people today, and a lot of them in Govern- 
ment, at that, are ashamed of the word “profits.” But they seem to 
act like it is poisonous to make a profit. It seems to be a growing 
bureaucratic trend of thinking that to make a profit is bad. Tax it 
all up, they argue, and then we won’t have to worry about profits. 
But, gentlemen, you are reasonable and intelligent leaders of our 
Nation, and I say to you that when we destroy the profit motive in 
this country, we will destroy this country. 

In our Louisville Cumberland, Dartmouth, and Willow Terrace 
apartment operations, we still are receiving income below prices of 
similar properties with similar replacement values, and we also have 
unequal rents for duplicate apartment units in the same building. 
As stated before, we have received certain percentage increases in 
income, but with the unequal schedule of rentals for the same kind 
of apartments, this application of bureaucratic stupidity simply 
increases the unequal treatment for tenants and in many instances we 
have refused to apply the increase because it is unfair. Certain 
tenants were paying adequate rentals in 1941 under trusteeships, in 
which all these apartments at that time were operating, and therefore 
now, with the percentage increases which have been allowed, many 
of them are getting to the point where we simply had to refuse them 
and could not apply them. 

Considering the unnecessarily arbitrary rent control law under which 
rental properties and their values have been pegged since 1942, with 
the resultant disgruntlement among national real estate groups, any 
new attempt at controls—if any, indeed—most assuredly should try 
to avoid features which have created that disgruntlement. Why has 
the real estate so-called lobby been so persistent, so active, so loud 
in its complaints? Because, gentlemen, this inordinately burdensome 
control, or condemnation, law has kept rentals from an ordinary and 
uniform adjustment along with costs, prices, and wages and salaries. 

Credit controls have just been lifted. Why? Because all over 
the Nation we had developed a new inventory attrition which was 
keeping businessmen from making profits, preventing goods from 
an orderly flow in commerce, backing up unemployment, stifling the 
flow of capital. Relief has been granted to the businessman, on whom 
there are no rent controls. Why isn’t relief in an equal measure 
forthcoming to those who make their livelihood, and the livelihood 
of others, from rental properties? It is long overdue. We are suf- 
fering from attrition, too, attrition of the worst kind—bureaucratic 
bursitis. It is time, gentlemen, that the Congress reappraised the 
Nation’s entire economic situation and reinvested Congress with the 
measures of control that have been delegated in wide authority to 
bureaucratic agencies. My good friend, Prof. Horace Poynter, of 
Seience Hill, Ky., and Andover, Mass., who is learned in the Latin, 
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recently told me that even the Greeks had a word for bureaucracy. 
It was “‘grasshopper.’”’ And gentlemen, we’ve certainly got a lot of 
grasshoppers here in Washington. It was bureaucracy that killed 
Rome and it will, if it is not contaminated, kill our democracy, too. 

The other day I reread a paragraph in Gibbons’ Rise and Fall of 
the Rome Empire, and it stated in there that it was not the bar- 
barians that destroyed the empire, it was the ‘‘grasshoppers’”’ or the 
people that, as they determined, the grasshoppers running all over 
tie empire, bearing the people down, taxing people to death, which 
destroyed the empire from within.” So I entreat you, gentlemen, 
return to the proper realm of congressional control the prerogatives 
that bureaucracy has usurped of the power that you have delegated 
in part. 

Rent control investigations have followed the back-door method. 
Those who oppose the findings on the local level merely sit down and 
talk with some official who, using a form, chooses to uphold his own 
investigator. It is the role of judge, jury, and prosecutor. The late 
great Secretary Logan, as you will remember, Mr. Chairman, in 1936 
in Louisville, made one of the outstanding speeches in the country on 
the dangers of our bureaucratic and administrative situation of govern- 
mental agencies, and it was participated in at that time by our Vice 
President, who expressed, at least at that time, somewhat the same 
views. 

Of course, there is the appeal to a volunteer public group, rendering 
gratuitous services. The practice of this group has been to sustain 
the rent control authorities. There also is the right of appeal with 
no record of actual testimony. There is no excuse for bad adminis- 
trative practice when it completely thwarts justice. This policy, 
which is totally un-American in all its aspects, has been followed as 
strict procedure by the rent control authorities for the past 10 years. 
I am not criticizing rent control authorities as individuals, but only 
as a system that has become grafted onto the American system of 
justice and which actually thwarts justice. 

I do not see why people renting properties do not have the same 
appeal in the Federal courts that bureaucrats do who run the rent 
control organization. 

The Cumberland Apartments is a nine-story building, containing 
88 apartment units ranging from the efficiency type to two-bedroom 
units. On each floor are apartments which are approximately similar 
to those immediately above and below; but there is wide divergence 
in maximum rentals allowed. The housing expeditor has failed, or 
refused, to issue regulations permitting the Cumberland to charge 
adequate equalized rentals. 

The Cumberland is situated immediately adjacent to Louisville’s 
principal intersection of Fourth and Broadway. Since 1945, down- 
town apartment buildings with facilities comparable to Cumberland’s 
have managed to obtain approximately 50 percent increase on maxi- 
mum rentals over those charged at Cumberland. We have endeavored 
to adhere carefully to regulations without any effort to bypass the 
rules and regulations. Our several and concerted appeals to the 
Housing Expediter for relief all have met with failure. Our last fiscal 
report on Cumberland shows a further decrease in profits, and still no 
relief from the hardship. 
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The property earned last year $10,000, and in 1929 cost $620,000 
to build and as I stated before, there are from two to three hundred of 
the widow and orphan type stockholders owning it. 

Both the Dartmouth and the Willow Terrace apartments are the 
luxury-type apartment operations. The Dartmouth consists of 20 
exactly similar luxury, high-priced apartments of the 4-bedroom, 
3\%-bath type. The rent ranges from $230 to $289.50 per month for 
identical apartments, without any exceptions as to appointments, 
furnishings, or decorations. The Willow Terrace consists of 62 one- 
to three-bedroom apartments, and has a situation almost exactly simi- 
lar to Cumberland, with unequal rentals for identical apartments 
amounting in some cases to as much as a 30-percent differential. . 

The Dartmouth and Willow Terrace were built in 1927 and cost 
$2 million, and today the reproduction cost has been estimated at $3 
million. 

The property was sold at public auction in 1947 by the Fidelity & 
Columbia Trust Co. of Louisville, as trustees representing the bond- 
holders, for a period of approximately 17 vears. The apartments at 
that time were fully occupied under rent control, and the reason the 
properties were sold at public auction was that they could not get 
sufficient income even to service the bonded indebtedness and allow 
the property to be reorganized by the bondholders. The Dartmouth 
is tenanted by Louisville’s richest citizens, the chairman of the board 
of Louisville & Nashville, the president of Louisville Trust—I could 
go right down the tenant list—and as stated before, it has four bed- 
rooms, three baths, and the living room is very sumptuous with in 
each place a natural log fireplace and other facilities of that kind, 
and I think it is undisputedly the finest property in the Middle West 
from a luxury type. 

In this instance, who needs protection, and why continue rent con- 
trol over a property of this kind where, because of the unwillingness 
of the Rent Control Administration to carry out the acts of Con- 
gress, 20 identical apartments range from $230 to $285 per month, 
and the Willow Terrace is right next door, facing the finest park in 
the United States, Cherokee Park, with one- to two- to three-bed- 
room apartments. The Dartmouth and Willow Terrace apartments 
in 1951 earned $5,400 net on a property sold in 1947 at $700,000, plus 
necessary working capital, and of course the widows and orphans that 
originally bought the bonds lost about the same amount. 

During the 4-year period of operations, no dividends have been 
paid on the stock and a total net of only $21,288 has been earned. 

If these differentials alone were corrected and eliminated, we would 
not be dissatisfied too greatly with the ceilings, although on the 
luxury-type apartments, gentlemen, I cannot see where there is need 
for rent controls. 

Neither the Cumberland, the Dartmouth, nor the Willow Terrace 
has any tenants who are properly subject to the 1941 rental freeze 
formula, which is based on such original rent without regard to the 
apartment involved. 

There is no shortage of housing, apartment or otherwise, in Louis- 
ville, ranging from efficiency to four-bedroom and three-bath. Regu- 
lations should be permitted to allow lessors to charge rentals reason- 
ably commensurate with facilities bemg furnished and certainly on a 
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basis which does not require identical apartments to be on wide 
differentials. 

A good friend of mine, who is a public official in Louisville, making 
$15,000 a year, and his salary i is well known, asked me 3 years ago to 
do everything T could to get an apartment. I found one of the best 
apartments at the Cumberland which was available, like which there 
is no other downtown, and I worked out with him at that time a rental 
of $116 a month. We paid $800 dollars to redecorate and $600 for 
new furniture. That was agreeable to him and he wrote me a letter 
accordingly. 

Three months later, the rent-control authorities came in to Louis- 
ville and said we had to substantially reduce that rental, and he was 
willing to be of any help he could on it with them, but there is nothing 
we could do. I think the rental was reduced $6 a month, and the 
result is that it is an unhappy investment for us and an absolutely 
unfair situation, and here is a man who is getting a public salary of 
$15,000 a year, and we were doing him a favor to rent him this 
apartment. 

Inequities result from differentials for identical apartments. Since 
local expediters say that existing regulations do not permit such relief, 
although actually the law authorizes any regulations necessary to 
correct any and all inequities, the extension of rent controls—if any, 
indeed—should make mandatory the issuance of necessary regulations 
to accomplish this and other fair adjustments. 

You will remember, Mr. Chairman, when I appeared before you in 
1950, you had put into the record of the proceedings a requirement 
that rentals be adjusted from the lowest price to the highest price for 
each type unit. As of that time there was no economic reason why 
this type of apartment renter should be protected from an economic 
standpoint. The Rent Administrator has ignored the law and the 
intent of Congress, every 2 years, in applying the regulations, so as a 
result its administration has been a blot on the fairness and good 
faith of governmental agencies generally. 

Our latest fiscal audit on the Dartmouth-Willow Terrace operations 
shows a net profit of only 3.5 percent of our income, after taxes, com- 
pared with 10.1 percent in 1950. That, gentlemen, indicates how the 
growing cost of operations with our frozen inequities is eating away 
our profits and those of the widows and orphans who have their in- 
vestments in the operations. Don’t you reasonably agree that we 
are entitled to relief? 

As for the Capitol Apartments in Frankfort, which we have hoped 
would give promise to the promotion of other private-financed apart- 
ment housing in communities that badly need it, our latest fiscal audit 
shows a deficit of more than $5,000. And this in the face of repeated 
requests, and refusals by the authorities, for rent relief for more than 
2 years. Our previous fiscal audit showed a deficit of more than 
$3,000. The audit before that showed a deficit of more than $1,500. 
Talk about accelerated depreciation, gentlemen, here is a good ex- 
ample of accelerated deficit with no cure in sight. 

We talk about accelerated depreciation. This is an example of 
accelerated deficit. The attitude of both these groups of bureaucrats 
is the same the way they carry out the Federal intent of the law, and 
how you can figure profits without figuring interest and depreciation 
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on a property, under the American system, is more than I have been 
able to figure out. 

With reference to the Capitol Apartments, we now have been 
informed by the Federal Housing Administration that we cannot figure 
our depreciation at the accelerated rate of 3% percent, instead of the 
2 percent, as the law provides. Yet we have been doing that for 2 
years, and in our returns to the Treasury Department. Now the 
FHA tells us we can’t do it. If you cannot use the depreciation per- 
mitted by law, it will do you no goud. 

Gentlemen, in closing, I want to say that, if it has not been entirely 
evident, I am thoroughly aroused over this matter. I think it is 
absolutely unfair and economically iniquitous. At the risk of censure 
of my own party, I want to say further that there seems to be a public 
clamor for a change in political administration. If we get a change, it 
is going to be due—more than anything else—to the fact that all of us 
in my party have allowed bureaucracy to become so strong that we 
have lost control of it. Gentlemen, it is within your power to restore 
part, if not all, of that control to its constitutional place. 

Thank you. 

The CHarrMan. A great part of your complaint is that comparable 
apartments have varied rents, and you feel they ought to be adjusted 
equitably so that each person renting a comparable apartment should 
pay practically the same. Is that not one of your complaints? 

Mr. Grauam. Yes; I will just illustrate by the Dartmouth. Here 
are the richest people in Louisville. It is a luxury apartment. You 
remember you and I drove by there to look at it one day. 

The people that are in there do not need any protection by you 
gentlemen. Now there may be certain groups that do. I will not 
argue that question from an ideological or economic or political 
standpoint, but these are the richest people in Louisville, but still 
some pay $230 a month and some $239 a month for exactly the same 
facilities. If there is any fairness in that, I am crazy. 

The Cuarrman. Well, I understand further that you want to 
exterminate all bureaucrats, all agencies, and all grasshoppers. We 
always listen to you with pleasure, my good friend, and you always 
are free to express your views to this committee, and we are always 
pleased to see you come before us, but that is a pretty broad order. 

Mr. Granam. Thank you, sir. 

Mr. Coir. And some of us are trying to help you. 

The CuairnmMan. You do not expect all of us to act upon that de- 
mand for change, though, do you? Because I commit myself now by 
saying that I cannot go as far as you go in that respect. 

Mr. Granam. Well, I agree with you on that, too, Mr. Chairman. 

The Cuarrman. The clerk will call the next witness. 

The Cierx. Mr. Harry J. Fitzgerald, National Association of 
Real Estate Boards. 
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STATEMENT OF HARRY J. FITZGERALD, REPRESENTING THE 
NATIONAL ASSOCIATION OF REAL ESTATE BOARDS, AC- 
COMPANIED BY JOHN C. WILLIAMSON, COUNSEL TO REALTORS’ 
WASHINGTON COMMITTEE, AND ALBERT A. PAYNE, ASSIST- 
ANT SECRETARY OF REALTORS’ WASHINGTON COMMITTEE 


Mr. Firzgeratp. Mr. Chairman, I am accompanied by counsel for 
our committee, John C. Williamson, and Albert A. Payne, assistant 
secretary of our committee. ; 

Mr. Chairman and members of the committee, I am Harry J. 
Fitzgerald, of Evansville, Ind., chairman of the rent-decontrol 
subcommittee of the Realtors’ Washington Committee, National 
Association of Real Estate Boards. The national association con- 
sists of 1,123 local real-estate boards and 47,655 individuals and firms 
of realtors throughout the country. Our membership is engaged in 
every phase of the real-estate and construction industry. Offices of 
the association are located at 1737 K Street NW., Washington, D. C., 
and 22 West Monroe Street, Chicago, III. 

We appreciate this opportunity to appear before your committee 
and again, as we have in past years, present the sound reasons that 
rent control should be permitted to end. We appreciate only too 
well the seriousness of the danger of permanent rent control. At the 
same time we are mindful of the emotion which this subject has 
engendered in the past 10 years, particularly since the end of World 
War II even after freedom was restored to all other segments of the 
economy. Nevertheless, we are confident that the committee will 
give deep and objective consideration to the facts advanced in support 
of our position. 

This year makes 10 years Federal rent control has been imposed 
on many of our communities. In many of these localities rent control 
has become, we fear, a political issue bearing no relation whatsoever 
to its statutory purpose. For example, Minneapolis and Pittsburgh, 
two cities which do not meet the criteria for designation as critical 
housing areas under the Korean action, are still under World War IT] 
Federal rent control. Both cities are in a more favorable position 
with respect to a supply of housing than they were in 1940 when both 
functioned under a free rental market. 

Attached to this statement are what we believe to be persuasive 
charts—exhibits A and B—comparing the number of rental ads, both 
seeking and offering units, during the past 10 years in those cities. 
We are confident that a careful study of these charts. should leave no 
doubt in the committee’s mind that continued rent control cannot be 
justified. 

This is a rather extensive exhibit. The green areas are the ones that 
have been under control since 1942—10 long years. 

The committee will recall the action taken by the Congress in 1949 
extending rent control until December 31, 1949, and for an additional 
6 months beyond that date in communities which took affirmative 
action through their local governing bodies to request such control. 
We believe that this committee intended seriously that rent control 
should be allowed to end June 30, 1950, when it passed that law. Then 
came Korea and with it the movement of some defense workers and 
military personnel, creating new problems. 
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However, what happened in the green areas which did not sustain 
the impact of the defense program? Housing construction continued 
in record-breaking volume: Over 1,500,000 housing starts in 1950, 
1,100,000 in 1951, and an anticipated 1,000,000 in 1952. A substan- 
tial in-migration of defense workers and military personnel was expe- 
rienced in approximately 170 critical defense-housing areas—outlined 
in blue on map—resulting in hundreds of thousands of people shifting 
from the green areas on the map to the critical areas. Again we must 
ask: For what possible reason should rent control be continued in 
these green areas unless it is to condition the public to acceptance and 
expectance of rent control as a permanent factor in our economic life? 

The Housing and Rent Act of 1947, as amended, provides that a 
community may decontrol itself by resolution of the local governing 
body upon a finding that there is no longer a housing shortage that 
requires Federal rent control. Also the Director of Rent Stabilization 
is authorized on his own initiative to decontrol an area for the same 
reason. 

Despite the difficulty of obtaining rent decontrol by local action 
because of the political threats opposing such actions, 467 communi- 
ties and counties nevertheless decontrolled themselves from July 1, 
1950, to March 26, 1952. On the other hand, the Federal Rent 
Director, who has an even greater responsibility in this matter, has 
decontrolled only 74 areas on his own initiative. However, even this 
meager record fades because a majority of these agency-decontrol 
actions were in areas which the act required to be decontrolled because 
of the local decontrol actions previously taken in the major portions 
of the same areas. 

The conclusion is inescapable that the Rent Control Director has 
failed to discharge his responsibility under this section of the law. 
Whether this was the result of negligence or deliberate bureaucratic 
thwarting of the intent of Congress we leave to the considered judg- 
ment of this committee. 

The history of the past 6 vears, 5 of which found the property 
owners bearing alone the brunt of a dislocated economy, glaringly 
demonstrates that the termination or extension of rent control has 
not received the more fair consideration given other segments of the 
economy. We are certain that no member of the committee feels 
that rents should be controlled while wages and the commodities of 
the grocer, butcher, and other suppliers are allowed to enter a free 
competitive market. If so, then we hope that here today we might 
be permitted to answer such a contention. . 

Accordingly, any statement we make that is applicable to the 
termination of Federal rent control is equally applicable to the 
termination of wage and price control, and vice versa. Our position 
on the matter of fair treatment to all is firm and unwavering. 

The Roy Wenzlick Co. of St. Louis, real-estate appraisers and 
counselors, is well known to the Congress for its economic studies in 
the real-estate field since 1914. Mr. Wenzlick recently issued a 
memorandum, Ten Years of Rent Control. It contains several 
charts which we believe will be of considerable interest to the Congress. 
With your permission, Mr. Chairman, we’are submitting two of 
these charts for the record as part of this statement—exhibit D. 

The CuarrMan. They may be put in the record. 

(The chart above referred to is herewith inserted.) 
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Mr. Firzaeratp. We quote now from the conclusion reached on 
the last page of the memorandum, referring to the study of rents and 
cost-of-living average in nine decontrolled cities. Mr. Wenzlick says 
(referring to chart 2): 

On this chart it will be seen that in the decontrolled cities, rents are now aver- 
acing 13.8 percent higher than they did in the averave of the 1921-38 period. On 
the other hand, the cost of living, including all items (even rents) is now running 
70 percent above the 18-year average and, if rent control is excluded from the 
cost of living, the other items in the cost of living are now running 81.6 percent 
higher. The rent dollar which the landlord receives, it will be seen from this chart, 
will only buy 62.7 percent as much as it would have bought in the period from 
1921 to 1938, the 18-year period which included nine good vears and nine bad 
vears; or, summarizing this chart in a slightly different manner, the other elements 
of the cost of living are now 81.6 percent higher than they were in the base period, 
while the purchasing power of rent is now 37.3 percent lower than it was in the 
base period. 

No one has ever claimed, including the Rent Director himself, that 
rent control will provide housing. In those sections of the United 
States having a free rental-property market, there is ample evidence 
of the efficient use of available rental space and the stimulation of 
construction of new rental accommodations where needed. The 
chaotic economic results wildly predicted by the opponents of restoring 
the free market simply have not occurred, even in such great cities 
as Los Angeles and Houston. Only good has resulted, in terms of 
increased construction of rental units and other housing, restoration 
of good feelings between owner and tenant, and an end to politics 
in rents. 

It is contended that Federal rent control is needed in critical 
defense-housing areas to help meet the housing needs of servicemen 
and defense workers and their families. This is illusory, and a closer 
examination will reveal that rather than solve the housing problem, 
rent control perpetuates that problem. 

Rent control operates under the theory that any kind of housing is 
adequate so long as the rent charged has the Washington stamp of 
approval, As a result, many servicemen living in substandard 
housing at a rent which has been rolled back to what the ORS believes 
is fair, continue to live in such housing because of the low rolled-back 
rent. The military is reluctant to declare such housing out-of-bounds 
because of the human factor involved in separating a man from 
his family by official orders. 

This is no exaggeration—and we submit the example of Chanute 
Air Force Base in Illinois. Here is an area that sustained a great 
influx of military personnel. Although it has been declared a critical 
defense-housing area under the Defense Housing Act which is directed 
at stimulating additional construction, it has not been certified for 
rent control because of the insistence of the Commanding General 
that rent control instead of solving his housing problem would per- 
petuate it. 

He charges that rent control would defeat his objective of ridding 
the area of make-shift housing as better homes are provided. Here is a 
statement of a military commander on the scene which substantiates 
what we have been trying to say all these years—that rent control is 
not the answer to a housing shortage, and above all, it is a local problem 
and must be solved on the local level. 

The Air Force has acceded to the wishes of the Chanute Command 
and did not impose rent control. On May 6, 1952, for the first time 





EXHIBIT D 


f the author 


tsston o 


Reproduced with perm 


yO 





ESél OS6i 


Orél Seél Ofdi SZ6l OZé6l 





© 


MES BRREE GS S55 pied 


mwuwn 
awom 














: 
w 
bs] 
z 
4 
3 
| 


SIN3¥ $$31 ONIAIT JO _—a". 





NFA SSI? QNIAIT IO 4802, I~ 
+ SINF¥) SINIXIO , 
YIMOd ONISVHIING Hi 
eS 1 


.— 

















>23G sapine 





Zz 44PUD 





Os MOMINO> si Nay 











S3ILID G3INOYLNODIG ININ JO JOVAZAV 
ONIAN JO LSOD GNV SIN 














@o 
N 
° 
N 


IOSLNODIID JDNIS SHLNOW 
02 st bd! vi 4! ol 





4 
eerennes 
Saqgaeceeoe 
earaeress 


Vue 
astesout 
4, 





TT TrTyrytryt 


‘1OULNODIG 3ONIS EFILID 6 NI SJONVHD LN3Y 


. T ’ T 
*eD ‘yruurars 
"tA ‘puowyaty 
“TA ‘M1O}ION 
“tly ‘9IIQOW 
*28Im ‘DONRUAIIA 
"Med ‘sejotuy one 
"td ‘atauosys' “4 
*xeL ‘uojsnoy ee a 
"ey ‘wrydujwsig 














-op irq 4 Z nl 














nd 


| eT ot win 1 











V1V ‘aTIGOW SATIONV $01 











on™ 


-— 


Laem 4 ao 


an AO ae 





? 
pare a 
-* -* 
hs ” 

















‘STUA! 








1 44RyD 





“A 
DO a 






































o aeors TOYLNOD30 Y3lsV 
VIV 'WVHONINMIE SIN3IaY NV88N Ni 3S 























9 Jequnn 
ZS6L “tz Asonsqey 


a LIainxa 


XX SUNLOA 
syne} “4s 
OF puo x21; zZUeMm AOY 
n]O44sUOrD JUSY JO S4DEA C,, 
1133s i sv 


wosj 
@yus 43O vOissiwseod ysim paernpoiday 


OOL = 8E61~ 1761 XIONI 


OUINOD30 JONIS SIN3¥ NI ISVIYONI JO JOVINIDUId 















vi 
pat 
© 
& 





Saas ois Suan ite Sar 








Bee GAS cee Es REO 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1249 


Chanute Field was removed from the unqualified category of critical 
in the Housing Report on Major USAF Bases. 

Fort Benning, Ga., is another area which does not have rent control 
although it is a critical area under the Defense Housing Act. Located 
at Fort Benning is one of the Army’s major bases with an admitted 
housing shortage. But the Army has been successful in resisting the 
efforts of the Rent Director in Washington to impose Federal rent 
control. 

Why? Because the Army in Fort Benning is solving the problem of 
housing and rents through local cooperation. ‘The Army appreciates 
that the imposition of Federal rent control may undo the progress it 
has made, through the substitution of Washington bureaucracy for the 
traditionally American way of solving local problems locally. 

Fort Jackson, 5. C., is another example of how the rent and housing 
problem is being met and solved locally. As a matter of fact, Fort 
Jackson was one of the areas cited by the Senate Military Prepared- 
ness Subcommittee as an outstanding example of local solution to the 
housing problem brought on by the impact of increased military 
activity upon a community. 

Mr. Brown. Fort Benning, Ga., is one of the largest posts in the 
United States; is it not? 

Mr. Firzcerap. I think so. 

Under the Defense Housing Act many areas have been designated 
as critical defense--housing areas and programing of housing for con- 
struction under FHA title [X and relaxed credit controls. However, 
the units programed have represented generally from one-third to one- 
fourth of the actual needs of the military service concerned. The big 
problem has been how to make up the deficit. The services tell us 
that the principal source of these additional units must be conversions, 
wherein a property owner adds facilities to his property so as to 
accommodate a serviceman’s family. 

Yet the greatest deterrent to such conversions is Federal rent 
control—not only because Washington is going to tell the property 
owner what he and tenant may agree on as rent but also because 
Washington in effect warns the property owner that once the unit is 
rented occupancy is frozen and he will no longer have control over his 
own property, even after rental contracts have expired. Is it any 
wonder, then, that Federal rent control defeats its purposes and 
gradually, but inevitably, denies to those, who for occupational or 
economic reasons must rent, the opportunity of obtaining a suitable 
rental unit. 

No one will dispute that we are living in a rapidly changing economy. 
Within 3 weeks after former Defense Mobilizer Wilson’s February 
appeal to the Nation in a radio and television broadcast message on 
the subject ‘““The Battle for Production,” some of the very things Mr. 
Wilson advocated and predicted were in complete reversal. Appar- 
ently the great productive machine of American industry had filled the 
pipelines to bulging. Reports were that requirements of the military 
would be considerably less than at first anticipated. Stockpiles of 
critical materials were needed in areas described as ‘distressed labor 
areas.’’ More than 600 religious, community, and municipal-building 
projects were given the green light by NPA. Restrictions on con- 
struction of homes, office buildings, factories, highways, and other 
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projects were eased by NPA. A batch of orders that were intended 
to be issued to control home construction was revoked. 

This rapid change in events may well indicate that we are on the 
road to accomplishing our production schedules for the defense-mobil- 
ization program, with more critical materials available for housing 
construction and consumer goods than we had been led to believe 
would be available. Even as recent as last week NPA was making 
more materials available for nondefense uses. We urge that, rather 
than resorting to rent control these critical materials be used right 
now to alleviate what housing shortages may remain in our defense 
and military critical areas. 

We respectfully point out that this production cannot be accom- 
plished in an atmosphere of Government control and direction. We 
believe now, more than ever before, that the need for Federal rent 
control is over, even in the critical defense-housing areas as provided 
for in Public Law 96. Proof that local communities can handle their 
own problems better is evident in the examples we have cited—- 
Chanute Air Force Base, Ill.; Fort Benning, Ga.; Fort Jackson, 8. C. 
These are but a few of many which are meeting the problem head-on 
and with local cooperative efforts are eradicating its causes through 
conversions, new construction, and working together to make rental 
homes available. 

Although we are of the firm conviction that inequities and mal- 
administration are inherent in any rent-control law, we nevertheless 
feel that the committee should be apprised of at least a few facts on 
the Rent Director’s stewardship of the Federal rent office. 

For example, there is the question of the 20 percent automatic 
increase above June 30, 1947, rent levels which Congress granted last 
year. Despite the fact that this token adjustment was to be automatic 
upon application, the Rent Director proceeded to throw obstacles into 
its path. Weare attaching to this statement the case history (exhibit 
E) of a property owner who would have been better off had the Con- 
gress never authorized a 20 percent increase. By the time the area 
rent director in Newark was through with him he was receiving less 
rent than before the Congress granted this intended relief. We are 
of the firm opinion that the shabby treatment of this property owner 
was arbitrary in the extreme and indicates how the rent act is shaped 
and twisted to suit the will of the rent director. 

Time precludes our going into a detailed discussion of this case 
history, but it involves a unit on which for 10 years, with the agreement 
of owner and tenant, the rent was based on the owner not furnishing 
painting and decorating services. This was embodied in the 1942 
registration of the dwelling certified by the area rent director. How- 
ever, in 1951 at the apparent instigation of the original tenant, the 
area rent director retroactively nullified the original registration, 
announced that painting and decorating services should have been, 
included in the rent, notwithstanding the 1942 registration certificate 
and decreed that the rent should be reduced rather than raised. This 
is only one of a number of such cases that could be cited. 

It is not difficult to understand how the area rent directors are 
inspired to administer the law in such a manner. Attached to this 
statement (exhibit F) is a summary of a meeting of area rent directors 
in Detroit, Mich., in February 1952, presided over by Rent Director 
Woods. This summary was prepared by the Georgia rent director 
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to guide his staff in administering the law. It is an understatement 
to say that the revelations in this summary of the Detroit meeting 
are shocking. Under Compliance on page 2, the staff is cautioned 
thusly: 

Treble damages should be assessed against large or professional landlords. 

Small landlords (expecially women) who do not follow an order may be assessed 
one and a half or double damages (the area rent director should use discretion 
on @ case basis). 

We must reluctantly conclude that one so unfortunate as to be a 
large property owner is not entitled to whatever fair treatment might 
flow from the mere exercise of the area rent director’s discretion. 

Again, under Compliance, paragraph 8 on page 2 (exhibit F) we 
have this rather astounding statement: 

If Litigation will not accept a case because the landlord is entitled to the 20 
percent and says the court will allow the 20 percent anyway, or thinks the case 
too weak on the self-help angle, it should be sent to them regardless. 

Iam sure the rent director, upon proper notice and belated delibera- 
tion, will come up with some excuse, lame as it may be. But there 
it is, in one short paragraph—the arrogance, the disdain for fair and 
equitable enforcement of the law, that runs through the entire admin- 
istration of rent control. Again we must emphasize that it is not 
so much Mr. Woods’ fault as it is the inherent inequality of treatment 
in the whole system of rent control that has made almost a mockery 
of rental property ownership in this country. 

We have just touched upon some of the statements in exhibit F. 
We hope that some time soon you will ponder over the contents of 
this exhibit. If you do, we have little doubt that your decision will 
be to let this type of control expire once and for all time on June 30 
of this year. 

It might also be well to point out to the committee how completely 
rent control is under the whip hand of the Washington rent office. 
The committee should know that the so-called rent advisory boards, 
lauded so much by the rent director in his testimony ‘of May 5, 
instead of being advisory, in many instances have become subservient 
to the rent controllers. Shamefully little attention is directed to the 
wishes of the local community in the matter of certification for rent 
control, contrary to the general concept that the local communities 
will have an opportunity to be heard. These and a host of other 
factors have brought Federal rent control to the threshhold of per- 
manence as a political and social weapon. 

May we give you but one example of Washington’s domination over 
a community. Rent Director Woods has claimed that the local rent 
advisory board not only had no knowledge of the certification as crit- 
tical and subsequent imposition of rent control upon the area until 
they read it in the newspapers, but vigorously opposed such certi- 
fication. 

It was not until Congressman William Ayres of Akron, Ohio, 
raised his voice in protest and threatened a congressional investigation 
that the true story of the certification of the Lorain County area for 
full Federal rent control came to light. 

However, it took 3% months from the date of certification, October 
30, 1951, until February 15, 1952, for the Federal officials to admit 
they had made a gross mistake in certifying Lorain as a critical area. 
Certification was withdrawn as recorded on page 1510 of the Federal 
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Register dated February 16, 1952. Ironically, the decertification 
notice reads as follows: 

Upon specific data * * * and on the basis of other information avail- 
able * * * the undersigned find that the conditions required * * * do 
not exist in the area designated as Lorain, Ohio (includes all of Lorain County), and 
the certification dated October 30, 1951, is hereby revoked. 


In attempting to cover up his iron-glove treatment of the Lorain- 
Elyria Rent Advisory Board, the Rent Control Director issued a 
special press release dated November 30, 1951, announcing postpone- 
ment of the “application of full Federal rent control in the new Lorain- 
Elyria critical defense area.’”’ Rents would have been rolled back to 
July 1, 1951. 

The release is cleverly worded. It implies close contact with the 
rent advisory board. Mr. Woods said in the release: 

Iam glad to comply with this request. I want to be sure that when the Federal 
stabilization program does come into the county it will be adapted so far as 
humanly possible to the conditions prevalent in the area. 

Mr. Chairman, Mr. Woods could have found out what the con- 
ditions in Lorain County actually were had he taken the trouble to 
consult with the rent advisory board, his “‘board of directors.”’ 

May we take a few moments to inject another note into this dis- 
cussion, and that is the question of the constitutionality of Federal 
rent control. We are aware, of course, that the United States Su- 
preme Court is the final arbiter in such questions, but no one will 
deny that the Congress is bound to legislate within the framework of 
the Constitution. 

Today we have two types of Federal rent control. The first type 
is that which exists in the so-called defense-rental areas (the green 
areas on the attached map) which were designated as such under the 
Emergency Price Control Act of 1942. This type of rent control 
was brought into existence as an exercise of the war powers of the 
Congress. We do not dispute that during World War II this was 
valid exercise of such powers. This type of rent control was con- 
tinued in the postwar years because the emergency conditions created 
by World War II were still evident. 

The Supreme Court held in February 1948, more than 4 years 
ago, that this type of rent control was a valid exercise of the war 
powers (Woods v. Miller, 68 S. Ct. 421). World War II rent control 
applies only to units in existence prior to February 1, 1947. However, 
we are confident that a close examination of this World War II rent 
control now, in 1952, will reveal no basis whatsoever for its continued 
existence; and further, that the emergency housing conditions created 
in World War II to which the Supreme Court referred in the Miller 
case, are no longer in existence in these noncritical areas to the extent 
that control of these units is still a valid exercise of the war powers. 

The mere fact, substantiated by the Bureau of Census in 1950, that 
the percentage increase in housing units since 1940 is greater than the 
percentage increase in population for the same period, is sufficient to 
remove the only basis on which the Supreme Court rested its 1948 
decision in the Miller case: 

* %* * that there has not yet (1948) been eliminated the deficit in housing 
which in considerable measure was caused by the heavy demobilization of veterans 


and by the cessation or reduction in residential construction during the period of 
hostilities. 
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We insist that there ought to be no hesitation on the part of the 
Congress to remove this vestige of World War II controls at this time. 

Now as to the second type of rent control. Is the imposition of 
Federal rent control in the so-called critical defense housing areas 
a valid exercise of the war powers of the Congress? If it is not, then 
it is repugnant to the fifth amendment and is clearly deprivation of 
a il without due process of law. 

The Supreme Court has held repeatedly that a declaration of war 
is not essential to the exercise of the war powers, but that Congress 
may exercise the war powers for ‘‘defense in advance of war.”’ (U.S. 
v. 243.22 Acres of Land, ete., 129 F. 2d 678, 63 S.Ct. 441). We do not 
take issue with this opinion, but we are strongly urged to sound a 
warning of the danger of extending and applying this doctrine to 
every nook and cranny of our economic life. 

The United States has been engaged in a hostile operation in 
Korea for 22 months. Two Congresses, the Eighty-first and Eighty- 
second, have had the opportunity to jweigh dispassionately the 
implications of our involvement in the Far East, and neither has 
entertained seriously a declaration of war nor for that matter the 
waging of war itself. Hence it cannot be said that the war powers 
were invoked as a preliminary step to a declaration of war. On 
what basis, then, does the Congress persist in exercising its war 
powers without regard to the relationship of this exercise or its 
remoteness to the actuality of war? 

Does the mere existence of another power, equally capable of 
waging war, provide this essential validity to the congressional 
exercise of the war powers? 

This, then, and not Korea, is the basis for invoking the Constitu- 
tional war powers and the resultant deprivation of the rights guaran- 
teed the people of the United States in the Fifth Amendment. The 
Congress by insisting on the continuation of this type of control, after 
20 months of reflecting on our involvement in the Far East and abhor- 
ring a declaration of war, is adding fuel to a doctrine which ultimately 
would sound the death knell of Constitutional government, contractual 
and property rights, and the scrapping of the free competitive system 
which made this country great. For so long as any potential enemy 
exists, the Congress, unless it is more alert to its constitutional responsi- 
bilities, could continue to whittle away at a fundamental human right 
to own property until that system which we strive to overcome will 
have won a bloodless victory. 

In closing, it might be well to consider Supreme Court Justice 
Jackson’s separate and concurring opinion in the Miller case which 
upheld the rent control act in February 1948 as a then valid exercise 
of the World War II war powers: 

No one will question that this power (war power) is the most dangerous one to 
free government in the whole catalog of powers. It usually is invoked in haste 
and excitement when calm legislative consideration of constitution limitation is 
difficult. 

We are forced to ponder and reflect on this implied admonition to 
the Congress realizing that the war powers have been invoked during 
22 months of calm deliberation which saw almost the entire Congress 
pitted against invoking the power to declare and wage war itself. 
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Mr. Chairman and members of the committee, we firmly believe 
that we have presented convincing reasons why rent control should 
be permitted to end on June 30. 

We have pointed out that there is no basis whatsoever for continued 
rent control in the World War II defense rental areas; also, that in 
the critical defense areas the problem of meeting the housing needs 
of military and defense personnel is being met adequately and com- 
petently by the local communities and private initiative. 

We have also revealed instances showing how the rent control law 
has been shaped and twisted to suit the wishes of the Rent Director, 
and the inherent inequality that runs through the whole structure 
of this type of control. 

We have further raised a grave question as to the constitutionality 
of a continuation of rent control. 

We are confident that the committee, after weighing all the facts, 
will reaffirm its faith in the American system of free enterprise by 
permitting rent control to terminate on June 30. 

(The exhibits at the end of the statement are as follows:) 


Exuipir A 
[From the Minneapolis Sunday Tribune, January 13, 1952] 
CLasstFieED Aps Hint Easinec or Housina Lack 


More rental units were advertised in the classified columns of the Minneapolis 
Star and Tribune in 1951 than in any year since the outbreak of World War IT. 

The units advertised were apartments, houses, duplexes, and rooms. 

A marked drop in ‘“‘wanted to rent’”’ ads and a rise in ‘‘for rent’”’ ads indicates 
an almost complete easing of the rental market in Minneapolis, according to 
Robert Witte, classified advertising manager of the papers. 

There were 123,682 individual ads ‘‘for rent’? in 1951, Witte said. 

He pointed out that fewer landlords are imposing restrictions such as “‘no 
children” or “‘no pets” and that ‘‘wanted to rent’ ads seldom carry the “desperate 
for a place to live’ theme that was common just after the war. 

There has been a drop to 26,513 ‘“‘wanted to rent’’ ads since the 1946 high of 
57,629, Witte said. 

“Unless there is a marked change in local conditions,’’ Witte said, “these figures 
would indicate that the rental housing shortage in Minneapolis probably is 
reaching an end.” 

He pointed out that some factors do not show in the figures. He said, some 
landlords read the ‘‘wanted to rent’’ ads and do not themselves advertise. 

Some prospective tenants do not advertise but read the “‘for rent” ads. 

Figures listed in the ads are subject to certain bargaining, he pointed out. 
There still is a wide variation in rental prices sought and rental prices asked, 
he said. 

The advertising figures for the past 10 years: 
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Exursit B 
{From the Pittsburgh Press, March 28, 1952] 
CareEeFvuL, Now 


The Federal Government has been asked to declare Allegheny County a “critica! 
rental housing area.” 

If this were done, rent contro]s would be put back into effect in nine communities 
where the loca] councils and township commissions have lifted the ceilings. These 
include Wilkinsburg end Mt. Lebanon. 

In addition, new rental units placed on the market during the past 5 years would 
be brought uncer Federal control for the first time. 

This is a drastic step, which should be reserved for sitvations of extreme 
urgency. If we are ever .0 get away from Goverrment controls, certainly exten- 
sion of Federal supervision is not the way to accemplish that goa}. 

Rent contro) sterted out, like so many other things, as a wartime meesvre in 
the early days of World War II. There is no question it was needec—to prevent 
an individual hardship, gouging, and other evils generated by a housing 
shortage. 

Last vear, when Congress was debating extension of rent contro], we favored 
this. We felt thet lifting rent ceilings all over the Nation would spark enotler 
dangerous inflationary spiral, 

It looks as if Congress is going to tack another l-vear extension on this law, 
which now is scheduled to expire June 30. Thet may be justified, although we 
would prefer to hear more evidence on this score before @ final decision is reached. 

But there’s a big difference between keeping present rent ceilings ard imposing 
the barsh restrictions—including rollbacks—that accompany a “‘critical’’ desig- 
nation. 

Last month, the Government saw fit to declare the Midland district in Beaver 
County a “critical housing area.”’ It found there was a terrific shortage of housing 
there because of a huge influx of defense workers into the area. 

When Wilkinsburg council voted to decontrol rents in that borough February 
27, the CIO International Union of Electrical Workers sought to block the action. 
They wanted Federal officials to say no—even though the law gives the council 
the authority to remove rent ceilings. 

The Federals now have said it’s all right for Wilkinsburg to knock out rent 
controls—which is the only thing the Federals could say under the circumstances. 
Now the IUE would penalize the whole county for what Wilkinsburg has done, 
whether Wilkinsburg was justified or not. 

So far as we can tell from the evidence on hand, there has been no sizable influx 
of defense workers or military men into Allegheny County. And those are the 
only two grounds on which a “critical” designation legally may be issued. 

If there really is a critical shortage of rental housing in this county, let’s establish 
it by definite proof, not by bureaucratic fiat and political pressure. 
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THURSDAY, MAY 8, 1952 PAGE 17 
PITTSBURGH SUN-TELEGRAPH 








NUMBER OF APARTMENT AND 
HOME RENTAL ADS 
APPEARING YEARLY IN 
ALL PITTSBURGH NEWSPAPERS 


1942 - 1951 


LL 

























































































et 


1963 1968 1945 1966 1967 1968 1949 1950 1960 








~- — ADS SEEKING UNITS TO RENT 
ADS OFFERING UNITS FOR RENT 











TREND... This chart shows the number of 
apartment and home rental ads appearing each year in 
all Pittsburgh newspapers from the years 1942 to, 1951. 












1258 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


ApDENDuM: CriricaL AREAS—RENt Conrrot Map 


AREAS CERTIFIED UNDER PUBLIC LAW 139 (CRITICAL DEFENSE AREAS FOR ‘‘SUSPEN- 
SION OF CREDIT CONTROLS’’), FEBRUARY 26 TO MAY 15, 1952 


Orlando (Orange Company and part of Osceola Company), Fla., March 4, 1952 

Cobalt, Idaho, March 7, 1952 

Cascade (Valley County), Idaho April 14, 1952 

Gary-Hammond-East Chicago, Ind., March 7, 1952 

Sioux City, Iowa, May 8, 1952 

Parsons (Labette County), Kans., February 28, 1952 

Lawrence-Olathe, Kans., March 7, 1952 

Indian Head (Charles County), Md., March 7, 1952 

Beford, Mass., March 6, 1952 

Oscoda, Mich., March 7, 1952 

Freemont-Wahoo (Saunders County and part of Dodge County), Nebr., April 16, 
1952 

Yerington, Nev., March 14, 1952 

Ely, Nev., April 24, 1952 

New Brunswick-Perth Amboy, N. J., March 21, 1952 

Farmington (San Juan County), N. Mex., April 28, 1952 

Lea County, N. Mex., May 8, 1952 

Condon (Gilliam County), Oreg., April 14, 1952 

Williamsport, Pa., Mareh 14, 1952 

Newport, R. I., March 7, 1952 

Charleston, 8S. C., February 28, 1952 

Rockdale (Milam County), Tex., February 28, 1952 

Del Rio, Tex., March 7, 1952 

Laredo Air Force Base, Tex., March 14, 1952 

Port Lavaca (Calnoun County), Tex., March 14, 1952 

Harlingen, Tex., March 31, 1952 

Republic-Curlew, Wash., April 29, 1952 

Bridgeport, Wash., April 28, 1952 

Ephrata-Moses Lake, Wash., April 24, 1952 

Arlington, Wash., February 28, 1952 


AREAS CERTIFIED UNDER PUBLIC LAW 96 (CRITICAL FOR FULL FEDERAL RENT CON- 
TROL), FEBRUARY 26 TO MAY 15, 1952 


Yuma, Ariz., March 11, 1952 
Lancaster-Palmdale-Mojave, Calif., February 28, 1952 
Parsons (Labette County), Kans., April 28, 1952 
Lawrence-Olathe, Kans., March 19, 1952 

Lea County, N. Mex., May 14, 1952 

Condon (Gilliam County), Oreg., April 14, 1952 
Midland, Pa., February 28, 1952 

Newport, R. I., April 28, 1952 

Sumter County, 8. C., April 29, 1952 

Rockdale (Milam County), Tex., March 31, 1952 
Laredo Air Force Base, Tex., March 26, 1952 

Port Lavaca (Calhoun County), Tex., April 30, 1952 
Republie-Curlew, Wash., April 29, 1952 

Bridgeport, Wash., May 14, 1952 

Wenatchee, Wash., May 14, 1952 


DEFENSE RENTAL AREAS (UNDER WORLD WAR II RENT CONTROL) DECONTROLLED 
BY LOCAL ACTION FEBRUARY 26 TO MAY 15, 1952 


San Buenaventura, Calif., February 28, 1952 

Unincorporated localities in Ventura County, Calif., March 12, 1952 
Santa Paula, Calif., March 21, 1952 

Ojai, Calif., April 22, 1952 

Green Mountain Falls, Colo., March 21, 1952 

Grand Junction, Colo., March 21, 1952 

Thornton, Ill., March 21, 1952 

Crete, Ill., February 28, 1952 

Steger, Ill., February 28, 1952 

Poplar Grove, Il., March 21, 1952 
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Bellwood, Ill., April 22, 1952 
Addison, Ill., April 8, 1952 
Momence, Ill., April 8, 1952 
Lemont, Ill., May 14, 1952 
Crestwood, Ill., May 3, 1952 
Unincorporated localities in Du Page County, Ill., May 14, 1952 
Muncie, Ind., February 28, 1952 

Kokomo, Ind., April 22, 1952 

Munster, Ind., April 8, 1952 

Anderson, Ind., May 3, 1952 

Port Huron, Mich., March 21, 1952 

Rockwood, Mich., March 21, 1952 

Bedford, Mich, March 21, 1952 

Plymouth, Mich., May 3, 1952 

New Brighton, Minn., April 8, 1952 

Medford Lakes Borough, N. J., March 12, 1952 

Saddle River, N. J., May 3, 1952 

Unincorporated localities in Davidson County, N. C., March 25, 1952 
Belpre, Ohio, April 8, 1952 

Solon, Ohio, May 3, 1952 

Shreve, Ohio, May 3, 1952 

Blairsville, Pa., March 25, 1952 

Churchill, Pa., March 12, 1952 

Wilkinsburg, Pa., March 25, 1952 

Shaler, Pa., May 14, 1952 

Premont, Tex., March 21, 1952 

Alice, Tex., March 21, 1952 

Agua Dulce, Tex., May 14, 1952 

Devine, Tex., April 22, 1952 
Pullman, Wash., May 14, 1952 
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OrFicE oF RENT STABILIZATION, 
NorTHEASTERN New Jersey AREA RENT OFFICE, 
Newark, N. J., October 19, 1981. 






ALEXANDER SuMMER, INC., 
Teaneck, N. J. 
(Attention: Mr. H. C. West.) 

GENTLEMEN: Re your letter of October 18 in which you request the policy of 
the Office of Rent Stabilization on painting and decorating and repairs with 
relationship to landlords’ filed statements that these services were not provided, 
kindly be advised that the registration statement is merely a self-serving one 
filed by the landlord and is not binding on the Office of Rent Stabilization. 

The area rent director has determined that in this area it was the normal 
practice of owners to paint and decorate, particularly in multifamily dwellings, 
at least every 3 years, and if he failed to do this during rent control there has been 
a decrease in service. 

We trust that this answers your question. If we can be of any further service, 
kindly advise. 

Very truly yours, 


















re eRe 






MicHakEL PEcoraA, 
Area Rent Director. 
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Bellwood, Ill, April 22, 1952 

Addison, Ill., April 8, 1952 

Momence, Ill., April 8, 1952 

Lemont, Ill., May 14, 1952 

Crestwood, Ill., May 3, 1952 

Unincorporated localities in Du Page County, Ill., May 14, 1952 
Muncie, Ind., February 28, 1952 

Kokomo, Ind., April 22, 1952 

Munster, Ind., April 8, 1952 

Anderson, Ind., May 3, 1952 

Port Huron, Mich., March 21, 1952 

Rockwood, Mich., March 21, 1952 

Bedford, Mich, March 21, 1952 

Plymouth, Mich., May 3, 1952 

New Brighton, Minn., April 8, 1952 

Medford Lakes Borough, N. J., March 12, 1952 
Saddle River, N. J., May 3, 1952 
Unincorporated localities in Davidson County, N. C., March 25, 1952 
Belpre, Ohio, April 8, 1952 

Solon, Ohio, May 3, 1952 

Shreve, Ohio, May 3, 1952 

Blairsville, Pa., March 25, 1952 

Churchill, Pa., March 12, 1952 

Wilkinsburg, Pa., March 25, 1952 

Shaler, Pa., May 14, 1952 

Premont, Tex., March 21, 1952 

Alice, Tex., March 21, 1952 

Agua Dulce, Tex., May 14, 1952 

Devine, Tex., April 22, 1952 

Pullman, Wash., May 14, 1952 


EXxuHIsBit E 


OrFiIcE OF RENT STABILIZATION, 
NORTHEASTERN New Jersey AREA RENT OFFICE, 
Newark, N. J., October 19, 1951. 
ALEXANDER SumMER, INC., 
Teaneck, N. J. 
(Attention: Mr. H. C. West.) 

GENTLEMEN: Re your letter of October 18 in which you request the policy of 
the Office of Rent Stabilization on painting and decorating and repairs with 
relationship to landlords’ filed statements that these services were not provided, 
kindly be advised that the registration statement is merely a self-serving one 
filed by the landlord and is not binding on the Office of Rent Stabilization. 

The area rent director has determined that in this area it was the normal 
practice of owners to paint and decorate, particularly in multifamily dwellings, 
at least every 3 years, and if he failed to do this during rent control there has been 
a decrease in service. 

We trust that this answers your question. If we can be of any further service, 
kindly advise. 

Very truly yours, 
MicHAEL PEcorRA, 
Area Rent Director. 


97026—52—pt. 2-30 
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DUPLICATE 





GENERAL INSTRUCTIONS 


OF 1952 


UNITED STATES OF AMERICA 
OFFICE OF PRICE ADMINISTRATION = ver= vv-v 


The landlord i" required wo register separately each rental 
dwelling unit, whether occupied or vacant. A dwelling unit is a 
room or a group of rooms for which a single rent is paid. Complete 
this Registration Statement in triplicate (If net py 

preasure ws used so that copies are ) 








REGISTRATION OF RENTAL DWELLINGS 
(TYPE OR PRINT PLAINLY—DO NOT FOLD) copy 
(Do not use this form for hotels and rooming houses) 


LANDLORD'S 





Remove carbons, and mail or bring the three copies to the Area Rent Office 





Use extra sheets, in triplicate for sections “D” & “E” if necessary. 


Maximum 
Rent Effective 
Date icine . cae | MADRS ee 





lg foe 
2 nthe. 


IDENTI eee 


(Address of thie Gort, Fe weit) 


(Apartment number | or location) 


3 Number of rooms in unit being 





i 
2 
3 








SECTION A. MAILING ADDRESS OF 





4. Total number of dwelling units in this structure ._.. 


registered 

















Name of Landlord 
Name of Agent. 
Address mail to 






+ 


SECTION B. MAILING ADDRESS OF TENANT 





Address . 


City and State. 2a Oa 2 


Name . Ckheapondew soon tens Name of Tenant. Lag 
City and State Linnie, 





292.9. 








e. 








ne 


a 


“ 


al 


~ 


. Order issued by Rent Director dated 


SECTION C. ss ae RIAT.—Read —Read carefully = fill in every item 
‘h applies to this dwelling uni 
Rent on “Maximum Rent date” $ , Sf. Pd... 


per week ( Te s 
Not rented on “Maximum Rent date” but rented at any time during the two-month period ending on “Maximum 
te.” 
Date last rented’ during that two-month period: . scsitnaiinmatbutipiaseinietdatatiaeaitoney aan 
Rent on that date: $...............-........ peut ” Diger ‘month {_ . 


Not rented on “Maximum Rent date” nor at any time during the two-month period ending on “Maximum Rent 
date,” but rented after “Mazimum Rent date 
Check one bos if applicable: 
©) (e) Owner-occupied or vacant on “Maximum Rent date” and during two-month period ending on “Maximum 
°” 


2 (@) Newly constructed without priority rating. 

0 © Newly constructed with priority rating. (If checked, item 6 must also be filled in.) 

Date first rented after “Maximum Rent date” cannes . 1% 

Rent on that date: 3. Sin _ pore eee sonth ( ) 

Dwelling unit made available by a . change which resulted in an increase or decrease in the number of dwelling 
units after “Maximum Rent date.” 

Date firat rented after such change , 14. 

Rent on that date: our wut we “Se per ; eioash ( » 

Substantially changed after “Shesimeme Rear ds date,” but before the “effective date.” Check one box if applicable: 

© (e) From unfurnished to fully furnished. 

© @) From fully furnished to unfurnished. 

0 ~ a major capital improvement AS DISTINGUISHED FROM ORDINARY REPAIR, REPLACE- 

ENT AND MAINTENANCE 

Date first pares: after such change - soak idivwits , - 

Rent on that date: 8... " pew. ‘Pper aan i‘ 

Dwelling umit newly connected « with | a » priocity rating from the United States or any agency thereof. 

Rent approved by agency granting priority: $0 perweek( )permonth({  ). 

THE MAXIMUM RENT FOR THIS DWELLING ‘UNIT IS: 


> 3.7. £.. ) per month ( A ). 

Enter Maximum Rent in accordance uy the following instructions: 

(a) Bi cay ene of thn shows theme nagar ees Oe hte ne eet 

+) aby ty or fs Mhrseore heme at tt the Mezimum Rent is the rent reported for the most recent date: except 


<) heen 6 applis to tho Geefing wait the Mesimom Rant io the lower al the rents covered ia Items 1, 3 or 6 
"Note If any one of the Ivems 3(6). decane or Mania Ren" Gecrmsned ander Ie information 
Renr ner at 6 ee ee 6 tee Marmun ee ee ib), 
the rent we hugher than the rent generally prevasling for comparable housing tome on the “Maximus 


biished M. 





in Section “EK” The 
‘or 5, on the grounds that 
t dave.” 


Rest in amount of 





S................... per week ( —) per month ( ). 








@) A per in the number of 








SECTION E—See Note Section C 7* 


gg td 2. POPES AND 


, (Check be ms a curios lntetes 
na 

recent date you 20m entered in 5 
ANSWER © ES” or “NO”), 
1, EQUIPMENT YES NO 
Furniture 
Running Water 
Hot Water 
Flush Toilet 


Central Hea 

tral ting 

Heating Stove | 

Mech. Refrigerator 

Electricity Installed 
ing Stove 


If any equipment is shared, explain 
below: 





2. SERVICES YES NO 
Garage 1 
ayy or 3 Fuel 
Cookin; 
Cold nm 
Hot Water 

it 


Ice or Refrigeration 
Janitor Service 

Garbage Di 

Painting a re 
Interior Repairs 
Exterior Repairs 


List ie other services: 


Are all equipment and services 
indicated above now —— in 
the rent? Yes OX ) oe 
If “No” you must also Mile Form 
DD-102. 








If Item 3(6), 4 or 5 of Section C was filled in, set forth in ific detail the t and cost of: 
(2) New construction A py = Sees to fully furnished sunt for thie Gudiing oul an end citer dn 
, 20 he 


lling units (d) A major ! improvement cee ee ned ape vay pty wy ok, 
PI TOO ra "Lease. db O¥3 Chem Bh ’ 

















Rent 
ahha POE FD. fae ata. Or SiREGY REPRESENT a » 
Slee SS 2 GUIGLE Y 


4A 
Bae Ag Thana so: 


WARNING 
the “effective date” 


form evasion or strempted 
ioe may subject You to. 4 B50 








oo rio tes 
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Gf (¢ [br 











INSTRUCTIONS TO THE LANDLORD 


When the present tenant vacates this dwelling unit, and it is rented to a new tenant, you must: 
(a) Show this form to the new tenant and have him sign on the first blank line provided 
below; and 
(b) Fill out Form DD-125 (Report of Change in Tenancy) and send it to the Area Rent 
Office WITHIN FIVE DAYS after the change in tenancy 





INSTRUCTIONS TO THE NEW TENANTS 
If the rental charged is more than the Maximum Rent as stated in Section C, Item 7, or if 


you are not receiving substantially-all of the equipment and services reported as included in the 
rent in Section D, communicate with the local Area Rent Office. 


STATEMENT BY NEW TENANTS 
(Read the reverse side carefully before signing) 


1, the tenant of this dwelling unit, hereby state that this Registration Statement has been 
exhibited to me, and that it is stamped in the box in the upper left corner. 


Tenant's signature GIG SEAMS SLR 
‘Tenant's sigmature > sete Date 
Tenant's signature si ateasalcciatnemniainiaias ae 
Tenant's signature nipicies T  eiataasieiiiabokins 


Tenant's signature Ee cdi ee eS Se! et 


This is an exact copy of the original Registration on file 


151 WASHINGTON AREA 
AREA OFFICE 20 40. Day ‘ PIG _ ree 


1 ® U S GOvEmEET PRETTIS OFFICE O— 1004 «1000 10-—s0EBE-t 
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D-140 gt ates. 
81) OMASS 3, OFFICE OF RENT STABILIZATION s 
Ape FT nay ———— N.J, AREA RENT OFFICE 
; : 161 Washington Street 
Nowerk, 2, N.J, 


UNITED STATES OF AMERICA | > 1. 7 4 
OFFICE OF RENT STABILIZATION }\) 


STAMP OF ISSUING OFFICE 
(Perm approved. Budget Bureau No. 63-R7$2.) 





APPLICATION FOR PERCENTAGE RENT INCREASE 








Mae & | * 
Bc” er 9 VO (Tenant's Name AND WENTIPICATION of DweiuNe Unit) 
4 
A. Elm Avenue Corperation, Owner * 
poe s } , Ss TENANT'S H 
tie (Please Peat "agent Joss Seamenraiaarane ¥ (Please printortype) = SSOttC~CS 
N 
ano Stacet -.... 790. Queen Anne Road-.............- A 735. Blm Aveme 
sno Stave... Teaneck, New Jersey... pony --— Teaneck, New Jersey... 
TT 
No. auniiGindeadl TE_6=1500 a pte in Butpine - 4 _. Ap ta. 3=-¢ Fk A ice cbeeineieenenaimameine 
(Such as Ist floor front, No. 3B, ete.) 








INSTRUCTIONS TO LANDLORD 


1. This form is to be used for dwelling units which are eligible for the percentage rent increase provided by the 1951 
rent control law, for relief from increased costs and prices. In general, a unit is eligible if rent increases received since 
June 30, 1947, for the relief of increased costs, do not exceed 20 percent. The instructions in box C of this form tell how 
to find out whether or not a dwelling unit is eligible for the percentage increase. 

2. Fill out three copies of this form for each dwelling unit. Fill out boxes A through D. Sign anddate box E. The law 
provides that this form must be sworn to. This may be done before any officer authorized to take oaths. (Only one copy 
of the form need be signed by this officer.) Mail or deliver all three copies of the form to the Rent Office at the above address. 

3. In some cases the increase in maximum rent provided by the Act goes into effect only after the Rent Office has issued 
an order—and in a cases it - into effect as soon as this form is given to the Rent Ole, 


4. The increase ito effect until the Rent 5. The increase goes into effect as soon as this form is 
Office issues an meee tf El EIT ER ee the following is true: given to the Rent Office iF "BOTH of the following are true: 
vik: = Sane s0eioaT, é | ceeheeetaemeernnaieee (a) The par © had a maximum rent on June 

(b) fi a neneten, equipment, or repairs have been ‘ 
bel hat h (6) All required services ment, and repairs 

alien. ee ee are being furnished by the landlord. 

If either of — fg menreseg —, to the ted antl If both of these statements apply to a dwelling unit, 

unit, the p sonet be qerted 5 ~~ the new maximum rent will be the amount shown in line 7 








the landiord submits This form to the Rent Office and of box C as soon as you have given this form to the Rent 
Rent Office issues an order fixing the new maximum so Office. 


6. If your tenant requests a review of the rent increase, you have 15 days to submit an answer in writing to the Rent Office. 





INSTRUCTIONS TO TENANT 
If you believe that any of the statements—including the certification—made by your landlord on this form are incor- 
rect, you have 15 days to request the Rent Office to revoke or modify the rent increase. Put all your facts in a letter to 
the Rent Office, and mail or deliver a copy of it to your landlord. Put in your letter all the information given in box B of 











this form, and print the words “D-140” at the top of your letter. > 
ORDER FIXING MAXIMUM RENT 

On the basis of this sworn Sead After consideration of this sworn application and other 

for the dwelling unit described in Vy yl! available evidence, the Rent Director orders that the 

in box C, line 7, of this form. maximum rent for the dwelling unit described in box B 

"NG 23 1951 | eres per re This maximum rent 

lesue> AR Doki .. | is effective on the filing date stam f this 
and MAILED ............ Area Rent Director. 





ORDER OF INELIGIBILITY 
On the basis of the available evidence, the Rent 
finds that the dwelling unit is not eligible 
rent increase. This application is 







enied. 


ar 











AND MAILED ........---- Area Rent Director. AnD MAILED .........--- Area Rent Director. 
The law requires the landlord to refund to the tenant any rent collected in excess of the mazimam rent. 
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Nore.—If the dwelling unit did not have a maximum rent on June 30, 1947 (or if you do not know what the maximum 
rent was on June 30, 1947)—skip box C entirely. In this case, the Rent Office will issue an order fixing the maximum rent. 
This will be higher than the present maximum rent only if the dwelling unit qualifies for a percentage rent.increase under 
the requirements of the 1951 rent control law. 





Cc Leave THese CoLumNs BLANK 
. iene penaieemieieabetaare a 


COMPUTATION OF NEW MAXIMUM RENT nar hee Geteaee 
a) | q@2) 








1. Enter the maximum rent on June 30,1947 y»——_________» | $ 58.00 
2. Enter any increases in the maximum rent that have been ordered 
since June 30, 1947, for the following reasons ONLY: 
(a) Major capital improvement (more than ordinary repairs, 
replacements, painting, and decorating); 
(6) Increases in living space, services, furniture, furnishings, 
or equipment . o «e's . » ses 





‘ 3. Total of lines 1 and 2 (if no entry is made it in n line 2 2, “Tepeat ‘the | line 
lentry here) me > 














. Enter any decreases in the maximum rent that have been ordered 
since June 30, 1947, for the following reasons ONLY 
(a) Decreases in living space, services, furniture, furnishings, 
or equipment. 
(6) Substantial deterioration of the dwelling unit. 
(c) Failure to ig oe repair, panera or main- 
tenance . 


. Subtract line 4 from line 3, and enter ae ees here. (If no no 
entry is required in line 4, repeat the line 3 entry here) ™»——_—_» 























| 
. Enter 20% (twenty percent) of line 5 y>————____________» | | 








. Total of lines 5 and 6 y» > 








Norte.—If the present maximum m rent is s higher than the amount computed on line 7, no further adjustment is author- 
ized by this provision of. the law. In such cases, DO NOT FILE THIS FORM WITH THE RENT OFFICE 


D. DECREASE IN SERVICES, ETC. 

{f the landlord—without filing a report or receiving an order from the Rent Office—has decreased living space, or has 
decreased or failed to provide any item of services, furniture, furnishings, or equipment, or has failed to make ordinary 
repairs, replacements, or maintenance, he must show here the exact nature of the decrease in service, etc., and the date 
the decrease occurred. 


IF NO DECREASE AS DESCRIBED ABOVE HAS OCCURRED, CHECK THIS BOX J] 








E. CERTIFICATION 

I, THE UNDERSIGNED, HEREBY CERTIFY that: The landlord is maintaining all services, furniture, furnishings, and equip- 
ment—including ordinary repairs, replacements, and maintenance—required by the Rent Regulations, or I have fully 
described in box D of this form any decreases in services, furniture, furnishings, and equipment—including ordinary repairs, 
repl ts, and maint 

AFFIDAVIT 

I, THE UNDERSIGNED, HEREBY SWEAR (OR AFFIRM) that all of the statements I have made on this form are true and cor- 

rect, to the best of my knowledge and belief. 





Sworn and subscribed to 


before me this : “(Name of office: eo t age Ne cor of landlord) Serre * 


y 
er . A Viet 
(Title) (Sigeature of landlord's agent) 
¥ # SOVERNMENT PRimTiNG OFFICE 16—e47TD-1 Alexander Sumz.wr » Inc. . 
danaginy Avent 
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—- D-18 eunerY sumihy ue om ‘STAMP OF ISSUING OFFICE 
ete OFFICE O° RENT ST#SILI. ATION 
ae a Maeno FES 
. NOTICE OF PROCEEDINGS BY RENT DIRECTOR 1-3 
(CONCERNING (ADDRESS OF ACCOMMODATIONS) (ApaRTu@rT NO.) | DOCKET fo. 
735 Ma Avemo, Teaneck, N. J. 0 1-3-3276 
TO (lame and Address of Landlord): 
r q 
Ela Aveme Corp. . H Dutcher 
Q —_ ¥, 2nc. T35 Elm Avene 
Ge uJ Teaneck, J. 
: F 
" CCEIVED , 
O07 77 5251 
roo foun 
eRe 4 


ALEAANULIK LuhincR, Inc 
A preliminary investigation by the Rent Director indicates that the Maximum Rent for the above- 





described accommodations should be decreased 





5 (ce) 3 

& | On the grounds stated in Section(s) ... of the Rent Regulation. Therefore, the 

month 

Rent Director proposes to decrease the Maximum Rent from $ &.% ‘ng ES 
to $62.60... per nnn. Siig sdb oh rE Oh ee 
due t» deereere of printing, decorating end rensirs 
The Rent Director further proposes that the order d ing the M Rent shall be effective 
1951 
to reduce the rent from Angas wi, for the reason(s) stated in Section(s) 
db 
3 of the Rent Regulations. 5 


In the event you wish to file a reply to this proposed action, such reply must be filed within ................ 
days trom the date of this notice. 

WRITTEN EVIDENCE SUPPORTING YOUR REPLY MUST ALSO BE FILED. Your statements and 
supporting evidence should be typed or legibly written. The ADDRESS of the above housing accom- 
modations and the DOCKET NUMBER appearing on this notice should be placed on each document filed. 

If no reply and supporting evidence are filed within the above period, the Rent Director may enter 


Ubbetk 


an order decreasing the Maximum Rent without further notice. 






ICE _TOVENNTS : 
— This proceeding is taded.on. yu comple int,and reply is ta te 
filed by the }* 
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0-% 


(ev. O09) UNITED STATES OF AMEMCA 
OFFICE OF RENT STABILIZATION 


45) WASTINITON STALE 
ORDER DECREASING MAXIMUM RENT ros 2. a. GS. 
REQUIRING REFUND TO TENANT 


CONCERNING ACCOMMODATIONS LOCATED AT: 


735 Fim Averme, Teaneok, New Jersey 
TO: (Name and Address of Landlord) TO: (Name and Address of Tenant) 


- 














ie 


The Area Rent Director, after consideration of all the evidence in this matter, has determined that the 
maximum rent for the above-described housing accommodations should be decreased on the grounds stated in 
Section (s) S08 of the Rent Regulation, and further for the reason(s) stated 
in Section(s) _..5-® of the Rent Regulation, the maximum rent so decreased and 








determined by this Order shall be effective from August 16th, 1952.00 


Therefore, it is ordered that the maximum rent for the above-described accommodations be, and it hereby 
is, d d from $ 69.60 per Month to $. 62.50 





effective from ... August 14th, 1962... No rent in excess of $..820%° ___. (maximum rent estab- 


Due to deerea: Pa 
lished by this Order) may be received or demanded. Decorating end ropairen ee 


Any rent collected from the effective date of this Order in excess of the amount provided in this Order shall 
be refunded to the tenant within 30 days trom the date this Order is issued unless the refund is stayed in 


accordance with the provisions of Rent Procedural Regulation 2. 


This Order is now in effect and will remain in effect until changed by the Office of the Housing Expediter. 
7 / ) 


/ 
14 Sy, 
Mp hub 

LUKE 0rd, 

(Date) Area Rent Director. 


MICHAEL PECORA 


IssuEp December 17th, 1951 








NOTICE TO LANDLORD.—The penalties for collecting rent in excess of the maximum rent established by this 
order are set forth on the back of this Form. 
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NOTICE TO LANDLORD AND TENANT q 





This is a final ORDER which has been.issued by the Area Rent Director decreasing the maximum rent 
for the accommodations described therein. 


THIS ORDER IS IMPORTANT—READ IT CAREFULLY.—As of the date of issuance this Order estab- 
lishes the maximum rent for both future and the past rental periods. Any rent in excess of the maximum 
rent, as finally fixed by this Order, which has been collected since the effective date of this Order, must be 
refunded to the tenant or tenants from whom it was collected. 





NOTICE TO LANDLORD 





You are in violation of the Rent Regulation if: 
(a) You collect rent in excess of the maximum rent fixed by this Order. 
(b) You do not make the required refunds within 30 days after the date this Order is issued, except 
where the refund is stayed in accordance with Rent Procedural Regulation 2. 


The duty to make such refund is yours and you should make every effort to locate any prior tenants to 
whom a refund is due. 


Notify this office of the name(s) of tenant(s) to whom refund(s) was (were) made; date of refund; and 
the amount paid to each. 


Failure to comply with this Order may subject you to a suit by the tenant or United States Government 
for three times the total of the amount refundable under the Order and any amount subsequently colNected in 
excess of that fixed by the order, or $50, whichever i3 the greater. 





NOTICE TO TENANT 





You should examine this Order and pay no more than the reduced rent fixed therein. You should ascer- 
tain whether you paid rent to the landlord for any period after the effective date (the date appearing in both 
of the first two paragraphs), and compare the rent you paid with the reduced rent stated in this Order. The 
difference is the amount of refund due you for each rental period. 


If you have paid rent in excess of the amount established by this Order and you do not receive: 
(a) The refund from your landlord within 30 days, or : 
(b) A notice from the Area Rent Office that the landiord’s duty has been stayed in accordance with 
Rent Procedural Regulation 2 
you have a right to institute suit against your landlord for three times the amount refundable, or $50, which- 
ever is the greater, plus attorney fees and costs. 


If you do not receive either the refund or the notice referred to above, and you do not intend to institute 
suit, you should notify this office accordingly. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1267 


Exuipit F 
AREA RENT OFFICE, 
Atlanta, Ga., February 8, 1952. 
To: Members of the Rent Advisory Board. 
All area office personnel. 
From: Kale Alexander, area rent director. 
Subject: Detroit meeting, February 5 and 6, 1952. 

The meeting in Detroit was called to give the chairmen of the rent advisory 
boards and the regional and area rent directors an opportunity to exchange ideas 
and to present the problems confronting them in an effort to devise ways and 
means to eliminate backlogs, improve information, public relations, and rent 
advisory board activity. 

The national office presented several new ideas, one of which is known as the 
tenant-consent petition, Form D-—l—A, and which will be discussed later in this 
memorandum, 

Another technique is a proposed form, D-144, which is only in the formative 
stage. It is designed for the use of landlords to petition for rent increases in 
excess of 20 percent. <A landlord should use this proposed petition only if a rent 
increase of 20 percent or more, over the June 30, 1947, maximum rent, has already 
been obtained by adjustment or lease for the relief of higher costs, and a further 
rent increase is required to cover the rise in costs that have occurred since the 
maximum rent date. The requirements are similar to the 5 (a) 18 procedure, 
but are less involved. As stated, this procedure is not in use in any area office 
on an experimental basis, and may or may not be adopted. 

This meeting reaffirmed the belief that rent control must be administered in 
each area on a basis that will receive public acceptance... What will work in 
Wisconsin may not work in Massachusetts. They ran us out of Wisconsin 
because we were too tight, and out of New York State because we were too 
liberal. The tenants in Boston and Newark are highly organized, and they 
object to liberal increases. If this policy is followed, the State of Massachusetts 
will throw out Federal rent control and enact State rent control. 

Therefore, each area rent director should consult with his local rent advisory 
board and adopt a rent-adjustment schedule which will be realistic, considering 
the needs in his loeality, and one that will be publicly accepted. In Boston, the 
tenants object to increased cost adjustments for money spent since August 1, 
1951, for repairs, painting, decorating, new roof, ete., and are of the opinion that 
the 20-percent granted is all the landlord is entitled to, regardless of the terrific 
increase in cost of materials, labor, ete., since 1942. On the other hand, Chicago 
allows increases in rents (no offset) for the above items. Therefore, each area 
must solve its own problems. 

It was stressed and restressed that the rent advisory boards can do just about 
anything they wish to do, and that it is indeed rare where the national office, on 
appeal, has overruled the local rent advisory board. 

In each speech that Tighe Woods makes, he calls attention to the fact that rent 
control is tied in with prices and wages; and as they rise, rents should be allowed 
to rise also. 

Permit me now to convey to vou the following policy procedures I learned from 
the Detroit meeting: 

COMPLIANCE 


1. Our goal is to obtain better compliance. 

2. We should present to the rent advisory board those cases where a settlement 
cannot be reached through a landlord-tenant conference, before we send it to 
litigation, 

3. In willful cases, where the regulations demand treble damages, the rent 
advisory board may assess the damage between single and treble. 

4. Treble damages should be assessed against large or professional landlords. 

5. Small landlords (especially women), who do not follow an order, may be 
assessed one and a half or double damages (the area rent director should use discre- 
tion on a case basis). 

6. In cases where the tenant says to the landlord, ‘‘The maximum rent is $75 
per month. If you will let me have it, I will pay you $100 a month,” the dam- 
eges should be collected from the landlord with all the money going to the United 
States, and none to the tenant. 

7. If litigation has a case and suit has not been filed, it may be recalled by 
the area rent director and referred to the rent advisory board. 
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8. If litigation will not accept a case because the landlord is entitled to the 
20 percent and says the court will allow the 20 percent anyway, or thinks the 
case too weak on the self-help angle, it should be sent to them regardless. 


GOVERNMENT-OWNED PROJECTS RENTED TO EMPLOYEES 


1. All Government-owned housing rented to Army, naval, civilian personnel, 
or contractors, comes under rent control on February 1, 1952, in all areas critical 
and noncritical (except new construction since February 1, 1947). This means 
public housing units, Atlanta Housing Authority (because they are partially 
subsidized by the United States Army, and the United States Army wishes to 
stop subsidizing housing projects). 

2. They have 45 days from February 1, 1952, to register. However, if 
they fail, do not call on them to register until after April 1, 1952. 

3. If large projects, they register in triplicate, on their stationery, at rents 
they were receiving February 1, 1952. (If small projects, they may use D—804.) 
The rent received on February 1, 1952 is the rent. 

4. The FHA-insured rents will be accepted as established by the FHA in 
critical areas. 

5. Publie Housing units, Housing Authority units, Federal-aided projects, etc., 
are to be allowed the 20 percent, even though they were previously brought up 
to comparability. 

6. Public Housing was told to increase their rents to comparability because 
Congress was tired of subsidizing these rents. 

7. In some areas, tenants filed thousands of complaints when the 20 percent 
was granted on Public Housing units because the property had deteriorated 
or services had been decreased. If you run into such a situation, please pro- 
ceed in the following manner: 

(a) Do not revoke any orders without first giving the local representative a 
chance to repair the property or restore the services. 

(b) Consider the class and construction of the property before considering to 
revoke the order (such as converted barracks). 

(c) If the local representative will not cure the complaint, refer the case to the 
RAB before proceeding to revoke the order. If the RAB says “‘O. K.,” then go 
‘ahead. This could become a national issue, and Board approval must be obtained. 


EVICTIONS 


The only important discussion related to petitions for demolition: 

1. First, consider, ‘‘Is it to the public welfare,” such as building a school, hos- 
pital, expanding a defense plant. If you think so, then issue the certificate. 

2. As for parking lots, nonhousing rental, etc., then do not issue the certificate. 

3. Good faith: If the facts cannot be determined in the area office, then refer 
the case to the RAB for an oral hearing to determine whether it is “‘retaliatory.” 


RENT ADVISORY BOARDS 


The chief discussion on this subject is the failure of some of the rent offices to 
review a complaint from the landlord or tenant, and making no attempt to correct 
an error, or explaining to the landlord or tenant why the increase was a certain 
amount. Instead of the area office doing this, they tell the landlord or tenant to 
appeal to the board. This results in bad publie relations and puts an unwar- 
ranted workload on the board, which results in the use of ‘“‘panels”’ and an unjusti- 
fied amount of oral hearing which could be prevented, if the area office tried to 
handle the complaint instead of passing the buck to the Board. 

1. Very few offices use the stamp. 

2. Or, have a Rent Advisory Board approved rent schedule. 

3. Or, present first rents on an individual basis to the Board. 

4. Or, inspect the units before the case is presented to the Board. 

An area office should attempt through correspondence or personal interview to 
correct errors and to explain the position of the area office, and, failing to satisfy 
landlord or tenant, then advise him of his right to appeal to the RAB or national 
office. 

PRIOR OPINIONS 


The meat of this subject is: (1) Have the RAB approve a rental value schedule 
and give copies to the contact representatives, examiner-inspectors, etc., so that 
any person calling on the telephone or at the office may receive an on-the-spot 
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decision. The final increase will be the amount given over the telephone or in 
person. This saves the landlord writing us a letter and the office writing back. 
Send a copy of the prior opinion to the tenant, if the unit is occupied. 


TENANT-CONSENT PETITION, FORM D~—I-A 


This form was adopted in May 1951 and placed in effect in several offices on a 
trial basis in order to determine whether or not it should be adopted on a national 
basis. 

The comments coming from the landlords and tenants in areas where it has been 
in operation is about 50 percent pro and 50 percent con. It is designed to promote 
better relations between landlords and tenants, to eliminate docketing and a 
waiting period of from 7 to 14 days. 

When the form is received, it is screened. If it is in order, and there are suffi- 
cient grounds and the increase requested does not exceed the amount allowed 
under the adjustment schedule, it is stamped and mailed to landlord and to tenant, 
with one copy retained in the area office. If the requested amount is less than 
the allowable amount, the increase granted is the requested amount, the case is 
not docketed. 

This procedure is optional with the landlord, as he may use Form D—1-—B if he 
wishes, and the case will be processed under the D-1—B procedure. The D-1—B 
procedure may also be used if the tenant refuses to sign the D-1—A consent. 

The results of the experiment with the D-1—A are as follows: 

1, A review of the D-1~—A petitions filed showed coercion in only 5 percent of 
the cases. 

2. The tenants succeeded in getting repairs made when the landlord filed for 
an increase due to an increase in services. 

3. The publicity was on the ground that the agreement must not exceed the 
allowable amount under the schedule and was therefore favorably received by the 
public, 

The reaction to the adoption of this procedure was about half for and half 
against it. 

In my opinion, the form will work if it is confined to increases for major capital 
improvements, increases for services, furniture, furnishings, and equipment, 
inerease in the number of subtenants, and increase in the number of people living 
in the dwelling unit. 

It may also work for increased cost adjustments, but I believe that no adjust- 
ment under 5 (a) 11 (i) should be permitted on this form, because it is too danger- 
ous, especially where the landlord and tenant agree to a new rent that is far in 
excess of comparability, and the office must deny the petition. Would the reaction 
from the landlord and tenant be, ‘‘We agree on a rent, and a Government bureau- 
crat says we can’t have it’’? 


Mr. FirzGeraup. Mr. Chairman, that concludes our formal state- 


ment. 

We have a report that we want to file for the record. It has to do 
with credit restrictions. 

Mr. Brown (presiding). It may be inserted. 

(The information referred to is as follows:) 


STATEMENT OF THE NATIONAL ASSOCIATION OF REAL Estate Boarps PRESENTED 
BY Harry J. Firzceratp, EvaNsviuue, IND., IN Recarp To REAL Estate 
CreEpIt RESTRICTIONS 


Mr. Chairman and members of the committee, I am Harry J. Fitzgerald, a 
member of the Realtors’ Washington committee of the National Association of 
Real Estate Boards. Our association represents 1,123 local real-estate boards 
and 47,655 realtors throughout the United States engaged in all phases of the 
real-estate industry. Our offices are at 1737 K Street NW., Washington, D. C., 
and 22 West Monroe Street, Chicago, Il. 

The National Association of Real Fstate Boards supports and urges the repeal 
of credit restrictions over real estate, known as regulation X, because: 

1. It has penalized the little fellow who could not afford the larger down pay- 
ments for a home. 

2. Congress recognized, when it approved the so-called Denton amendment 
in 1951, that the credit regulations issued by the Federal Reserve Board and the 
Housing and Home Finance Agency were too harsh with respect to FHA and con- 
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ventionally financed housing so as to place an undue burden on home purchasers 
in the low and middle income ranges. 

3. Regulation X has not reduced the volume of building or conserved critical 
materials required for defense needs. 

4. The recent suspension of the voluntary credit restraint program was of itself 
an admission by the Federal Reserve Board that the real-estate credit restrictions 
were not needed for the anti-inflationary purpose which prompted their original 
adoption. 

5. The suspension of regulation W further points up the gross inequity of con- 
tinued restrictions on the purchase of homes. This recent action with respect*to 
regulation W is convincing evidence that anti-inflationary objectives are not 
sought by the imposition of credit controls. If anything, the purchase of homes 
is less inflationary because it taps the built-up savings and increased incomes and 
channels them into long-term investments. 

6. The increased availability of critical materials as indicated by industry 
reports and the relaxing of materials controls for nondefense building removes the 
conservation of critical materials as a reasonable objective of regulation X. 

7. If the Congress wants sufficient defense and military housing, and we believe 
it does, surely it must be aware that regulation X does not further this objective. 

The Housing and Home Finance Agency winter issue of Housing Research 
candidly admits that regulation X penalized the little fellow who could not afford 
a larger down payment fora home. On page 7 of Housing Research we find that 
changes in the mortgage market and the number of housing starts ‘‘* * * 
occurred as a result of a complexity of factors, including the tight mortgage money 
situation. The latter factor may have been just as much or more responsible than 
credit restrictions for the developments in the housing and mortgage markets 
which are discussed.”’ 

The article continues: “* * * In the 1951 period the price distributions of 
new homes financed under each of these programs (FHA and VA) showed that a 
smaller proportion of homes purchased were priced at $10,000 or less and a larger 
proportion were priced at more than $10,000. 

“Thus it was estimated that, based on the amount of first mortgage as a percent 
of purchase price, at least one-third of the new home purchases financed with 
FH A-insured loans and about two-thirds of the new home purchases financed 
with VA-guaranteed loans would have been ineligible. The comparable estimate 
of ineligible conventionally financed new home purchases (those requiring the 
highest down payments and without any form of government guaranteed or 
insured loans) would have been only 18 percent under the regulations’’ the 
article states. 

Commenting on another phase of ineffectiveness of the credit regulations, the 
same article refers to the percent of homes purchased with all cash. We quote: 
“* * * it is evident that the cash home purchases were relatively more fre- 
quent among buyers of homes costing less than $5,000 and of homes costing more 
than $15,000: * * * Here is another indication that credit regulations would 
be partially ineffective in curtailing housing demand.’’ 

These comments in HHFA’s Housing Research also support the fact that regu- 
lation X did not reduce the volume of construction or conserve critical materials, 
its stated purposes for existence. 

Increased cost of materials, the controlled-materials plan and the withdrawal 
of support of Government long-term bonds accounted for the decrease in housing 
starts, according to Housing Research. On page 11, we find: “* * * With 
lending institutions reluctant to sell their bonds at a loss (due to new Federal 
policy) there developed a shortage of mortgage money for new loan commitments. 
The resultant difficulty of obtaining advance commitments added to the credit 
regulations gave impetus to the decline in new home building.’”’ This statement 
readily admits that the credit regulations did not in themselves cut home building 
starts but that a change in the flow of money did result in that cut. 

Production in this answer to any shortage. Again it has been proved with the 
most recent announcements by NPA and DPA that, surprisingly, we have more 
critical materials on hand than had first been believed. In growing proportions 
materials are being reported in greater supply and released for nonessential 
construction. All of these facts point to the need to repeal regulation X as a 
materials-conservation factor. 

If regulation X had been responsible for conserving materials that are be- 
coming increasingly plentiful, or had fairly and effectively controlled new home 
buying, it might be reasonable to take another look. But today it is neither 
needed nor wanted. It has resulted in hurting those who needed housing most 
but could afford it least. 
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The armed services and the Housing and Home Finance Agency admit that 
there is little relation between the number of units programed in a critical area 
and the actual number of units needed by the armed services involved in that 
area. For example, 100 rental units have been programed in the Fort Benning, 
Ga., area for suspended credit restrictions. The Army advises us, however, that 
the housing deficit on June 30, 1952, will be approximately 7,497 units. At 
Fort Hood, Killeen, Tex., there has been programed 1,000 units for suspended 
rons restrictions. Yet, their June 30, 1952, estimate of housing deficit is 
9,893. 

We are certain that the Congress is desirous of bringing about sufficient hous- 
ing construction in the defense areas. It is obvious, however, this result will 
not be achieved by the present system of doling out a little relaxation of the 
credit restrictions here and there. As a matter of fact, a recent issue of the 
House and Home magazine reports: 

“The biggest irony in the defense-housing program was that nonprogramed 
housing in almost every defense area was rising faster than programed housing.”’ 

Regulation X had two legs to stand on: anti-inflation and conservation of 
critical materials. Both have been removed after proving unnecessary. Surely, 
the Congress cannot continue a program which, without any benefit to the 
Nation, results only in the deprivation of opportunities for home ownership of 
many of our people. 

We support wholeheartedly the repeal of the regulation X credit controls 
program. 

Mr. Brown (presiding). Does any member desire to interrogate the 
witness? 

Mr. Coie. Mr. Chairman. 

Mr. Brown (presiding). Mr. Cole. 

Mr. Cour. I want to comment on the statement you make on page 
12, and frankly congratulate you upon that approach. It is the first 
time I have seen as lucid and clear an explanation of the real issue 
involved in this bill today. 

I asked Governor Arnall and Mr. Putnam how long they thought 
we should continue wage-price stabilization and rent control, and one 
of the gentlemen said—I think it was Mr. Putnam—‘‘As long as war 
seems possible.”’ 

Then, when f queried him on that, he said, as I recall if offhand: 
“Well, as long as war seems probable.”’ 

Then we had a further colloquy about what that meant with 
respect to the future economic and diplomatic conditions in this 
country and the world. It seems to me that Congress should meet 
that issue very clearly and very squarely, whether or not we must 
control our economy when there exists in this world another potential 
enemy. If so, then we should realize and meet that issue, and say 
that we must from now on, for time immemorial, have these wage, 
price, and rent controls. 

If it is a matter of mobilization, for defense, and purely a temporary 
emergency, that is one thing, and if that is true, then, I think we 
should make the determination based solely upon the facts. We 
should determine whether or not we are taking from our civilian 
economy materials needed for the construction of military goods. | 
want to congratulate upon that. I think we must meet that issue 
and I think the Congress will do it. 

Now do you find, in your research and in connection with the cases 
which you have mentioned here, that there are other areas than those 
mentioned by you—Fort Benning, Ga., and so on—that there are 
other areas which are making a definite effort to solve the problem 
on You have mentioned a few, but there are other areas, are 
there? 
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Mr. Wituramson. Yes, sir; there are a considerable number of 
areas where the local people have been permitted to help solve that 
problem of rent gouging and a housing shortage by working closely 
with the military and naval authorities. 

I think in some of the areas rent control was imposed prematurely, 
when the local people were actually at work on some program to 
keep rents down. I cite Norfolk, for example. They had a defense 
housing steering committee and they were working closely with the 
Navy, following the Fort Jackson plan, to keep rents down and to 
stimulate conversions and so forth. I think on almost the same day 
that the Fort Jackson plan was launched, rent control was imposed 
without the people in the community that were working on that 
project being apprized that it was even imminent. 

Mr. Coxe. I am frankly surprised that any military commander 
would say that he does not need rent control. So your statement here 
is most interesting. I was wondering if that will continue after this is 
announced publicly. Is this the first time it has been announced 
publicly? 

Mr. Witutamson. No, I would like, with the Chairman’s permission, 
to insert in the record a newspaper clipping which appeared in the : 
Chanute Field area on this subject. 

It is significant that the Air Force went along with the Chanute 
Field command and did not recommend that rent control be imposed, 
and the situation has now improved, and very probably Chanute 
Field, in the very near future, will be completely in the black as far 
as housing is concerned. | 

Here is one clipping, and I quote. The newspaper quotes the | 
general: | 

“Rent control won't solve anything,” he asserted. ‘‘Price has nothing to do 
with it. Rent control infers that pigpens are fit for humans to live in. [ don’t 
want Air Force men living in them at any price. The only way to whip bad 
living conditions is to build more decent houses. 

“T say, ‘Let controls alone.’ We'll always have controls if we perpetuate the 


problem instead of solving it. I think we’re proving at Chanute that the problem : Sa 
can be solved. If the community will work with us, I know it can be solved.”’ 
What happened at Chanute Field was this: some enterprising man 
had taken some crates that were around Chanute Field—I think they : 4 
originally contained the old World War I Jerry plane. He took these t 


crates just outside Chanute Field and built a little project of about 


’ ) 

40 units. They were practically nothing. They-piled crate on top of : 2 
crate and cut doors and windows in them. 

Now there were approximately 40 servicemen that lived in those zB. 


crates, right off the base, and the commanding general did not want to 
declare them out of bounds because he did not have any place to put 


his people. | op 
But he said that as soon as a unit was completed, he would take an zx 
individual and move him in the unit, and then he would declare that 
unit out of bounds. He said that the only way he could do it was to ¥ 
keep rent control away from there, because all rent control did was roll w 
the rent back to maybe $20 or $25 a month, and then he would have a ti 
hard time getting the man to go in a standard unit at $67.50. So rent 
control would just make it more difficult to get the people out of that p 
substandard housing. ce 


Mr. Berrs. What was the date of the general’s statement, there? D 





cee OSES | 
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Mr. Wituramson. August 22, 1951. 
Gazette of Champaign-Urbana, IIl. 

Mr. McDonovau. What is the situation at that camp? 

Mr. Wiuuiamson. It is improved considerably. 

Mr. McDonoveu. Are those crates entirely abandoned now? 

Mr. Wituramson. I have not had a recent report, but as the other 
units are completed they are vacating those shacks. I do not know 
whether they are all vacated or not. The recent improvement of the 
area is dated May 6, the official notification of the area’s improvement, 
so they must have made considerable progress since then. 

Mr. Brown (presiding). The clipping may be inserted in the record. 
(The clipping referred to is as follows:) 


The newspaper was the News 


{From the Champaign-Urbana News-Gazette, August 22, 1951] 


New CHANUTE HovusinG BetrerR SLUM DETERRENT THAN RENT CurRs: GATES 








A renewal of rent control in Champaign-Urbana would perpetuate rather than 
solve Chanute Air Base’s housing problems., Brig. Gen. B. E. Gates declared 
Wednesday. 

“Decent places in which families can live like humans’ can be provided only 
by the base and the civilian community working “hand-in-hand”’ for improvement, 
he asserted. 

“Chanute is doing its part by providing good homes for another 800 families 
on the base,”’ he said. ‘‘I hope the community will do as well.” 

General Gates expressed belief that Chanute’s new housing facilities and policies 
will spur similar civilian improvements by “killing the market for substandard 
housing.”’ 

With 800 families moving onto the base soon there will be no need for Chanute 
men to live in “pigstys and hovels,’”’ he declared. He added, ‘‘Before we permit 
them to live there again, we’ll put trailers on the base.” 

Chanute’s military strength now is about 17,500. About 2,400 of the men are 
married. When all of the 800 new units are occupied, about half of the married 
men will be housed on the base. 

Most. of those housed on the base will be members of the permanent party. 
Most of the married students in the Chanute technical schools will still require 
housing in the community. General Gates predicted local landlords will be 
“good enough businessmen’’ to provide the improved quarters that will be de- 
manded when the 800 removals are reflected in the housing market. 

General Gates was putting the finishing touches to the base’s new housing 
policy when his attention was called to a Chicago newspaper’s illustrated report 
that Chanute men were living in “pigstvs, hovels, and dungeons.’’ The news- 
paper referred to Chanute as a “black hole’’ and suggested that action could be 
taken only by designating Champaign-Urbana-Rantoul as a ‘‘critical defense area.”’ 
This presumably would mean that rent control would be imposed again in Cham- 
paign-Urbana and continued indefinitely in Rantoul. The Chicago paper made 
only a passing reference to the $00 new units that are nearing completion. 

“Rent control won’t solve anything,” he asserted. ‘‘Price has nothing to do 
with it. Rent control infers that pigpens are fit for humans to live in. I don’t 
want air force men living in them at any price. The only way to whip bad living 
conditions is to build more decent houses. 

“T say, ‘Let controls alone.’ We’ll always have controls if we perpetuate the 
problem instead of solving it, I think we’re proving at Chanute that the problem 
can be solved. If the community will work with us, I know it can be solved.” 




























Mr. Coir. I have one other comment. I have been impressed 
with the possibility of permanent rent control, and the manner in 
which rent-control legislation is handled by the Congress now indicates 
to me that that possibility is more and more to the point. 

If you will recall, we used to consider rent control as a separate 
piece of legislation, and people would come in to testify and we had 
considerable discussion ebout it. Now it is a part of this great 
Defense Production Act, tacked on to the tail end of it, so to speak, 
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figuratively. My colleague, Mr. McDonough, will remember very 
well what happened in the House last time when we wanted to debate 
rent control a little bit. We were cut off. I believe we had no debate 
on it, did we? Maybe 2 or 3 minutes apiece, perhaps, and then 
amendments were submitted without any debate. 

The thing that disturbs me is that we now have a small minority 
of the units, let us say, under control. We have certain critical 
areas, so-called, under control, and we have other small areas, speaking 
geographically, with not too much in the way of population control. 
So we have a minority group here, really interested in the problem. 
I am greatly concerned about whether or not the real issue can be 
properly presented to Congress. 

Mr. Witiramson. I think it is safe to conclude that rent control 
bears little relation to its origimal statutory purpose. 

Mr. Coxe. I am sure of that. 

Mr. Wiituramson. Take a community like Minneapolis, that has 
not sustained any great impact under the defense program. Its 
population has increased 18 percent since 1940, and its housing 
accommodations—and these are not dilapidated, these are housing 
accommodations available—have increased by 30 percent. 

Pittsburgh, the other city that we cited, the population has increased 
6 percent, and housing has increased 15 percent. 

And here is what has happened in Pittsburgh. The little suburb 
of Wilkinsburg, right outside of Pittsburgh, decontrolled by local 
action. 

Well, the CIO in Pittsburgh—and the papers have been full of 
it—were so incensed at the fact that Wilkinsburg had seen fit to 
decontrol itself, that they are now trying to get back at Wilkinsburg 
and the only way they can do it is by having the whole area of Pitts- 
burgh, including Wilkinsburg, certified as a critical defense housing 
area. They cannot meet the criterion of a substantial in-migration, 
which is one criterion that I am sure they would like to see removed. 
But the monthly labor survey reports of the Pittsburgh area, based 
on February information, showed that there is a moderate unemploy- 
ment in Pittsburgh, which therefore rebuts any finding that they 
might make that there is a substantial in-migration. 

Well, there was so much agitation on Pittsburgh, that the Depart- 
ment of Labor has ordered a special survey to see if they might come 
up with that substantial in-migration. They already have a regular 
monthly survey, but they had to conduct a special one to try to 
come up with this answer, but I do not see how they can, if they have 
moderate unemployment. 

However, this gives you an example of how the whole purpose of 
rent, control has been distorted. 

Mr. Cousz. That is all, Mr. Chairman. 

Mr. Brown (presiding). Do any other members desire to interrogate 
the witness? 

If not, you may stand aside. We are very glad to have your 
testimony. 

Mr. Firzeeraup. Thank you, Mr. Chairman. 

Mr. Brown (presiding). The clerk will call the next witness. 

The Crerk. Mr. Henry DuLaurance, National Apartment Owners’ 
Association. 
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STATEMENT OF HENRY DuLAURANCE, NATIONAL APARTMENT 
OWNERS’ ASSOCIATION 


Mr. DuLavurance. Mr. Chairman, and members of the Committee 
on Banking and Currency. 

Before I begin, I would like to have Form D-106 inserted in the 
record. 

Mr. Brown (presiding). That may be inserted. 

(The document above referred to is as follows:) 


== erie .. 63R-08s. 
CLEVELAND AEA ci OFFICE 


UNITED STATES OF AMERICA 210 LEADER BUILDING 
OFFICE OF THE HOUSING EXPEDITER SUPERIOR AT 6th STREET 
CLEVELAND 14, OHIO 
LANDLORD'S PETITION FOR INCREASE IN RENT TO ee ee 

SECURE A FAIR NET OPERATING INCOME Maxtum Reet Dare Doceet No. 











Appgsss or Bumpuwe ror Wace Incasase ls Wawren Crry anp Noumrer or Dwetume 
Nomnge an Stare Units in BuILpine 
Senane . 





TL. NAME AND ADDRESS OF TENANT (If more than one tenant will be affected by your 
1. Name anp Mative Appagas or Lanpiorgp petition, do not fil! in this item, but fill in Schedule D) ° 


Naue 








NUMBER AND 
TRERT 








Crrv, Zone No., Crrv, Zona No., 
anv brats anv Brare 








For each building for which rent increases are requested, file two (2) copies of this petition with the Area Rent Office. You may 
be required to support the figures in this petition by submitting your books, records, receipts, or Federal Income Tax Return 





A. “TEST YEAR”’: 


In order to determine the amount of certain expense and income items to be shown on this petition, you must select a ‘“‘test 
year.” The ‘‘test year’ you select must be the most recent full calendar or fiscal year, or any twelve consecutive months ending 
not more than 90 days. before the date of filing this petition. 


Tus “Test Year” I Have Sevecren Enpep 
(Month) 





B. EXPENSES (except Repairs and Replacements) : ANNUAL ExPENsE 


1 HEATING FUEL USED IN TEST YEAR.— Enter only if heat is supplied to the tenants aie the landlord, 
without sharing the bills. 





2 UTILITIES USED IN TEST YEAR.- —Enter ehie if utilities are wenilied to ae tenants ir the landlord, 
without sharing the bills 


3. _ PAY ROLL DURING THE TEST YEAR.- Dor not inelude any salary for the owner or for corporate volisers, 
nor any labor cost | for for repairs and replacements, 





4. JANITORIAL MATERIALS U SED IN TEST YEAR. Do not include materials for repairs and replace- 
ments. 


5. REAL ESTATE TAXES.— This is the amount of all real estate taxes (exclusive of penalties and overdue 
taxes for other years) shown on your latest tax bill. If taxes have increased smce vou received your 
latest bi]l you may attach a signed statemtnt from your tax official showing the assessment and tax 
_Tate now in effect for the building _and enter your taxes on this new basi 


6. "INSURANCE. —Divide the cost of each policy that is in effect on the date the petition is filed y the num- 
ber of years that it covers, to obtain the annual expense 





7. INTERIOR PAINTING AND DECORATING. —Add the expenses for interior painting and Anvaretion in 
the test year and the two preceding years, and divide the total by three (3) to obtain the annual expense. 


8. DEPRECIATION.— Enter the depreciation figure shown on your last Federal Income Tax Return. 
Norge.—The amount of depreciation which will be allowed is the lesser of the following: (a) the 
amount shown on your tax return, or (b) 21% of the present annual income for buildings containing 
one to four units, or 16% of the present annual income for buildings containing five or more units. 


. ‘MISCELLANEOUS EXPENSES IN TEST YEAR.—This may include management fees actually paid. 
Show specifically the nature and amount of each miscellaneous expense. 

















NOTE: If you want to show an increase in pay roll or utilities which was not in effect during the entire test year, file Form D—100 
in addition to this form. 


EXPENSES FOR REPAIRS AND REPLACEMENTS may be shown on pages 2 and 3 of this petition. If you have no records 


of such expenses, or if the tenant is required to make all repairs, you may tear 7 pages 2 and 3 and file only pages 1 and 4 with the 
Area Rent Office. In any case, however, you must fill out page 4 of this petition 


97026—52—pt. 2——31 








1276 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





Paoz 2 
C. REPAIRS AND REPLACEMENTS: 


Expenses for repai d replacements should generally not be charged entirely to the year in which they were paid. Instead, 
they should be “allocated” ( (that is, spread) over tne period of years the eumpally Yast. OT Baal cidnemdictes 
15 years was replaced in the test year at # cost of or $20 is chargeable to the test year and $280 is chargeable 
to the other 14 years. 

may be 


Similarly. if a roof was replaced any time within the last 15 years, one-fifteenth of the 
year. Thus, it is proper for you to show not only 2 — of the ex ineurred in the 
penses incurred in previous years which is allocable to the test year. However, no portion of be sho’ 
period between the date it was incurred and the ry of the test year exceeds the “allocation .’ The proper “allocation 
period” is the number of years shown in the Allocation Schedule below, unless it is established conclusively that an expense has been 
incurred more or less frequentty. 


In the table below, list on a separate line any =. or replacement item that is chargeable to the test year. In column 1 
show the nature of the i tem. In column 2 6) ear the item was heehee! 39 oe fh In column 3 show the cost. 
column 4 enter the proper ‘‘allocation riod, " as choun in the Allocation Schedule, unless your records show conclusively that you 
have incurred the particular type of etpense more or less frequently. Divide the cost of each item, as shown in column 3, by 
number of years, as shown in column 4, and enter the result in column 5. 


IMPORTANT ayy te ey ip he yy may not be included under repairs and replacements, since they are 



















































































taken into account in the all i in table B on page 1. 
ALLOCATION SCHEDULE 
ALLOCATION PERIOD ALLOCATION PeRiop 
ITEM ITEM 
Repairs | Complete Repairs | complete | 
Exterior painting. ~ 4 a 4 yrs. || Sewers, sidewalks, masonry | 10 yrs. 20 yrs. 
Carpentry—doors, tunes, mh, floors, sid- Air ditioning 5 yrs. +15 yrs. 
ing, supports, weather stripping, storm Elevators 5 yrs. 20 yrs. 
windows, porches, insulation...........| 10 yrs. | 20 yrs. || Refrig and electrical appli 3 yrs. 8 yrs. 
| SR ES 10 yrs. 20 yrs. || Furniture, springs, mattresses... 5 yrs. 10 yrs. 
Electric wiring and plumbing..._.._..... .....- 5 yrs. 20 yrs. || Carpets, rugs, linol , drapes, shades. 6 yrs. 
Heating equipment—boilers, diaiam, pipe.| 10 yrs. 20 yrs. || Bianl and spreads. 6 yrs. 
Hot water equipment—tanks, burners, fit- OS Se 2 yrs. 
i 3 yrs. 8 yrs. || Venetian blinds, awnings, i 8 yre. 
5 yrs. 15 yrs. |} Kitchen and laundry equipment—sinks, 
DSO, CRUNI-tetnreeenpcenenen 5 yrs. 10 yrs. tubs, cabinets, ete_..................-.....--_ 5 yrs. 15 yrs. 
1 2 : ‘ + 
Dascuirtion oF Item Yeon Puncuass Cost Auccanow Psace ree ST Syncs 




































































(If more space is required continue on page 3) 
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Dascarrnion oF Item Tue, ees ALLocaTion Paniop be 
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Paos 4 
D. RENTAL INCOME: 
Give the information required in the table below for every residential and commercial unit in the building. 
Pil in column 4 for each unit according to the following instructions: 


Units With Maximum Rents.— Enter present maximum rent—even if vacant or 
or other persons paying no rent or only a nominal rent. 


eS oy erent Se ERhNS “arNRETGRAIORR SMSF aR tite 


cial Ee ee er eS a If no Simeone 
nominal rent is charged, enter the fn rental value. (Co ‘ial unite include to persons other than tensate of 
dwelling units in the property. A single monthly or weekly total rent should be tend | for all such garages, and the number of Ang 
garages specified in column 2.) 

Units With Seasonal, Alternate, or Other Varying Rents.—Enter the average monthly rent during the year ending on the date 
the petition is filed. 


pied by the landlord, his employees, relatives, 





i Nod Resid. tel 
an 









































1 t yi ’ . 5 ‘ | ? 
Curcx (y) Ons , | Came y) One 
Unrt Nowrenr o8 Lo a 
ns RL N Pr Occv: i ied b: land- I rs 33% ee DO NOT WRITE IN THESE 
se ph ~ ‘RESENT Pant (If occupi y Z is =o ? y 
mercial unit in the Landlord”; if vacant, enter'Vacant”) | gs | 2S [fee |PRssENT Rawr COLUMNS 
Sroperty 08 © sape- al is E28 
- * 3 
21 | Zi (liv seu] we 
intitle eit cade ong tesaiiitibie Maneatis $. ae 



































E. TOTAL INCOME OTHER THAN RENTS FOR THE ENTIRE TEST YEAR: 
(Includes receipts for phone service, laundry equipment, utilities, alternations, etc.) -—-... en nn Boon eee nena nnn 





CERTIFICATION 


IT IS NOT NECESSARY THAT THIS PETITION BE SWORN TO, BUT ANY FALSE STATEMENT WILL ped 
IN THE DENIAL OF YOUR ENTIRE PETITION AND MAY SUBJECT YOU TO THE PENALTIES PROVIDED BY LAW 


saueen Henesy Ceariry Taat: AL the information supplied 7 me in this petition is true and correct, and (2) I am maintaining all 
Rent R and will such services so long as any adjustment granted under this 





services req 
petition continues in effect. 








(Date) . (Signature of Landlord) 
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Mr. DuLavurancer. My name is Henry DuLaurence and I am from 
Cleveland, Ohio. I am privileged as chairman of the legislative 
committee of the NAOA to submit the views and recommendations of 
that association concerning the proposed extension of the Housing 
and Rent Act of 1947, as amended. 

Our association is Nation-wide and represents the owners of rental 
property throughout the country. This industry is composed of 
millions of small property owners. We have frequently been maligned 
as the avaricious rich. Nothing could be further from the truth. 
Eighty percent of all rental property is owned by people who have five 
units or less and have a gross annual income of under $5,000. We are 
representing the little business man of the real-estate world—the re- 
tired couple—the widow—and they urgently need your help. 

The United States is now completing its tenth year of Federal rent 
control. As in the past the Rent Stabilizer is again requesting that it 
be renewed—expanded—strengthened. 

Our association is unalterably opposed to rent control. We think 
it is wrong morally, unsound economically, and does not cure the 
housing shortage but actually perpetuates it. We have had rent con- 
trol for 10 years. Since 1940 we have built or converted over 10,- 
000,000 dwelling units; we have increased our dwellings by 25 percent 
but our population has increased only 15 percent and yet because of 
rent control we still have an artificial housing shortage. 

A brilliant example of what happens under rent control can be seen 
in the case of the 25 large American cities which lost population be- 
tween 1940 and 1950. Each one of those cities had a vacancy ratio 
in 1940—each one of those cities had a net increase in dwelling units—- 
each one of those cities lost population between 1940 and 1950 and 
yet 23 of those 25 cities are still under rent control. Certainly these 
figures show beyond a shadow of doubt what a synthetic housing 
shortage rent control can and does cause. 

The inherent dangers of controls are becoming more and more 
obvious daily. The inherent dangers to a democracy—and to our 
way of life is manifest—and its future implications clear. 

Our industry has been under continuous ‘‘temporary”’ controls for 
10 years. For 10 long years we have sought to live within a rent 
structure frozen at 1941 levels. For 10 long vears, we have received 
the most meager of rent adjustments by the Federal agencies which 
administer such controls. 

Actually controls are no longer necessary for our industry. If the 
argument for controls is sound, then the bigger the increase in popu- 
lation the more danger there would be of excessive rent increases. 
Let us see what has happened to date. Of 231 of our largest cities, 
90 are now decontrolled. Those 90 decontrolled cities had an increase 
in population between 1940 and 1950 of 31 percent. The 128 cities 
still under rent control increased in population an average of only 
9% percent. 

From all the impartial statistics we have been able to gather, these 
decontrolled cities have had fair and reasonable increases. The 
decontrolled cities carried in the BLS Index shows an increase of 
16.8 percent. From this mass of evidence we can only come to one 
logical conclusion: the cities still under control, having a population 
increase of only 9% percent, would have even smaller rent increases. 





1280 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





We appreciate, of course, that the present defense effort has resulted 
in the controls over prices, wages, and credits. However, many of 
those are being dropped through the wise insistence and intervention 
of Congress. e ask that Congress set up new standards for proper 
decontrol. We believe that at very least it should be mandatory 
upon the Rent Stabilizer to decontrol any city where there have been 
more housing units made available in the last 10 years than increase 
in population, using the Census Bureau figures. 

However, we believe the orderly decontrol of rental accommoda- 
tions can best be effected by continuing Federal rent controls only 
over those areas properly found and certified to be critical defense 
areas. This would free from controls areas not found to be critical 
defense areas, and would give full effect to the desires of Congress to 
eliminate unneeded controls not directly required by the national 
defense effort. Thus, Federal rent controls would be continued only 
in areas designated as critical defense areas as such areas are now 
defined in the Housing and Rent Act and only on a finding, after due 
notice and public hearing, that there has been an actual and sub- 
stantial in-migration of labor and that excessive rents have actually 
and in fact occurred. 

Perhaps the outstanding characteristic of the rent law is its callous, 
almost subversive, maladministration. I should like to give you a 
brief outline of some of the most damaging inequities and injustices 
of the rent control as it is now being administered and give a more 
detailed explanation of these points later on in the testimony. 

1. Rent control as administered promotes the deterioration of rental 
housing. 

2. Improvement of property is discouraged because of failure to 
give adequate and realistic rental increases. 

3. Many adjustments by the rent office have been completely 
unrealistic when you consider the increased cost of operation. 

4. Entire areas of substandard rents are permitted to exist because 
of lack of mandatory provisions to increase those rents to proper 
economic levels. 

5. The lack of a sound economic approach by the rent office on fair 
rents does not solve the housing problem but merely promotes it. 

6. Rent control has resulted in the removal of millions of units from 
the rental market by sale or otherwise. 

7. The law is being unequally enforced throughout the country 
depending a great deal on the whims and prejudices of the rent control 
directors and their advisory boards. 

8. Rent offices require that applications for rent increases be made 
out strictly according to their rules and regulations and failure to do 
so generally results in a denial regardless of the equities. hi 

9. The rent control law does not provide any effective judicial 
review from the decisions of the rent office. 

10. No provision is made for the change of advisory board personnel 
nor are the property owners permitted to make a choice of their 
representatives. 

11. In many cases, local advisory boards are not truly representative 
in their make-up. 

12. The property owner is denied effective control over the tenant 
although in most States he has a legal liability for the tenant’s action. 
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Entire areas of substandard rents are permitted to exist because of 
a lack of mandatory provisions to increase those rents to realistic levels. 
Many such districts were frozen at depression levels. Increases are 
not permitted on grounds of comparability because all the rents in 
the district are low. In many of these low rent areas of $15 to $25 
rents, the 20 percent granted by the 1951 law is completely inadequate. 

For example, the median rent in the country today is $35 (housing 
census). There is thus 8,500,000 housing units renting for less than 
$35. With the purchasing power of wages now at 162 percent of the 
1921-38 index (the Real Estate Analyst, St. Louis, Mo.), and the 
purchasing power of rents at 64.1 percent of the same index, it is 
readily apparent that rental property owners have not been able 
a. to maintain, let alone improve, their properties under rent 
control. 

There are many such districts throughout the country caught be- 
tween depression rents and present high costs of operation. It 
should be mandatory upon the ORS to consider comparability on a 
city wide and increased cost basis rather than a neighborhood basis 
in order to establish fair and realistic rentals when it is obvious that 
the rents for certain districts are substandard. 

Rents are actually at or below their 1931 levels—yvyet these proper- 
ties must be maintained at 1952 prices. The case of Chicago is a 
good case in point. Statistics show that the median monthly rental 
for 1930 was $49.75 whereas the present median monthly rental is 
$44.25, a decline of 11 percent (source: BLS Statistics). Now com- 
pare present costs of operation with the depression years. Steam 
coal is up 125 percent. Real estate taxes are up 54 percent. Wages 
are up 186 percent. Building material prices are up 162 percent. 
But rents are up only 25 percent. How can property do otherwise 
but deteriorate. We vote hundreds of millions to eliminate slums 
and substandard housing and yet rent control undoubtedly causes 
more such slums and deterioration every year than we could eliminate 
in 5 years of public housing at Government expense. 

The present act gives almost uncontrolled discretion to the Office 
of Rent Stabilization to grant or deny rent increases. It is based not 
on the provisions of the law but on political expediency and for the 
perpetuation of their jobs. Let me quote from Tighe Woods’ orders: 

This meeting reaffirmed the belief that rent control must be administered in each 
area on a basis that will receive public acceptance. What will work in Wisconsin 
may not work in Massachusetts. They ran us out of Wisconsin because we were 
too tight, and out of New York because we were too liberal. The tenants in Boston 
and Newark were highly organized and they object to liberal increases. If this 
policy is followed, the State of Massachusetts will throw out Federal rent control 
and enact State rent control. 

I want to comment that increases are granted, not on equity, not 
on increased costs, not on comparability, not on hardship, but on the 
basis that will receive public acceptance. 

This order proves two things: 

1. That Mr. Woods is not carrying out the intention of Congress. 
Congress welcomed the determination of rent control on the local level 
but rg Woods is trying to continue and perpetuate Federal rent 
control. 

2. That Mr. Woods’ denial that he administers the law to suit his 
office is a sham and a delusion. 
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But let me quote further from Mr. Woods’ instructions to his 
administrators and advisory boards. This is on the subject of 
“damages.” 

4. Treble damages should be assessed against large or professional landlords. 

5. Small landlords (especially women) who do not follow an order may be 
assessed one and a half or double damages (the area rent director should use dis- 
cretion on @ case basis). 

It certainly was not the intent of Congress to have one law for the 
big owner, one law for the little owner, and one law for women. 

As a matter of fact, Mr. Woods has gone even further than that. 
Without any power or provision in the rent law he has delegated 
certain powers and duties of a Federal agency to civilian groups. 
With the acquiescence and agreement of his Washington representa- 
tive and the Chicago director, the Chicago Rent Advisory Board 
delegated the powers and duties of checking rents to the CIO. The 
CIO was authorized to carry out this work on behalf of the rent office. 
When asked in the Senate Banking and Currency Committee 
hearing 

Senator Capenart. Did you approve their doing this? 

Mr. DuLaurance. We welcomed their assistance. Yes, sir. And 
Mr. Woods still tells Congress that he is carrying out the intent of 
Congress 

Mr. Woods testified that property owners’ net operating income 
increased between the years 1939 and 1950. You will notice that 
this survey was made by his agency. But there are several things 
wrong with this survey: 

This was a comparatively limited survey which could well in- 
clude especially well situated buildings to make the findings look good 
for his agency. 

Mr. Woods very shrewdly went back to 1939 for his comparable 
figures. In 1938 and 1939, a great many buildings were still getting 
cores rents and, consequently, this made the surv ey look good. 

That he neglected to use the readily available BLS figures to 
eas the entire national picture both for rent increases and increased 
costs of wages and building materials and real estate taxes. On the 
basis of BLS figures it is impossible to substantiate such findings. 

The 1951 Housing and Rent Act contained a provision requiring 
the granting of a 20 percent increase over rents in effect on June 30, 
1947. Although this provision permitted an increase of 20 percent, 
the increase for a large number of owners who entered into 15 percent 
leases in 1947 amounted to only 5 percent. Since June, 1947, costs 
of operation increased approximately 35 percent (source: Wenzlick). 

1. Congress specifically stated that the 20-percent increase should 
be applied against the rent in effect on June 30, 1947, plus increases 
allowed or allowable for major capital improvements and increased 
services. This language is clear and unequivocal yet many of the 
areas now refuse to grant any increases for such major capital improve- 
ments and increased services applied for on the theory that the 20- 
percent increase covers all such adjustments. 

Mr. Woods argues the number of rent adjustments granted under 
the law. But he fails to mention how much and which way those 
rents were adjusted. In the Senate Banking and Currency Committee 
hearing several examples of 27-, 30-, and 50-cent rent increases and 
many examples of decrease adjustments were offered as evidence. 
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These so-called adjustments were granted or denied after expensive 
improvements and repairs had been made. Mr. Woods did not deny 
them nor did he ever explain them. He couldn’t. 

Mr. Woods was very pleased when he stated that “since October 
1950 rent adjustments were ordered because of major capital improve- 
ments or additions of services, furnishings and equipment for approxi- 
mately 500,000 dwelling units.” (This is for only about 10 percent 
of the frozen units.) And why shouldn’t he grant them? Every 
normal individual expects to pay more if he buys more or better 
services. The only question is how much—and was it enough? 
Was it fair? What about those 27-, 30-, and 50-cent adjustments? 

2. The Office of Rent Stabilization has construed the 20-percent 
increase provision of the 1951 Extension Act as prohibiting an adjust- 
ment of the June 30, 1947, rentals for improvements other than what 
that agency defines as major capital improvements. Thus, if an 
owner had made noncapital improvements resulting in a rent adjust- 
ment of more than 5 percent (plus a 15-percent lease), the Office of 
Rent Stabilization will deny the owner the benefit of the 20-percent 
adjustment. However, if the owner had not filed for an increase for 
any such improvements prior to filing for the 20-percent increase, he 
would obtain his 20-percent increase. He would then be entitled to a 
further increase based on noncapital improvements. This inequitable 
and discriminatory treatment accorded to an owner who had pre- 
viously filed and obtained an increase for noncapital improvements 
prior to filing for his 20-percent adjustment, should be eliminated. 
The Housing Stabilizer did not deny these charges made in the Senate 
Banking and Currency Committee hearing. 

3. The Housing and Rent Act has always specifically provided that 
the Stabilizer shall grant rent adjustments “to correct inequities.”’ 
The Stabilizer has, until recently, made comparability adjustments in 
rents of rental units ‘‘to correct inequities” in conformity with the law. 
However, where units in a building have obtained a 20-percent increase 
by virtue of the 1951 Act, the Stabilizer now refuses to grant any 
petition whatsoever for a rental adjustment ‘to correct inequities.” 
The Housing Stabilizer did not deny these charges made in the Senate 
Banking and Currency Committee hearing. 

4. The Stabilizer has employed another device in his effort to deny 
the 20-percent rent relief to owners of rental properties. If an owner 
obtained a rental adjustment for a unit to bring it up to the rental 
of other exactly comparable units, the Stabilizer has ruled that the 
owner may not obtain the 20-percent increase on that unit. 

The Stabilizer has thus denied the right of the owner to obtain a 
20-percent increase on the under priced unit contrary to the plain 
language of the act. The inequity originally corrected by raising the 
one unit up to a comparable unit has again been recreated, and the 
Stabilizer refuses to “correct this inequity’ although required to do 
so by the act. The Housing Stabilizer did not deny these charges 
made in the Senate Banking and Currency Committee hearing. 

5. The Office of Rent Stabilization has on various occasions assumed 
the power to amend the regulations, manuals and policies, retro- 
activelv. These procedures impose needless confusion and severe 
hardship on owners. The Rent Office has for several years granted 
adjustments in rent based on increased costs of performing major 
repairs, such as tuck pointing, exterior painting, new roofing, and other 
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items of repair and replacement. Owners, knowing of these adjust- 
ments, proceeded to expend large sums of money to rehabilitate their 
buildings, not only for their own purposes, but also to provide more 
attractive housing for their tenants. 

In October of 1951, the Office of Rent Stabilization changed its 
policy and started denying petitions based on these factors and con- 
tinued denying them until in one city alone well over 1,500 petitions 
were rejected. This change in policy was made retroactive, not only 
to petitions on file, but also to improvements contracted for or in the 
process of completion. 

In January of 1952, the policy was reversed and the factors men- 
tioned above were again permitted as a basis for an adjustment of 
rent, However, no apparent follow-up was carried out notifying the 
owners whose petitions had been denied that they might refile. The 
above is not an isolated case. We earnestly believe that the Office of 
Rent Stabilization, in amending or making changes in the regulations, 
its manual or its interoffice policies, should be barred from giving 
retroactive effect to any such changes. The House Stabilizer did not 
deny these charges made in the Senate Banking and Currency Com- 
mittee hearing. 

Third, provisions should be made for judicial review of orders of the 
Office of Rent Stabilization. 

The Emergency Price Control Act in effect from 1942 to 1947 
created the Emergency Court of Appeals, and vested that court with 
exclusive jurisdiction to hear and determine all challenges to the 
validity of both price and rent control orders and regulations. How- 
ever, the Housing and Rent Act of July 1, 1947, as amended, contained 
no provision at all with respect to judicial review of rent regulations 
and rent orders. There is thus no effective court review of any kind 
available to permit either the landlord or the tenant to test the 
validity of the basic rent regulations, or the orders issued by the 
Office of Rent Stabilization. The Stabilizer is subject only to a 
common-law suit in the District Court for the District of Columbia 
where he resides and has his office. 

The Office of Rent Stabilization may thus issue orders and regu- 
lations secure in the fact that normally neither the aggrieved landlord 
nor the aggrieved tenant, as the case may be, will be able to subject 
such orders or regulations to judicial scrutiny and review. The 
Office of Rent Stabilization thus prosecutes, hears evidence and judges 
the rights of landlord and tenant, without fear of any review of its 
decisions. 

Mr. McDonovan. Do you mean the Emergency Court of Ap- 
peals up here in Washington? 

Mr. DuLavrence. No. 

Mr. McDonovuen. Set up in the areas? 

Mr. DuLavurence. Yes, in the areas. 

Mr. Wo corr. There is no area emergency court of appeals. 

Mr. McDonovueu. Just a minute. You did not get the remark 
of Mr. Wolcott. 

Mr. Wotcort. I do not think you understood his question. There 
are no area emergency courts of appeals. 

Mr. DuLavrence. No, there are not. 

We believe that Congress never intended that such finality should 
attach to orders and regulations issued by the Office of Rent Sta- 
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bilization. We, therefore, recommend that the Emergency Court of 
Appeals again be vested with authority to hear and determine chal- 
lenges to the validity of rent regulations and orders—an authority 
which that court presently has with respect to the validity of pricing 
orders and regulations issued pursuant to the applicable provisions 
of the Defense Production Act. The Stabilizer dodged this ques- 
tion and charges in the Senate Banking and Currency Committee 
hearing. 

Fourth, the power to grant or deny evictions should be returned to 
State courts of competent jurisdiction. 

The Housing and Rent Act of 1947 as originally enacted permitted 
a landlord to obtain the eviction of a tenant for specifically stated 
reasons by applying to the appropriate State or local courts. However, 
the 1949 Housing and Rent Extension Act substantially altered 
eviction controls by delegating primary authority to grant or deny 
evictions to the Office of Rent Stabilization. It is our recommenda- 
tion that the power to control evictions should again be returned to 
the State and local courts. 

For example, if the nonresident owner of housing accommodations 
now desires to obtain such accommodations for his own use or occu- 
pancy, he must first apply to the Office of Rent Stabilization for a 
certificate to permit him to pursue his local eviction remedies. That 
Office, on the basis of affidavits or mere letters, determines whether 
the owner “‘in good faith” desires or needs such accommodations. If 
the Office of Rent Stabilization determines that the owner is not in 
‘*good faith” entitled to occupy the accommodations owned by him, 
ag ee is denied, and there being no judicial review, the denial 
is final. 

For the above reasons, we strongly urge that the statutory provisions 
contained in the original Housing and Rent Act be reenacted, to 
restore some measure of fairness in the operation of the restraints on 
the landlord’s right to evict. 

Now as to rent advisory boards: The decisions, responsibilities, 
and functions of rent advisory boards, are of critical importance in 
the fair and unbiased administration of the Housing and Rent Act. 
It is thus of paramount importance that the members of such boards 
consist of able and unbiased persons. This is particularly true of 
the public members of such boards, who normally cast the decisive 
vote on matters coming before the board. However, complaints have 
been received from many sections of the country that the public mem- 
bers are not unbiased and properly representative of the public, but 
have been appointed in order to give decisive weight to the tenant’s 
interests. 

The history of the Chicago Rent Advisory Board well illustrates 
the successful effort of the stabilizer to obtain a board sympathetic 
to the viewpoint and interests of tenants. Rent advisory boards are 
tripartite in nature, with equal representation accorded to property 
owners, tenants, and the siaiilla, The original Chicago Rent Advisory 
Board was of such a character. It twice voted to increase rentals in 
Chicago, which action was twice vetoed by the Housing Expediter. 
The Expediter then enlarged the board by adding six new members. 
The public members appointed to the enlarged board numbered among 
them two members appointed by the ClO, two other labor union 
officials, and a member long associated with movements to advance 
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publie housing. These ‘‘public’ members have _ successfully 
“balanced” the board’s actions consistently in favor of the tenant, 
thus frustrating the principle underlying public representation on 
tripartite panels. 

The recent tremendous consternation in Washington caused in the 
steel industry illustrates better than words the complaint of these 
little owners about the supposed “impartiality” of many of the Rent 
Advisory Boards. 

Discussion of Fair Net Operating Formula: In the Senate Banking 
and Currency Committee hearing, the industry testified that the 
so-called fair net operating formula was neither fair nor just and that 
it reduced the return on a piece of property to that of Government 
bonds. Mr. Woods did not deny this accusation—nor did he even 
try to explain it away. 

The fair net operating income formula as devised by the rent 
stabilizer is a cruel hoax perpetrated on millions of property owners 
who were hopeful of relief and on Congress itself. In my estimation 
when Congress stipulated that a fair net operating income be granted 
it meant just what it said—a proper return based on sound eco- 
nomics—which should definitely not enrich the property owner but 
return him a fair net operating income for the type of property he 
holds. The bitter truth is that the fair net operating income formula 
does none of these things. 

What is wrong with the ORS formula for fair net operating income: 

1. It is very difficult to prepare—95 people out of a hundred would 
not be able to prepare it without an accountant. 

Mr. Barretr. What makes it difficult to prepare? 

Mr. DuLavurancr. Well, I have entered it in the record. 

Mr. Barrert. | understand the fair net operating returns to be 
if you made any repairs at all, all you have to do is to take the bills, 
and bring them to the rent area director and submit them to him, and 
he allows a proportionate return as rent. 

Mr. DuLavrance. If that were true, it would be easy. But each 
one of those bills has to be prorated over a certain period of time. It 
must be determined whether the repairs were made as repairs, or as 
complete replacements. 

Mr. Barrett. Do your bills not indicate that? 

Mr. DuLavurance. Yes, your bills would indicate it, but for in- 
stance, carpentry repairs are prorated on a 10-year basis. If you have 
a hundred dollar carpentry bill, you are only allowed $10 of that $100 
that you spent. 

If you have $100 carpentry replacement, you are only allowed $5 
of that $100 that you spent. 

So in effect you have to have records that go back for 20 years in 
order to be able to properly determine what your operating costs are, 
because on carpentry replacements, plastering work, electric wiring, 
and plumbing, heating equipment, sewers, sidewalks and masonry, 
you are only allowed one-twentieth of what you spend in any one 
year, so that in order to properly make out this application you have 
to have those records for 20 years, and then allocate them accordingly. 

Mr. Barrett. Of course on that form you are speaking of retro- 
active increases. I am speaking of the immediate repairs. 
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Mr. DuLaurANnceE. Well on the repairs you are allocated 10 years 
for carpentry 

Mr. Barrer. But you get it in advance of the 10 years. You 
get an increase immediately, if you prove that you are not gettimg a 
fair net operating return. 

Mr. DuLavurance. Yes, that is true. But if you have repairs, and 
you have a thousand dollars income, in order to get an increase on 
your repairs you have to spend $1,900—almost $2,000—because those 
repairs are prorated—assuming that you do not have records that 
go back 20 years. 

Mr. Barrerr. I do not think that is true, according to what we 
have where I come from. If you show any expenditures at all, you 
get a proportionate increase in your rent. 

Mr. DuLavurance. Well, I have filed the D-106 form, and the 
D-106 form itself says: 

Similarly, if a roof was replaced any time within the last 15 years, one-fifteenth 
of the cost may be properly charged to the test year. 

Mr. Barrerr. Within the last 15 years. But we are speaking of 
the expenditures you have now on immediate repairs. Is :t not true 
that the landlord says to the tenant, “If you want anything repaired, 
repair it yourself.” And where they are forced through, such as 
sanitation, et cetera, and he makes certain expenditures, if he takes 
it to the rent area director, he can get an increase in rent if he proves 
that he has legitimate bills for the immediate repairs. 

Mr. DuLaurancr. Yes, then have an increase in rent based on a 
20-year amortization. 

Mr. Barrer. Well, that is right. 

Mr. DuLavurancer. 2. It requires records that the little owners, the 
very people you are trying to help, do not possess. In order to prop- 
erly prepare these applications records must go back 20 years. 

3. It forces the little owner to take a low depreciation figure—less 
than that permitted by the Collector of Internal Revenue. 

4. Interest on mortgage indebtedness is not recognized as a proper 
charge by the rent director although it is by any accountant or the 
Collector of Internal Revenue. On the return permitted, interest on 
a mortgage cannot be serviced. 

5. The fair net operating income formula gives a return that is 
neither fair nor proper. It permits less return than the Government 
charges for mortgage interest—and puts rental property return in the 
same category as Government bonds or less. 

Let us look at what happens to a piece of property under the fair 
net operating formula as devised by the ORS. We have under con- 
sideration the following property purchased at a fair market price in 
1942. 








EOI NN CHING SOR cn oa deka bie $10, 000. 00 
Present monthly rental, $45 (1942 rent, $37.50 each suite)_________ 90. 00 
SORELY Pentel Both aes se cece eel les Lee lke 1, 080. 00 
EXAMPLE 1 

RR EN ie FO Te Te ee $1, 080. 00 
PS Se ee se eee, Shee Stet Cho 580. 00 

500. 00 
BIRR OUIAEON BOWER (ORS) oo on cc acnie dane ewe ace ouseakenacnad 226. 80 


Net operating incbhie sa ue ose 64 Sk SARE SL Deedee’ 273. 20 
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No increase allowed. Return on investment, 2.7 percent. The 
meee states that 2.7 percent is a fair return—the same as Government 

nds. 

Mr. Nicxotson. Is interest figured in that? 

Mr. DuLavurance. No, sir, in example 2 we will show you that. 
Interest is not permitted to be figured under the fair net operating 
formula. 

Now suppose this owner had a mortgage of $5,000 on this property 
at 5 percent: 


EXAMPLE 2 
ESSN ¢ SENN SN pee AE RE Sage Senet TET ORE es ARE RPE Seer $273. 20 
SE iitinnncadcicnnaiiavanthddans sarmhcanenc=¥ med 250. 00 
am to. aries a eo Oe Sed aS ete 23. 20 


‘No increase allowed. Return on investment, 0.23 percent. 

Mr. Brown (presiding). Suppose he had a mortgage of $8,000. 

Mr. DuLavurance. It still would not be permitted. 

Mr. Brown (presiding). He would go in the red then, would he not? 

Mr. DuLavurance. Yes, he would. 

Mr. Brown (presiding). But it looks to me as though the expenses 
might be a little large. 

Mr. DuLaurance. Well your taxes are $235. Let us assume that— 
these are based somewhat on Cleveland rates which are not too high 
nor too low. 

Suppose your house is appraised at $6,000 instead of $10,000. 
Your taxes are $235 per year. Your insurance is $50. Your exterior 
painting is $116 per year, based on a 4-year period. Your actual cost 
of painting a house like that, at the minimum, is $460 in Cleveland— 
and I took the lowest figure available. 

Your plumbing is $30. Your water is $18. Your heating is $30. 
Your roof is $20. Your downspouts are $15. Your carpentry work, 
$30; plastering is $10; sewers, $10; electric wiring, $5; masonry, $5; 
and miscellaneous, $6. 

Now you may not spend for all those items in one particular year. 
On the other hand, your plumbing bill may be $90 instead of $30, 
and your total there is $580. All those amounts are reasonable, based 
on a survey. 

Mr. Brown (presiding). I think it would be a good idea to insert 
that in the record to show how the $580 is made up. I think that is 
very important. 

(The information referred to is as follows:) 


Breakdown on operating expense 





Permitted, ORS: Permitted, ORS—Continued 

DIE i cians wnbn $235 Carpenter work._........- $30 
Re = fo Se 50 FIMBOTIN coe Se 10 
Exterior paint......._.--- 116 eg SIE REET PII 10 
PAO a weds 30 Electric wiring..........-. 5 
Ee Si ton pale Soke 18 3 Re iets arene peers 5 
NN a a 30 Miscellaneous__........--- 6 
1 A fae Ee eae See Ce 20 

TOWNS. 5.5 15 , MESA Retricye eae gar 580 





Mr. McDonovueu. You have not accounted for income tax on the 
net income, have you? 

Mr. DuLavurance. No, I have not. 

Mr. Nicwouson. It would not be much on $23. 
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Mr. Brown (presiding). You may proceed. 

Mr. DuLavuRANCE. Although accused of this in the Senate Banking 
and Currency Committee hearing, Mr. Woods made no attempt to 
justify his exorbitantly low return permitted under his so-called fair 
net operating formula. 

Mr. Woods did not deny that his fair net operating formula was so 
low that mortgage interest could not be paid for under it and leave 
any net for the owner. He merely made the adolescent excuse that 
Congress intended to leave it out—thereby begging the question. 
Certainly Congress did not intend to force anyone with a mortgaged 
property to lose it—but did intend that the income would be fair— 
which presupposed the ability to pay for normal financing on a piece 
of property. ‘Two and seven-tenths percent can scarcely be so con- 
sidered when even the FHA permits a return of 6% percent gross on 
investment. 

In conclusion, this report has stressed the need of corrective action 
to permit owners of rental properties to obtain a fair return on a fair 
investment, and to eliminate present inequities in the granting of 
rent relief. There is also a strong and substantial need for judicial 
review of rent orders, and rent regulations; for the return of evictions 
to the jurisdiction of State and local courts; and for a reconstitution 
of many of the rent advisory boards to make them truly representative 
so that they can perform their important functions in an independent 
and unbiased manner. 

However, the experience of 10 years of continuous rent controls has 
proven that rent control does not solve the housing problem—merely 
perpetuates it. Ten years of rent control have served to weaken the 
moral fiber of our people—and made them feel that they have a vested 
interest in the property of others. But over and beyond all this, 
Government statistics produced by Government bureaus, properly 
interpreted, without political or personal bias, show that in decon- 
trolled cities, in view of increased costs, rent increases have been fair 
and modest, thus proving conclusively that rent control is no longer 
necessary. 

It is our association’s earnest hope that this committee will recom- 
mend that all economic controls including Federal rent controls be 
terminated as speedily and expeditiously as possible. If the defense 
effort makes it impossible to terminate all economic controls including 
rent controls now, then the orderly decontrol of rentals can best be 
effected by decontrolling all areas now under Federal rent controls 
except for rental accommodations located in critical defense areas 
properly certified in the manner we have heretofore suggested. 

Thank you very much, gentlemen. 

Mr. Brown (presiding). Does any Member desire to interrogate the 
witness? 

Mr. Wotcorr. Mr. DuLaurance, I would like to go a little further 
into this question of rent increases compared to increases in all other 
items. 

According to the Bureau of Labor Statistics, in the 1936-39 aver- 
age, and up to March 15, which are the last official figures available 
to us, all items have increased from 99.4 to 188, an increase of 88.6. 

Food has increased from 95.2 to 227.6. 

Apparel has increased from 100.5 to 203.5. That is an increase of 
88.6, as I have said, for all items, 132 for food, 103 for apparel. 
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Rent, according to the Bureau of Labor Statistics, increased from 
104.3 to 140.5, or an increase of 36.2. 

Fuel, electricity, and refrigeration have increased from 99 to 145.3, 
an increase of 46.3. 

Household furnishings have increased from 101.3 to 207.6, or an 
increase of 105.3. 

Miscellaneous items have increased from 100.7 to 170.7, an increase 
of 70. 

Did you use the figure of 25 percent? 

Mr. DuLaurancr. Yes, Congressman Wolcott. 

Mr. Wo.xcort. I think that can be adjusted readily to the Bureau 
of Labor Statistics record of an increase of 36.2, by taking into con- 
sideration that in January of 1951, the Office of Rent Control arbi- 
trarily changed the method of computing rents, according to the 
economic indicators, and the Bureau of Labor Statistics, in January 
or February of 1950, showed an arbitrary increase of 8 percent. 

Now deducting that 8 percent which they increased, arbitrarily, a 


year ago, from this 36.3, would give approximately the figure which, 


you have used. I assume you are using the base which they formerly 
used in computing rent increases. 

Mr. DuLaurance. Yes, Congressman. 

Mr. Wotcorr. That was very obviously done in an attempt to 
narrow the differential between increases in rents and increases in 
these other items which I mentioned, and it did not fool anyone. 

Mr. DuLaurancr, Congressman, they have two sets of figures, one 
called the new series and one the old series. 

I used the old series set, because of the fact that that has to do with 
old property, with which we are dealing today. 

They computed the old series set for quite a while, and did not. use 
any new construction rentals, any new rentals. Then they decided to 
use the new construction rentals, which of course are much higher, so 
that actually their old series goes from 104 to 132, which is an increase 
of about 25 percent, whereas their new series, on my figures, goes to 
139.8, but apparently you have more recent ones which go higher. 
But the new series includes the new rentals, the higher rentals, which 
of course weights the index. 

Mr. Woucorr. It is interesting to note that in the economie 
indicators of, I think either January or February 1951, the printer 
apparently was not taken into the confidence of those who were 
compiling these figures, so he did not go back to this new base, and 
he adjusted them so the line on the charts shows this precipitous 8- 
percent increase in 1 month, which was impossible. 

Mr. DuLavurance. Yes, sir. 

Mr. Wotcorr. That is all. 

Mr. Brown (presiding). Does any other member desire to inter- 
rogate the witness? 

sir. Cote. Nothing, except that I want to comment on this wage 
increase of 186 percent, as compared to the rise in the rentals. I 
think that certainly points up the injustice involved in the situation. 

Mr. DuLaurancer. Yes; the wage increase used here, Congressman 
Cole, was based on wages for the building industry, which are of 
course the wages we use. 

Mr. Cour. I see. 
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Mr. DuLaurancp. Because all labor that we use is connected 
with the building industry. 

Mr. Cots. That is in connection with your costs, rather than the 
over-all increase in wages. 

Mr. DuLavrancr. That is right. That is why we also used the 
figure of 162 percent for building materials, because in effect, in the 
operation of a building, at some time or other you use practically 
every item that is in that index, outside of perhaps digging the founda- 
tion. 

Mr. Corr. They do not give the rental industry a Capehart 
amendment, or a Herlong amendment, or even an industry earnings 
standard; do they? 

Mr. DuLavurance. No, sir; they do not. 

Mr. Nicuouson. Mr. Chairman, 

Mr. Brown. Mr. Nicholson. 

Mr. Nicuouson. Do I understand that in computing Tent, the 
interest on your investment is not taken into consideration? 

Mr. DuLavurancr. No, sir; it is not, Congressman Nicholson. 

Mr. Nicuoutson. Have you any idea why they deny anybody the 
right to take out the interest that has to be paid to the bank? 

Mr. DuLaurancr. The argument used by the Housing Expediter 
is that it would be unfair to have two pieces of property, oae which 
has a mortgage on it and one which does not have a mortgage on it, 
to increase the rent on the one that has a mortgage on it. 

But it begs the question, because of the fact that when the fair 
net operating income formula was established, I am sure that Con- 
gress intended that the income should be sufficient to be able to carry 
a fair mortgage. 

Mr. Cous. If I may interrupt, Mr. Nicholson, that is again the 
policy of the Price Control Administrators, not only on rent control 
but on price control. They look almost primarily at peak prices, and 
their job as they envision it is to eliminate or curtail the peak, statis- 
tically speaking. They are not concerned very much, shail I say—and 
frankly I doubt if they are concerned at all to speak of—-with the 
fairness or justness or equity concerning the people who produce the 
commodity—the rental property or the commodity which is to be 
produced. They are interested in showing us statistically that the 
chart is kept down. 

Mr. DuLaurancer. That is quite right. 

Mr. Coxe. That is their approach to it, and not whether the 
producer receives a fair return, or any return, as far as that is con- 
cerned. Iam speaking a little bit bluntly on that. 

Mr. Wipnatu. Do you have any figures at all as to the actual 
number of units that went out of the rental market into the sales 
market as a result of rent control? 

Mr. DuLavurance. What I can give you is that approxi nately 3 
million units went from the rental market into private ownership. 

Mr. Wipnauu, Thus creating a much tighter squeeze than existed 
before? 

Mr. DuLavurance. That is right, Congressman. 

Mr. Wipnauu. I think one of the things that you have SS out 
that is most interesting to us is the fact that in the dee controlled cities 
they have had a tremendous increase in population, and in the rent- 
controlled cities there has been a much smaller increase, and in the 
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decontrolled cities housing is better and more available than in the 
controlled cities. 

Mr. DuLavrance, Yes, sir. 

Mr. Wipna.u. That is a very pertinent thing for the record. 

Mr. DuLavurance. Well, I think it is especially so of the cities that 
actually lost population during the 10-year period, and gained net 
dwellings. That carries out the same argument. 

There are 23 of the 231 larger cities in the country which lost popu- 
lation. They had a vacancy ratio‘at the time. They gained new 
dwellings, and yet they are still under control. 

Mr. Brown. If there are no further questions, you may stand aside. 

We are very glad to have your testimony. 

Mr. DuLavrancr. Thank you very much, sir. 

Mr. Brown. Call the next witness, Mr. Clerk. 

The Cierx. The next witness is Mr. William Schmidt. 


STATEMENT OF WILLIAM SCHMIDT, PRESIDENT, PROPERTY 
OWNERS ASSOCIATION OF AMERICA 


Mr. Scumipt. Mr. Chairman and members of the committee, my 
name is William Schmidt. I am president of the Property Owners 
Association of America. I thank you for the opportunity of being 
heard again although I have always hoped on all previous occasions 
that it would be the last time that it would be necessary to speak 
against this law. It seems that it is a law for which Congress has 
always been apologizing—it has always been passed for just a short 
time and supposedly to take care of an emergency. 

Now, it has been continuously on the statute books for a matter 
of 10 years. During those 10 years our population increased 14.5 
percent while our occupied dwellings increased 23 percent. 

Over half of the units that used to be under control have freed 
themselves by the local option route. In every case it has been shown 
that there is a surplus of housing as soon as controls are removed. 
Not in a single case has the prediction of bloodshed and riots, or 300 
percent and 400 percent rent increases been verified. It seems strange 
that any intelligent statesmen should ever have made such predictions. 
Over 200 communities have freed themselves from rent controls, 
ranging in size from the city of Los Angeles to a little village of a 
few thousand people and nowhere is there any trouble—nobody ever 
asks to have the city become recontrolled. Any recontrol that has 
taken place has been by the capricious action of Government authori- 
ties who are mainly interested in perpetuating the life of their bureaus. 

Last year I included in my testimony, and in the record, a pamphlet 
published by John and Richard Usher and entitled “Rent Control in 
War and Peace.” In addition to giving a very excellent explanation of 
the appearance of the so-called housing shortage and the deceptiveness 
of this shortage, this pamphlet gives an enormous amount of informa- 
tion on the population i increase and the dwelling increases during the 
years from 1940 to 1950 in about 231 cities. These figures have been 
obtained from the United States Census Bureau and are absolutely 
correct. At that time I made the statement, and I repeat it now, 
that on the basis of the evidence presented here the American people 
have enjoyed an increasing supply of housing accommodations every- 
where during the last 12 years. Rent control has benefited nobody 
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and has just added to the burdens of the taxpayers. Over $300 mil- 
lion have been spent to date for the enforcement of rent control only 
and the enforcement is very ineffective. 

You will always find that if there is no real agreement in the con- 
sciousness of the people between the law on the statute books and their 
own conscience it simply will not work. We found that out during 
prohibition and we are finding it out every time any attempt is made 
to control prices or wages. 

Furthermore, at all times it has been possible for most any of the 
tenants to purchase their own home and become independent of the 
landlord. 

Nothing is easier than to escape the clutches of the landlord. The 
bargaining condition of all of the tenants involved would be greatly 
increased even if only 2 or 3 percent of the tenants were to decide that 
the rents are too high and they will purchase a home of their own. 

Now, many statesmen have said that the building industry has 
priced itself out of the low income market. That is just one of those 
statements that people make on the basis of snap judgment and with- 
out rhyme or reason. For your benefit, I include in the records here- 
with an article copied from our official publication, Free Enterprise. 
This article shows that the average man had to spend about 221 
weeks of his salary in 1940 in order to buy the average home—mind 
you, not to buy the cheapest home possible, but the average home as 
it was actually purchased at that time. During the war when we 
put restrictions on housing and would not permit any house to be 
constructed, except for $6,000 or less, the cost of the average home to 
the average wage worker went down below 100 weeks’ pay. Since 
then, the cost computed in terms of so many weekly pay envelopes 
has increased again and in 1951 it stands at 179 weeks’ pay. These 
figures are for the Chicago area and they are typical; and the source 
of the information is clearly given in the accompanying article, which 
is entirely self-explanatory. 

I think that the accompanying article and the figures therein prove 
one point conclusively—namely, that any American citizen, regardless 
of his economic status, who wishes to take upon himself the respon- 
sibility of a home can do so. 

I am not going to read the article, but I hope it will be included in 
the record. 

Mr. Brown. That may be done. 

(The information referred to is as follows:) 
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Average cost of homes in the Chicago metropolitan area in terms of average weekly pay 














Number of 

Average Average weeks’ ray 

Year cost of weekly required to 

homes earnings purchase 
home 

I noes Ses cher Bik ce sees Be Tes Ce $5, 588 $25. 20 221 
a ne ae RRS. “78 amare SEE YR TES 5, 747 29. 58 194 
PO kate tewtc Soa docuicaeh eee eas abides aeededae ae 4, 432 36. 65 121 
a I 4, 060 43.14 94 
5 Ln See eo REE eee mee ea 4, 235 46.08 92 
I eee ee ey eae Cee ate Pete on ee Ieee TU Tee 5, 546 44. 39 125 
RRR: aA eRe ie LEN 5 RRR OS AE CA ART ARS 6, 968 43. 82 159 
OU dst onwirsdbad Cacin Luidinobabek uanniioue eed cbeen diecacnhad 8, 299 49. 97 167 
Of EES 5 Se Se ee Pee era coe eee eee! © eee Lee nes 8, 947 54.14 166 
RE 8 SE a FT ss CMM A She ce eR LR a Pg te La 9, 173 54. 92 167 
LO Re he RE ROR, FR Oe ae eee Soe Gee eee ae 10, 350 | 59. 38 173 
RS ~ a RR a INR BES CAEN EN Se a RE OT 11, 417 | 64. 00 179 








Source of information: The information for the cost of homes has been obtained from the Bell Savings and 
Loan Association. This company underwrites a very large prcentage of the mortgages being made and 
maintains a statistical department. 

The information for the average weekly wages is obtained from the Industry Revort of Hours and Earnings 
by the United States Department of Labor. These figures represent the national average while the average 
cost of homes is for the Chicago metropolitan region. Probably in the Chicago metropolitan area the average 
wage may be slightly higher. 

The number of weeks’ pay required to purchase home column is obtained by dividing the cost of the aver- 
age home by the average weekly pay. The cost in weeks’ pay is extraordinarily low in the years 1942 to 
1945 beca'ise of the fact that there were Government restrictions in those year that made it im»ossible to build 
a high-priced home. For several years materials were only furnished for homes costing $6,000 or less. In 
the other years before and after this period, the average cost has been affected by the relative number of 
well-to-do people or poor people that decide to build a home. It is, of course, obvious that the people can 
affect the — cost by their free choice of having a home more or less frugal or more or less luxurious, as 
the case may be. 

We believe that the above calculations show conclusively that the average man can hold his on in a compet- 
itive market and that he is better able to provide a home for himself than ever before in the history of the 
Nation. 


Mr. Scumipr. Furthermore, the American citizens have availed 
themselves of that opportunity and in view of the fact that the 
Government has not controlled the cost of new buildings except the 
latest attempt to meddle with the credit regulations on the production 
and sale of housing accommodations. We have had an excellent 
increase in the construction of individual housing. If we had had 
enough judgment to treat the apartment industry with the same 
amount of neglect—that is, if we had not interfered in any way with 
the operation of rental housing we would be in a position to look back 
upon a splendid record of apartment house construction. I think I 
can easily prove this point by presenting for your consideration a 
comparison of the amount of apartment house construction in the 
city of Chicago during the period from 1920 to 1930 as compared 
with the amount of construction that has taken place in the same 
city from 1945 to date. During 1920-30 there were constructed in 
the city of Chicago 300,000 new modern rental units—all of these 
were built with private capital without any Government guarantees 
whatsoever. Now, during the period from 1945 to 1951 the records 
show that we built only a total of 15,000 new units in Chicago, that is 
new rental units, compared with an average of 25,000 units in a single 
year for a decade. Furthermore, these 15,000 units have only been 
built because the Government guaranteed. 90 percent of the total 
value of the project as a loan. 

The average rental in Chicago is only $44 per month, while the 
average wage is $60 per week or better. If we had not had any rent 





control the American people would not be paying any more than the 
usual percentage of their monthly income for rents and you would 
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have maintained the confidence of the investor in this type of property 
and many hundreds of thousands of units would have been constructed 
and would be available for public occupancy. If you had only had 
the foresight to leave the American people to their own devices they 
would be better off today. 

The guardianship imposed by the Government on this industry 
has been 100 percent evil. We are definitely deteriorating the housing 
standards and we are creating slums at a far greater rate than we can 
ever rebuild them. 

I have on previous occasions given you many examples of how the 
judiciary in combination with the Housing Expeditor’s office is mis- 
treating our citizens. I came across another glaring example of this 
when I visited the city of Peoria the other day and I found that a 
landlord in that city is in jeopardy of a $30,000 judgment and the 
Government is trying to deny him the right of a jury trial. I am 
enclosing in the records herewith an article published in Free Enter- 
prise which gives in complete detail all of the relevant facts in con- 
nection with this case. 

Again I would like to have your indulgence to print this in the 
record. 

Mr. Brown (presiding). It may be inserted. 

(The article referred to is as follows:) 


[From Free Enterprise, Chicago, Ill., May 12, 1952] 
Property Owners Dentep Jury TRIAL 


Every day we get new evidence of the continuing encroachment of the power of 
the bureaucrats of the Federal Government upon the individual rights of our 
citizens. 

Our Constitution provides that man cannot be deprived of his property without 
due process of law and if one citizen sues another one for an amount exceeding 
$20 the defendant is entitled to a jury trial. In spite of these restrictions in the’ 
Constitution, it seems that our judiciary and our bureaucrats, or the two of them 
in combination, have developed a civil procedure that effectively disposes of sub- 
stantial rights guaranteed our citizens in the Constitution. 

We came across this news the other day when we were visiting in Peoria, Ill. 
In that city, there is a case pending of the United States of America, plaintiff, v. 
Nelson Hewitt and Mrs. Mary Hewitt, defendants, Civil Action No. P 1258. 

This particular suit is putting the defendants in jeopardy to the extent of a 
large share of their life savings, if not all of it. The amount of the indictment ran 
as high as $30,000. We understand that the indictment was drawn so sloppily 
that Mr. Hewitt was indicted for about half of that amount because he sold a 
group of individual houses on a contract for Warranty deed. They tried to make 
an overcharge out of that and I think that part has been eflectively stopped by a 
preliminary consideration on the part of the court. 

The amazing thing about this is that any official of the United States Govern- 
ment should ever make such indictment which is absolutely unfounded and un- 
supported by any law passed on the statute books. It is a disgrace that a property 
owner would have to spend large sums of money to defend himself against charges 
that should never have been brought against him in the first place. If some pri- 
vate citizen hires a shyster attorney and he brings what you might call a nuisance 
suit, that is not very nice but it is not punishable and there is little we can do to 
protect the citizens from such a thing. 

However, an agency of the United States Government should be scrupulous and 
careful enough to not institute an indictment against a citizen when they do not 
have the slightest justification of it under law. 

Now, when an official of the rent office makes a case against a property owner 
that has sold his property he is absolutely wrong because there has been no restric- 
tion placed upon the sale of property by any law. 

That is, of course, as of yesterday—tomorrow, they may “monkey” with that 
and they have just recently placed credit restrictions on the statute books which, 
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in turn, are also an unconstitutional interference with the rights of our citizens. 
So, day by day this process continues and more and more a citizen finds himself 
unable to seek correction of this by going into the courts. 

Until recently there was at least the safeguard of a jury trial. Now, they claim 
that this is just an outgrowth of the injunctive process and that there is no jury 
trial involved in an injunction and they are quoting all kinds of legal precedents in 
mens of their claim. 

n the above-mentioned case in Peoria a jury trial had already been agreed upon 
and a date had been set. Now, before this jury trial came around the Government 
went into court with a motion to dismiss the jury trial, stating that the defendant 
was not entitled to such protection under the law. 

The Government presents the following argument: 

“Refund of charges is sought under authority of the Housing and Rent Act of 
1947, as amended, under section 206 (b) thereof, which is entirely injunctive 
proceedings. 

Damages to the United States are sought under Section 205 of the Act as 
incidental to the equitable relief.’ 

Until a short time ago it was news to the attorney defending Mr. Hewitt that 
such a thing could be done but he was furnished with the following list of previous 
cases: , 

“Tn an action for restitution, there is no right to a jury trial. 

The following cases are authority for this purpose: 


. McCoy v. Woods (177 F. 2d 354 (C. A. 4) 7-884) 

Woods v. Stein (53 F. Supp. 911 (D. C. Wash.) 6-452) 

United States v. Hart (86 F. Supp. 787 (E. D. Va.) 7-904) 

Woods v. Deep Vein Connelsville Coal Co. (W. D. Pa.) No. 7518 Judge Maris, 
January 10, 1950 

Woods v. Alex Swanson (W. D. Pa.) No. 7560, Judge Maris, January 10, 1950 
Woods v. Wilson (Civ. No. 7830 (E. D. Pa.) Judge Clary) 
. Woods vy. Zellaes (Civ. No. 9314 (E. D. Pa.) Judge Clary 8-163) 

. United States v. Maine (N. D. Ohio E. D. No. 26379 May 15, 1950) 
. Woods v. Richman (174 F. (2) 614) 


There is no right to a jury trial in an action for treble damages. An action by 
the United States to recover statutory damages under section 205 of the Housing 
and Rent Act of 1947, as amended, is not in the nature of a suit at common law 
and was unknown to common law at the time of adoption of the seventh amend- 
ment to the Constitution in 1791. 

It follows that the present action is not one in which there is a right to trial by 
jury. 

1. Creedon v. Arieliy (11 F. R. Serv. 56c, 41, case 11:8 F. R. D. 265 (W. D. N. Y.)) 
2. Woods v. Endekay Realty Corp. (S. D. N. Y.) 
3. United States v. Shaughnessy (Civil Action No. 8355, 86 F. Supp. 175 (D. C. 

Mass.) ) 

4. United States v. Ostpoff (Gibson (8. D. Cal.) No. 1105-SD) 
5. United States v. Stein (M. D. Pa. No. 3412), decided Feb. 20, 1950, Judge 

Follmer 8-131 

6. United States v. Cherice (M. D. Pa.) No. 7848, Judge Follmer 
7. United States v. Estate of Cowen (D. C. Mass.) 18 U.S. L. W. 
g 
9 


OIE WON 


. United States v. Friedman, Rule, Pitman (8. D. Iowa) 89 F. Supp. 957, 8-203 
9. United States v. Kenter (N. D. Cal. 8. D.) No. 29522 

10. United States v. Caldwell (W. D. N. Y.) 8-67 

11. Woods v. Polis (C. A. 3) 

12. United States v. Siegel ((D. C. La.) No. 2532 (Judge Wright, Sept. |27, 1950)) 

13. United States v. Winchester (W. D. Mich. No. 1432 J. Starr, July 25, 1950) 
8-508 

14. United States v. Barrett (E. D. Pa. 9749 June 21, 1950) 

15. United States v. Hall (W. D. N. C. No. 998 Apr. 25, 1950) 

16. See NLRB v. Jones & Laughlin Steel Corp. (301 U. S., 1.48 9-34) 

17. Tanimura v. United States ((C. A. 9) No. 18014) 

18. United States v. Ullrich (D. C. Md. No. 5230 April, 1951) 

19. Leimer v. United States ((C. A. 8) No. 14403 April, 1951) 


Evidently it is already a well established practice to deny a property owner 
the right to a jury trial as indicated by these numerous references quoted above. 
We have no way of knowing how the Federal judge in Peoria, IIl., will decide 
this case. I hope that they will grant this defendant a jury trial. 
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We know that a jury trial is not always an unmitigated blessing and if the 
defendant is not allowed to show certain evidence to the jury he will have very 
little chance whether he is before the judge or a jury. However, that is for him to 
decide. He should not and cannot be deprived of his constitutional rights. If 
-such civil procedures are being established it is about time that the Congress of the 
United States would look into the matter and remedy the situation. There are 
people on the other side that will probably say that that takes too much time— 
that it clogs the court, and they are perfectly willing to let the discretion of a 
bureaucrat take care of the matter and deprive a citizen of his life savings and his 


roperty. 
We think that this is the greatest possible indictment against all of these control 
laws because they enter into a lot of petty little transactions and the sum total 
of these transactions is a tremendous quantity. It would be impossible for any 
staff of people to administer a law like that and administer it justly. 

Now, as to the interests of the public, they will get very little protection out of 
this process if the property owners are not scared about violating the law because 
the number of cases that can be possibly tried in court, whether it is by jury or 
judge, are a very limited number of cases—they are only a drop in the bucket. The 
enforcement of this law, the same as any other law, depends upon the willing com- 
pliance of the vast majority of the people. Now, we even have difficulty to enforce 
such laws as ‘‘Thou Shalt Not Steal’ and ‘‘Thou Shalt Not Kill” but there at least 
we have the vast majority of the people on the side of the law, When it comes to 
rent control or a price control law, especially when it is administered so ineptly 
and unjustly as in this case, the number of violations are bound to be so numerous 
that when a man is caught in the meshes of the law it is purely an accident. It is 
just as if you got in front of a truck and got run over, and it is on about the same 
level morally. There is no justification in prosecuting these landlords, for merely 
charging what the tenant is perfectly willing to pay. Most of the plaintiff tenants, 
if they were to be put on the stands and state under oath as to whether they thought 
the rental charge that they paid was reasonable, would admit that it was very 
reasonable, but they would say, “If the Government says I don’t have to pay that 
much, why should I?” 

Incidentally that was exactly the attitude that a tenant took in a court case 
some years ago. He felt that the property owner was definitely entitled to a 
certain $5 per month over which they had a dispute but the law gave him an 
advantage and he took what he could get. 

There is nothing more reprehensible than this type of law and all well-meaning 
citizens, regardless of their economic status, should combine to throw out and 
make forever impossible the continuation of such tyranny. 


Mr. Scumtpt. It is remarkable how many political superstitions we 
have in this country—for instance, there is this old saying “Well, you 
have rent control because there are so many more tenants than land- 
lords.”’ Let us look at the records—what are the facts? The tenants 
are in a minority in every city in this country as compared with the 
home owners, except in the city of Chicago and the city of New York. 

Even in these cities the number of tenants is consistently decreasing 
and more and more of them are becoming either owners of individual 
homes or of cooperative apartments. The tenants are a vanishing 
species and yet so many people think that they can gain political 
support by voting for an unjust law like this. 

I would like to call your attention to an opinion poll that Mr. McVey 
from the fourth district from Illinois conducted in the city of Chicago. 
He asked the question “do you favor rent control” and the answers 
were “Yes” 103, ““No” 430, ‘“No opinion” 15. Mr. McVey asked his 
constituents many other opinions but the results thereof do not affect 
this particular piece of legislation. 

I notice that formerly there used to be several members on this 
committee that were favoring rent control and now they are politically 
extinct. I am thinking particularly of former Representative Barrett 
O’Hara, who was very enthusiastically in favor of rent control and it 
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evidently was the cause for his elimination from the Congress of the 
United States. 

Gentlemen, I ask you how could it be otherwise—property in the 
United States is so widely distributed that there are over eight million 
owners of rental property. The administration in power has for a 
period of 10 years now consistently deprived these people of their just 
due. They have put them through emotional and financial stress 
that is almost beyond endurance. How any political party could enter 
upon a program of mistreating such a large sector of the population 
and mistreat them year after year in the manner that has been done by 
these administrative officials is just too hard to believe. Any party 
that will do this sort of thing will find itself finally eliminated. To 
illustrate my point I would like to have your permission to enclose in 
the record another diagram from our official publication Free Enter- 
prise. This diagram shows a percentage of the party votes for the 
last 50 years. 

Mr. Brown. (Presiding) It may be inserted in the record. 

(The information referred to is as follows:) 


PRESIDENTIAL ELECTIONS 


Votes Are Shown in Percentages of Total Votes Cast 
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Mr. Scumipr. It is not our custom to make any recommendations 
for amending the present law because it is 100 percent bad. We 
would like to point out, however, several possible improvements: 

First. Restrict the power of the administration to recontrol so that 
it cannot be done over the protest of the local governing body. 

Second. Give a defendant in a suit for overcharges the same legal 
privileges that a defendant would have in any other lawsuit for 
monetary damages between two private citizens. 

Third. Before a judgment for overcharges shall be rendered give 
the defendant an opportunity to show in the court that the rental 
allowed by the Housing Expediter is inequitable. 

Fourth. Put in a limitation on the powers of the judges to use 
contempt charges for the collection of judgments. 

While this Democratic Party has been continuously in power since 
1932 it has maintained its position by a constantly declining per- 
centage in the popular vote beginning in 1936. At the last election, 
Mr. Truman was elected with only 49.3 percent of the popular vote 
and he is, therefore, going down into history as one of the few 
Presidents elected by a minority of the popular vote. 

Gentlemen, we have recently been treated to the spectacle of the 
President seizing the steel industry. Evidently he feels that the 
powers of his office are unlimited and that for all practical purposes 
he is an absolute monarch. I would like to suggest to every Member 
of the Ffouse of Congress that he should search his own soul and 
consider whether he has at all times thought of the limitations that 
our Constitution places upon the power of Congress. Congress, 
likewise, does not have the power of an absolute monarch and many 
Congressmen have recently taken the attitude that they could pass a 
law to take the property of citizen A and give it to citizen B entirely, 
capriciously, and willfully as they please. 

If you have any respect for the Constitution of the United States 
please let this law expire. 

The American people have been very patient with those who have 
whittled away at their constitutional freedoms but I think that inthe 
coming election they are going to awaken completely; and T suggest 
that you should not be caught with having voted to destroy the 
freedom of the American people. 

If you want to survive the coming upheaval do not vote the free- 
doms of the American people away. 

I thank you. 

Mr. Brown (presiding). Does any member desire to interrogate 
the witness? 

If not, you may be excused. We are very glad to have your state- 
ment. 

Mr. Scumipt. Thank you. 

Mr. Brown. We have two other witnesses, so we will recess to 
reconvene at 2:30 p. m. 

(Whereupon, at 12:25 p. m., the committee was recessed, to recon- 
vene at 2:30 p. m., the same day.) 
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AFTERNOON SESSION 


(The committee met, pursuant to its recess, at 2:30 p. m.). 

Present: Chairman Spence, Messrs. Brown, Addonizio, Dollinger, 
Fugate, Cole, Nicholson, McDonough, and Betts. 

The CHarRMAN. We will resume the hearings. 

The clerk will call the next witness. 

The Cierx. Mr. William A. Walters, president of the California 
State Apartment Conference. 


STATEMENT OF WILLIAM A. WALTERS, PRESIDENT, ACCOM- 
PANIED BY PATRICK O’DONOVAN, ASSISTANT SECRETARY- 
TREASURER, THE CALIFORNIA STATE APARTMENT CONFER- 
ENCE 


The CHatRMAN. You may proceed, Mr. Walters. 

Mr. Waters. Thank you, Mr. Chairman and gentlemen of the 
committee. 

My name is William A. Walters. I am president of the California 
State Apartment Conference whose office is located at 3923 West 
Sixth Street, Los Angeles, Calif. I have with me, today, my assistant, 
Patrick O’Donovan, who is assistant secretary-treasurer of the con- 
ference. In order to conserve the time of this committee, I shall not 
read the entire text of my presentation. I would like, with your per- 
mission, to submit my prepared statement for insertion in the record 
of these hearings. Each member of the committee has received 
copies of my statement and, I hope, each has had time to read the 
remarks contained therein. 

The CuHarrMAN. It may be inserted. 

(The statement referred to is as follows:) 


CaLIFORNIA STaTE APARTMENT CONFERENCE, 
April 21, 1952. 
Mr. BRENT SPENCE, 
Chairman, Banking and Currency Committee, House of Representatives, 
Washington, D. C. 

Dear Mr. Spence: The California State Apartment Conference is the official 
trade association of the rental housing industry in California, the second largest 
and fastest growing State in the Nation. 

The association includes 15 groups of apartment owners, in every major city 
and densely populated area in the State. Its membership totals approximately 
40,000 individuals, all of whom have a vital stake in the rental housing business. 
Through their properties they serve the communities of Fresno, Long Beach, 
Los Angeles, Richmond, Sacramento, San Diego, San Francisco, San Jose, San 
Mateo, Santa Barbara, Santa Cruz, Stockton, Ventura and Alameda and Kern 
counties. ‘ 

We speak therefore from close knowledge of and familiarity with the rental 
housing business. We have lived with it and made it our business for many 
years. We have tried to be good citizens; and we have tried to be patient through 
a longer period of more restrictive and more damaging controls than have been 
inflicted on any other segment of the American economy. 

We believe the time is long overdue for the removal of these controls, not 
only for the relief of property owners but also for the benefit of our tenants, for 
business in general and for the Nation as a whole. We appreciate the privilege 
of setting forth, in this presentation, some of our reasons. We hope it will be 
genuinely useful to you when you are faced with the task of considering whether 
to extend the present legislation which is shortly to expire. 

Sincerely yours, 


CALIFORNIA STaTE APARTMENT CONFERENCE, 
By Witu1am Watters, President. 
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STaTEMENT OF Wiiiiam A. Watters, Presipent, THE CaLirorNia STATE 
APARTMENT CONFERENCE 


It has now been more than 10 years since rent controls were placed on America’s 
rental housing. 

Originally it was intended as a temporary measure, but each expiration date has 
brought an organized Spree for renewal. Each time the claims, the arguments, 
the uncertainties and purported fears have been the same. Each time the 
temporary emergency has been stretched out; through a war completed, a recon- 
version period, an uneasy peace, a new defense effort, and a resumption of actual 
armed conflict. Each time the act has been extended only temporarily for 
another year, or two, or for a few months, but always it has been extended. 

Once more strong pressure is being exerted for another renewal. The Banking 
and Currency Committee of the United States Senate, in fact, has said that this 
time it will not consider arguments on the merits or lack of merits of rent control 
itself, but only evidence and suggestions which pertain to maladministration of, 
inequities in and possible changes of the present law. Fully aware of the difficult 
task faced by that body, and of the pressures political and otherwise brought 
against it, we have made certain suggestions for such modification. Those 
same suggestions are contained in the pages which follow. If controls are to be 
extended once again, we respectfully urge you to consider them seriously. 

However, we in California have watched an interesting situation in the last year 
and a half or so. With a single exception we have seen our major cities decon- 
trolled by the local action permitted under the current law, and we have been 
grateful to Congress for making that local action possible. We have seen con- 
certed, strenuous, even frantic efforts by the Office of Rent Stabilization and other 
organized pressure groups to prevent decontrol. Where control once has been 
removed, however, we have seen an overwhelming confirmation of the beliefs we 
have long held and a complete refutation of the claims and wild predictions made 
by rent control’s proponents. 


MANY BENEFITS HAVE FOLLOWED RENT DECONTROL 


It is a matter of clear record now that in our decontrolled communities the 
alleged “housing shortages’”’ quickly vanished, a large amount of new or additional 
housing space has been made available to tenants, there has been an enormous 
amount of rehabilitation, repair, and renovation, rent rises have been moderate and 
in many cases nonexistent, a new era of good feeling between owners and tenants 
has come into being, the much-feared problem of evictions has completely failed 
to materialize, and a plentiful supply of good rental housing has become available 
in all rental ranges. 

We believe that the California experience has demonstrated beyond question 
the complete falsity of claims that Federal rent controls are needed. Information 
which follows shows how decontrolled rents in Los Angeles rose, in 15 months, 
only half as much as Tighe Woods had offered to allow if only the city council 
would keep controls in effect in that city. 


CONTROL FORCED BACK AGAIN ON SEVERAL AREAS 


You may wonder why, if so much of our State has been decontrolled, we should 
be so concerned now with the extension of rent control. The answer is that the 
fear of recontrol by sudden directive from Washington, regardless of local action 
or local wishes, still hangs over us like a sword of Damocles. Several of our areas, 
once removed from controls, have been placed back under them; we believe need- 
lessly and unwisely. In one of them, Ventura, as mentioned in greater detail 
further on, the city council was required to hold additional hearings in order to 
‘decontrol the city again. It did so when many vacancies were shown to exist and 
many rents were shown to be below the former OPS ceilings. The city had been 
recontrolled by the Housing Expediter after a presumed “fact-finding” survey, 
but no one could be found in Ventura who knew of such asurvey. As long as that 
continued threat of recontrol is permitted under the law we cannot plan with 
assurance, build with confidence, know where or how we stand, or enjoy peace of 
mind and a real freedom from needless uncertainties. 

Information follows which shows that evictions, the much-feared bugaboo of 
decontrol, were no problem in Los Angeles, and why they were not. Further 
details show how rent rises hive been far behind the rises in other cost-of-living 
items, even where controls have been removed entirely. These comparisons are 
made even more graphically by charts which follow. 





1302  §DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





As those whose business is supplying housing to Americans who do not wish 
to, or cannot afford to, provide housing for themselves, we have the interests 
of our potential customers very much at heart. We should like to be able to 
serve them effectively and efficiently throughout the State, on terms mutually 
agreeable to us both. We believe it can be done only through a complete removal 
of rent controls. 

EXPERIENCE CONFIRMS OUR CONVICTIONS 


In this brief presentation we cannot go into great detail, and much that we 
might say bas been said in previous years. What we can best add at this time 
is documentation based on actual experience of the last year and a half. We 
can now say with conviction that rents will not skyrocket with decontrol— 
California cities have proved it. Tenants will not be evicted en masse—again 
we have proved it. he widespread fears of what decontrol might bring have 
been shown to be completely groundless. With new incentive to provide more 
and better rental housing. Los Angeles property owners have, in one of the 
fastest-growing areas in the world, kept pace amply with the demand for rental 
quarters; and Los Angeles, if left to its own volition, will have no more of rent 
control. We should like for every other community to enjoy, as Los Angeles 
enjoys, a new freedom from the expensive, inefficient, irritating, paralyzing, 
choking blight which rent control places on the rental housing industry of a 
community. 

RENT CONTROL SHOULD NOT OUTLAST OTHERS 


Should your committee feel that, because of the requirements of the national 
defense program or for other reasons, a complete removal of rent control is not 
feasible at this time, then we respectfully urge that rent control be considered, 
as we believe it is now being considered, only as a part of the current defense 
program; and that it be permitted to expire with the remainder of the Defense 
Act’s provisions when the necessities of that act have been fulfilled. It is in 
that spirit that we present the suggestions which follow for possible revision of 
the act, with the hope that they may help to prevent some of the arbitrary and 
even high-handed “interpretations” of the law which in the past have completely 
nullified or even direetly violated what we believe was the spirit and intent of 
Congress when the laws were written. They are, however, by no means a sub- 
stitute for the complete decontrol which alone will restore to us the economic 
freedom we seek. 

The suggestions follow: 

1. We respectfully suggest that the local-option section be expanded, with an 
amendment that no area can be recontrolled by the Office of Rent Stabilization 
without prior approval of the local governing body. 

It might be of interest first to note that with the single exception of the city of 
San Francisco, every city and county in the State of California has been decon- 
trolled by local action, although not always as quickly and easily as the local 
governing body intended that it be done. 

One of the most notable examples of a conflict between the Office of the Housing 
Expediter and a local governing body took place in California in 1950. It is 
interesting to see what has happened in that community since the conflict was 
resolved. 

DELAY IN DECONTROLLING LOS ANGELES 


The city of Los Angeles was decontrolled late in that year, over the strenuous 
protests of the Housing Expediter, who predicted dire consequences if rents in 
that community were allowed to slip from his control. 

He made flying trips to the city, appeared before its council, made numerous 
pronouncement in the public press, and after the council on July 28, 1950, over- 
whelmingly voted to decontrol the city, managed for 5 months to delay issuing 
the decontrol order he was under every legal and moral obligation to sign. 


CITY COUNCIL HAS MORE LOCAL FACTS 


Two weeks after the council had passed the decontrol resolution, which he 
admitted had been completely legal and in order, he flew to the city again to 
plead with the council to reconsider its action. The council, in full possession of 
the facts of the local situation, refused to reconsider. Mr. Woods then promised 
that he would sign the decontrol order immediately upon his return to Washington. 

Instead, he took advantage of every possible opportunity to delay the action, 
and on October 23, 1950, he wrote a remarkable letter to the president of the Los 
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Angeles council saying that he “had no alternative but to reject the resolution” 
because of “an acute shortage of rental housing accommodations” and an ‘‘ex- 
pected influx of large numbers of aircraft workers.” 

When President Truman signed the new rent-control legislation in December 
1950, however, which specifically approved the decontrol action taken by the Los 
Angeles City Council, Mr. Woods was forced “reluctantly” to sign the decontrol 
order on December 20, 1950. 

What was the validity of Mr. Woods’ contentions? How has Los Angeles fared 
in the 15 months since rent decontrol? The evidence is overwhelming that not 
a single one of Mr. Woods’ gloomy predictions came true. 


DECONTROL INCREASED VACANCIES 


The existing ‘‘acute rental housing shortage,’’ which, if it had existed at all had 
been a direct product of his own administration of rent control, vanished almost 
overnight. From an estimated 4.5 percent vacancy factor at the time of decontrol, 
the number of vacancies rose steadily as rental properties relieved of controls were 
placed back on the market or were more wisely utilized. 

A series of surveys among members of the Apartment Association of Los 
Angeles County indicated a steady increase in the vacancy factor from 4.7 in 
January to a high of 9.9 in August, from which the figure declined to 7.9 in Decem- 
ber. 

The April survey, for example, covered more than 10,000 housing units. Four 
months after decontrol, the vacancy factor was 8.4 in the units studied. 


RENTS UP ONLY 8 PERCENT AFTER DECONTROL 


Nor did rents “skyrocket,’’ as Mr. Woods and his associates so dogmatically 
predicted. The largest number of vacancies in the April survey was in the 
moderate bracket where rents fell between $49 and $75. The next largest was 
in the $36 to $48 group. Decontrol had resulted in several hundred actual 
decreases in rents, and several thousand of the units had remained unchanged. 
Approximately 62 percent of the total showed rent increases, but owners reported 
having spent almost a million dollars in rehabilitation and renovation, and the 
rents had increased an average of less than 8 percent. This was about half the 
increase of 15 percent that Mr. Woods had promised he would grant Los Angeles 
if only it would remain under his control. 

In the last survey of the series, completed in December 1951, the vacancy factor 
was 7.9, with the largest number of vacancies in the $41 to $50, the $51 to $60, 
the $61 to $70 and the $31 to $40 rental brackets, respectively. The “influx of 
large numbers of aircraft workers”’ clearly was able to find adequate rental housing 
at moderate rents. The ‘rioting and bloodshed’’ and the “thousands turned out 
into the streets’’ which the advocates of rent control said would come to pass 
with decontrol simply failed to materialize, and a new era of good feeling between 
owner and tenant has rapidly come into being. 

Rent decontrol has worked well in Los Angeles. Recent issues of the two 
Los Angeles Sunday newspapers—the Times and the Examiner—have shown 
column after column of elassified advertising of apartments and houses for rent. 
The rentals are as low as $5 per Week, with most of the offerings in moderate rental 
range. Some stress “children welcome.’ The list of ‘“‘wanted to rent’? adver- 
tisements, on the other hand, fills less than half of a column, and consists in good 
part of advertisements with unusual stipulations such as ‘‘must have real fire- 
place and view,” “large room at least 20 by 20 suitable for a dancer’s private 
practice,” or “wish living quarters in exchange for gardening services.” 


WOODS’ CLAIM OF “SHORTAGE” A GREAT HOAX 


The much-heralded and loudly touted “housing shortage’ in Los Angeles, 
the basis of Mr. Woods’ dire warnings and predictions of terrible things to come 
and of his refusal for 5 months to sign the decontrol order, ended with the ter- 
mination of rent control, in spite of the growth of the community, the much- 
rooming defense plants, and the demands of the tourist traffic. Los Angeles does 
not want the chaos of rent control forced back upon it through any vindictive 
whims of the defeated Director of Rent Stabilization. 

The city council is constantly on the scene. Its members ean tell, more readily, 
more rapidly, and more accurately than Mr. Woods, what the needs of the com- 
munity are. At the same time, they are much more directly responsible to the 
people of their own community and subject to their wishes as expressed at the 
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polls. We believe that in all such circumstances, where a local 
has investigated the facts and has voted for decontrol, it shoul 
sulted before rent control is ordered from a distant office. 

We believe that the Los Angeles experience shows, more forcefully than words 
could convey, the wisdom of local control, and that the same story can be told 
about every decontrolled city in the State. It is for this reason, and in the light 
of this experience within our own: State, that we respectfully request that the 
local option provision in the new rent-control legislation be amended to correct 
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2. We respectfully suggest that the roll-back provisions of the present rent- 
control law be eliminated. 

In those areas which have become decontrolled, a normal adjustment of rentals 
has taken place. As previously mentioned, some rents have come down, as was 
predicted would be the case with decontrol. Some have not changed. Some have 
risen is varying degrees, depending upon local needs and desires, supply and 
demand. 

An arbitrary roll-back of rentals to a fixed date eliminates the normal readjust- 
ment which has taken place. Properties most in demand by tenants, as reflected 
by rises in rentals they voluntarily pay, are penalized out of proportion. Less 
desirable units for which higher rentals could not previously be obtained reap 
the benefit. The least desirable units of all, which since decontrol have actually 
come down in rent to meet the competition from the more attractive and desirable 
units, become the ones most favored by the roll-back, because again they are 
allowed to charge rentals which are out of line with public desire and demand. 


EXAMPLE FROM VENTURA 


In the city of Ventura, Calif., on January 7, 1952, rents were ordered rolled 
back to the levels of November 1, 1950. That roll-back date was 24 days earlier 
than the date on which Ventura was decontrolled. Obviously, therefore, the 
normal readjustments which had taken place in that city were nullified by the 
order. 

Incidentally, Ventura was said by the Director of Rent Stabilization to have 
been recontrolled after a fact-finding survey, which presumably indicated a 
“housing shortage. Many owners of rental property in the city were contacted 
to learn details of the supposed survey. None was found who had any knowledge 
that such a survey had been taken. The Ventura City Council was forced once 
again to hold a hearing on the decontrol of rents. Since there was evidence of an 
adequate supply of rental vacancies in the community and many rentals were 
found to be considerably below the old OPA levels established in World War II, 
the council again ordered the city decontrolled. Why should both local and 
Federal governing bodies be subjected to such inconvenience and expense? 


MANY OTHER INEQUITIES ALSO EXIST 


There are other inequities, we believe, in the present roll-back provisions. In 
many cases no allowance is made for improvements and rehabilitation which may 
have taken place since the roll-back date. In other cases there may be a con- 
siderable loss in revenue because of long delays in granting of petitions for relief. 
We believe that section 156 has especially worked a hardship by giving the Rent 
Stabilizer the authority to roll back rents even where the higher rents had previ- 
ously been approved by his office. 

The roll-back provision, it would appear, has been and is being abused by the 
Office of Rent Stabilization, contrary to the intent of Congress, and it is for that 
reason that we sugyest that it be eliminated from the new legislation. 

3. We respectfully suggest that in areas where rents are recontrolled, or remain 
under control, so-called luxury housing be excluded from the provisions of the 
new act. 

Since the objective of rent control presumably is to protect persons of moderate 
incomes from excessive increases in rents and to assure rental housing at reasonable 
rates to defense workers or to the families of service men, it seems reasonable to 
question why it needs to be imposed on so-called luxury housing—deluxe units 
in the most expensive areas in a community. 


LUXURY HOUSING NOT USED BY DEFENSE WORKERS 


Such housing was not built for defense workers, who normally cannot afford 
and do not wish to live in it. We believe that the administration of rent control 
for such luxury units is an unnecessary element of expense which could well be 
dropped from the budget. The rent-control officials and staff then would be 
freed to direct their attention to housing which more nearly falls within the 
intended scope of the law. 

At the same time, we believe that control of such luxury housing works a 
needless hardship on the owners of such units. Taxes and operating expense 
are generally high and the uses for such property quite limited. For that reason 
we suggest that rent control not be applied to rental units which rent for twice, 
or more than twice, the average rental rates prevailing in the community. 
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4. We respectfully suggest that control over evictions be left to the jurisdiction 
of local laws and local courts. 

Evictions have been sore subjects in matters of rent-control administration and 
have caused much misunderstanding, confusion and bad feeling. We believe that 
most of it has been needless. 

No property owner wishes to evict a tenant unless he has adequate reason. He 
can make no money on vacant property. He must have tenants to stay in the 
rental business. No new tenant can pay any more rent than the current one if 
rents are fixed by law, and moving one tenant out in favor of another can entail 
loss of some revenue and possible damage and inconvenience. 


LOCAL COURTS HAVE AMPLE AUTHORITY 


As long as a tenant pays his rent, is of good moral character, does not deface 
the building or break the rules, and lives in harmony with other tenants in the 
building the owner seldom has any reason to evict him. Where any of these men- 
tioned conditions do not exist, however, and the tenant becomes undesirable 
either to the owner of the property or to other tenants in the building, we believe 
the owner should have the right of eviction through local action and without the 
necessity of petitioning the already overworked, sometimes maladministered and 
all too frequently hostile Office of Rent Stabilization. Eviction and rent control 
do not necessarily have anything to do with each other, and local courts have 
ample authority to deal with legal matters which may pertain to eviction. 


WOODS HAS OVERSTRESSED EVICTIONS 


The importance of evictions as a threat to tenants has been greatly overplayed. 
The feared wave of evictions which Mr. Woods’ associates predicted in Los Angeles 
if rents were decontrolled there simply did not happen. There has been no evi- 
dence anywhere to indicate that eviction was a threat to tenants who live up to 
their part of the rental bargain. Without the power to evict, however, the prop- 
erty owner sometimes is helpless to protect his property against some tenants he 
may have reason to believe are harmful to it. 

It is difficult to conceive of anything on earth which is more strictly local than 
an eviction, which concerns a single unit and a single individual or family. It is 
for these reasons that we respectfully suggest that control over evictions cease to 
be a Federal function, directed from Washington. 

5. We respectfully suggest that adequate provision be made by law to insure 
that representatives of apartment and property owners’ associations are granted 
a more nearly equitable representation on rent advisory boards created under any 
provisions of the new housing and rent act. 

Although rent advisory boards presumably were intended to be representative 
of their communities, there have been numerous cases wherein such boards con- 
tained few if any representatives of apartment or property owners’ associations, 
but instead were heavily packed with some of the more vocal professional advo- 
cates of rent control and representatives of organizations which make no pretense 
of impartial objectivity in their opinions or actions. 


APARTMENT OWNERS OFTEN REMAIN UNHEARD 


Not only do apartment owners have little or no voice in such boards, but fre- 
quently they are not even able to present facts or figures to justify their conclusions 
or opinions on questions which may arise. Nor are they able to exert the influence 
to which they would appear to be entitled in a truly representative body. 

We believe that a provision in the new law to require adequate representation 
of all groups would eliminate many of the inequities which have existed in the past 
in certain communities, and for that reason we make the above suggestion to your 
committee. 

6. In areas where rent control has continuously been in effect, we respectfully 
suggest that the law make it mandatory for the Office of Rent Stabilization to 
permit an additional blanket increase of at least 20 percent. 

As has been pointed out previously, a removal or relaxation of rent control 
does not mean that automatically all property owners will, or can, begin charging 
the maximum permitted rentals. A leveling out process takes place. The more 
desirable rental units, from the tenant’s standpoint, command a larger rental 
and the less desirable ones often remain the same or even go down in rates. 
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CONTROLLED RENTS HAVE NEVER LEVELED OUT 


In the areas which have been continuously under rent control since its incep- 
tion, there has been no opportunity for such a leveling out. Some units perhaps 
are overpriced and many are considerably underpriced in terms of tenant de- 
sirability. In San Francisco, for example, a traditionally high-operating-cost 
community, rents are currently below the national-rent average. 

The complete removal of rent control in Los Angeles, which had been held 
by Tighe Woods to be a “critical rental shortage area,’’ resulted in rent increases 
averaging less than 10 percent over several months, although Mr. Woods had 
offered a concession of 15 percent if control was permitted by the city council 
to remain in effect there. Obviously, few rental properties can be increased to 
the maximum permitted figure and held there for very long unless tenants feel 
that the new rental is worth it. 

A 20 percent increase would prevent greater increases, but it would permit a 
much more fluid adjustment of rental rates in all areas below that point and would 
permit a much more equitable leveling out of rentals than now is possible where 
controls still apply. 


RENTS 10 PERCENT BELOW 1920-29 LEVELS 


Actually, a universal 20 percent rent increase would not, even then, bring rents 
into line with other things. In terms of what the dollar will buy today, rents are 
actually 10 percent below their 1920 to 1929 levels. Food in that time has more 
than doubled. Income from rentals is about 75 percent of what it was before 
World War II, while income from all sources is 65 percent higher. 

This means that Americans who have provided one of the three basic essentials 
for mankind—the three being food, clothing, and shelter—have been penalized all 
out of proportion by rent control. 

Food has reached an index figure of well over 230, on the basis of 1935-39 as 
100. Apparel has climbed to well above 200. Those who provide them have 
kept well ahead of inflation while those who provide shelter have been forced far 
behind it. Shelter, reflected in rents, has reached only to around 136, and in some 
controlled areas is perhaps considerably lower than that. 

At the same time, many of the factors which enter into the property owners’ 
cost-of providing shelter have gone up out of proportion. The average real and 
personal-tax bill is close to an index figure of 200. Many of the factors which 
enter into the costs of construction and maintenance of property, such as building 
materials, paint, plumbing fixtures, ete., are at correspondingly high marks. 
House furnishings are above 200. Miscellaneous goods and services are above 
160. The lowest item on the list (around 140) is fuel and electricity, which many, 
though not all, property owners furnish to tenants. And while utility rates have 
risen very little, if at all, in many areas, the use of electricity (often supplied by the 
owner) has gone up sharply because of television, large refrigerators, frozen-food 
containers, waste-disposal units and other appliances relatively unknown a few 
years ago. 


97026—52—pt. 2——3 
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Since 194}, 





1941 Index: 
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the rent index has increased less than any other 
item in the cost-of-living picture -- from 106.4 
in 1941 to 136.2 in 1951, 


(Source, Bureau of Labor Statistics, Department 
of Labor.) 
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Since 1935-1939, 


food has more than doubled; so have apparel and house 
: furnishings. All items combined are up 85 per cent; 

* miscellaneous goods and services are up two-thirds. 

: Fuel and electricity are up almost one-half. 


Rent brings up the rear with an increase of slightly 


more than a third, the lowest item on the cost-of-living 
list: 


Food is more than twice its 1935-1939 level 
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Since 1929, 


the changes in the cost-of-living items have been even more 
startling. The BLS figures are based on 1935-1939, when 
America's rental housing had not anywhere near recovered from 
the depression of the 30s. 


The chart below shows the changes since 1929, still using the 
1935-1959 base figures. If we compare 1951 with 1929, however, 
we find the following: 

From 1929 to 1951: 

House furnishings, up 88% 


Apparel, up 78% 
Food, up 71% 
Miscellaneous up 57% 1951: 


All items combined, up 51% 


Fuel, elec & refr, up 27% 227.4 Food 










RENT, DOWN 3% 
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Since 1929, also -- 





Federal personal income taxes have gone up 1860 per cent: 


(1.3 billion to 25.5 billion dollars) $$$$$$ 
S$$S$SSSSSS$ 
(Each $-mark represents a 10 per cent increase:) $$H$HSSSSSSS 


FSFSSSSHSSSHSSHESHSSSSS$S$S$SFS$SSSS$S$SFSSSS$S$S$$$ssss 
SHSHSSSH$SSFSSFSHSSFSFSFSFSFSF$SFSFSFSHSSSSSSS$$SS$SSSS$s 
SHFSHSSFSSSHSSH$SHSSHSSFSSHSHSS$F$SFSSHSSSSHSSSSS$$SSS$$s 
SF$SSSSSHSHSHSSSH$SHSFSFSSSSS$SSS$S$S$S$$SSS$S$S$ss 


Money in circulation has gone up 550 per cent: 
(4.5 billion to 29.2 billion) $$SSSSHSSSSSSSS$S 
FFSFSHFFSFSFSFS$FSFSSSSSSSSSSFSSSSSSSSSSSSSSSS$$$S 


Personal saving has gone up 365 per cent: 
(3.7 billion to 47.2 billion) S$SSSHSFSSSSSSSSSSSS 
S$FSFSSSSSSSSSSSSSHSSSS$S 


Compensation of employees has gone up 250 per cent: 
(50. 8 billion to 178. 1 billion) $$$$$ 
SSSHSSSSSSSSSSSS$$SS$SS 


National income has gone up 220 per cent: 
(87. 4 billion to 275.8 billion) $$ 
S$SSHSSHSSSSHSSSSSHSS$S$SS 


Gross national product has gone up 215 per cent: 
(103.8 billion to 327.8 billion) $$ 
S$FSSFSSSSHSSSSSSSSSSSS 


Farm income has gone up 200 per cent: 


(5.7 billion to 16.9 billion) S$$FSSHSSHSHSSSHSHSHSS$S$H$SSS 


Business and professional income has gone up 185 per cent: 


(8. 3 billion to 23.7 billion) S$SHESSSSSFSHSSSHSS$SHSS$S 
Corporate profits (after tax) have gone up 115 per cent: 

(8.4 billion to 18.0 billion) S$S$FSS$SSSSSS 
Yet, RENTAL INCOME OF PERSONS has gone up 43 per cent: 

(5.8 billion to 8. 3 billion) $$$$ 
(Out of this we pay our share of all the rest!) 


(EVERYTHING* has gone up 
more than incomes from rents!) 


(*Only exception was "interest,'"' down from 6.5 to 5.7 billion or 12 per cent. 
Source, Federal Reserve Bulletin. Percentages are approximate because 
they are estimated from the round million figures shown above.) 


+4. 
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IN CONCLUSION 


We believe that there is no question but that rent control has acted as a deter- 
rent and a discouragement to many property owners who might have provided 
much more rental housing for American citizens, to their mutual benefit. 

There was a time when Americans paid, voluntarily, about a fourth of their 
incomes on the average for housing. Nobody compelled them to do it. It was 
natural for them to want nice homes and to be willing to pay a fair part of their 
incomes to provide those homes. 

Many Americans have now been educated to try to obtain homes not by paying 
the price asked, but by demanding that someone else provide that housing for 
them at bargain prices. 


THEY PAY MORE FOR EVERYTHING ELSE THEY BUY 


They are paying more money for food, more for clothing, more for entertain- 
ment, more for whisky, more for taxes, more for almost everything they buy 
except housing. Instead of paying about a fourth of their incomes for rent, they 
pay on the average now perhaps about one-half of that. The practical effect is 
that the owners of the property in which they live, and from which they derive 
full benefit, are subsidizing some of their other living expenses for them. Part 
of the additional money they pay for food, for clothing, for entertainment and for 
whisky comes from what thev normally would expect to pay for rent. 

In some California areas this is particularly true, for they were hard hit bv the 
circumstances surrounding the first American imposition of rent control. There 
had been a considerable exodus from many California and west coast cities early 
in 1942 because of the actual fear of a Japanese bombing or invasion. Many 
rental properties were vacated and rents had shown a marked tendency to come 
down. The rent freeze caught many units at the lowest rental figures they had 
ever known. 

No one expects to make up these past losses through future rent increases. 
New buildings have so greatly increased the supply of housing that the older 
buildings must compete for occupants in the usual way—by lowering rents. The 
relatively high degree of vacancy in many of our older buildings is mute testimony 
to the fact that economic factors, by themselves, will keep rents from being 
raised on those properties in a free rental market. 

Americans want better housing. They are willing to pay for it and they want 
to be fair about it. Property owners are willing to provide that better housing 
with maximum comfort and convenience for the tenant. A general relaxation 
or removal of rent control will better enable them to do so. 


Mr. Watters. I should like to restate some of my views. Please 
feel free to interrupt me for any questions which may occur to you. 
Mr. O’Donovan and myself welcome your questions and will do our 
best to answer them to the best of our ability. 

It has now been more than 10 years since rent controls were placed 
on America’s rental housing. 

Originally it was intended as a temporary measure, but each expira- 
tion date has brought an organized pressure for renewal. Each time 
the claims, the arguments, the uncertainties and purported fears have 
been the same. Each time the temporary emergency has been 
stretched out; through a war completed, a reconversion period, an 
uneasy peace, a new defense effort, and a resumption of actual armed 
conflict. Each time the act has been extended only temporarily for 
another year, or two, or for a few months, but always it has been 
extended. 

Once more strong pressure is being exerted for another renewal. 

The Banking and Currency Committee of the United States Senate, 
in fact, has said that this time it will not consider arguments on the 
merits or lack of merits of rent control itself, but only evidence and 
suggestions which pertain to maladm'»‘stration of, inequities in and 
possible changes of the present law. Fullv aware of the difficult task 
faced by that body, and of the pressures political and otherwise brought 
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against it, we have made certain suggestions for such modification. 
Those same suggestions are contained in the pages which follow. If 
controls are to be extended once again, we respectfully urge you to 
consider them seriously. 

However, we in California have watched an interesting situation 
in the last year and a half or so. With a single exception we have 
seen our major cities decontrolled by the local action permitted under 
the current Jaw, and we have been grateful to Congress for making 
that local action possible. 

We have seen concerted, strenuous, even frantic efforts by the 
Office of Rent Stabilization and other organized pressure groups to 
prevent decontrol. Where control once has been removed, however, 
we have seen an overwhelming confirmation of the beliefs we have 
long held and a complete refutation of the claims and wild predictions 
made by rent-control’s proponents, 

It is a matter of clear record now that in our decontrolled communi- 
ties the alleged housing shortages quickly vanished, a large amount of 
new or additional housing space has been made available to tenants, 
there has been an enormous amount of rehabilitation, repair, and 
renovation; rent rises have been moderate and in many cases non- 
existent, a new era of good feeling between owners and tenants has 
come into being, the much-feared problem of eviction has completely 
failed to materialize, and a plentiful supply of good rental housing 
has become available in all rental ranges. 

We believe that the California experience has demonstrated be- 
yond question the complete falsity of claims that Federal rent con- 
trols are needed. Decontrolled rents in Los Angeles rose, in 15 
months, only half as much as Tighe Woods had offered to allow if only 
the city council would keep controls in effect in that city. 

You may wonder why, if so much of our State has been decontrolled, 
we should be so concerned now with the extension of rent control. 
The answer is that the fear of recontrol by sudden directive from 
Washington, regardless of local action or local wishes, still hangs over 
us like a sword of Damocles. Several of our areas, once removed from 
controls, have been placed back under them; we believe needlessly and 
unwisely. 

In one of them (Ventura) the city council was required to hold addi- 
tional hearings in order to decontrol the city again. It did so when 
many vacancies were shown to exist and many rents were shown to be 
below the former OPA ceilings. The city has been recontrolled by 
the Housing Expediter after a presumed fact-finding survey, but no 
one could be found in Ventura who knew of such a survey. As long 
as that continued threat of recontrol is permitted under the law we 
cannot plan with assurance, build with confidence, know where or 
how we stand, or enjoy peace of mind and a real freedom from needless 
uncertainties. 

Evictions, the much-feared bugaboo of decontrol, were no problem 
in Los Angeles. Rent rises have been far behind the rises in other 
cost-of-living items, even where controls have been removed entirely. 
These comparisons are made even more graphically by charts which 
follow page 16 in my prepared statement. 

As those whose business is supplying housing to Americans who do 
not wish to, or cannot afford to, provide housing for themselves, we 
have the interests of our potential customers very much at heart. 
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We should like to be able to serve them effectively and efficiently 
throughout the State, on terms mutually agreeable to us both. We 
believe it can be done only through a complete removal of rent 
controls. 

In this brief presentation we cannot go into great detail, and much 
that we might say has been said in previous years. What we can best 
add at this time is documentation based on actual experience of the 
last year and a half. We can now say with conviction that rents will 
not skyrocket with decontrol—California cities have proved it. Ten- 
ants will not be evicted en masse—again we have proved it. The 
widespread fears of what decontrol might bring have been shown to be 
completely undless. With new incentive to provide more and 
better rental housing, Los Angeles property owners have, in one of 
the fastest-growing areas in the world, kept pace amply with the 
demand for rental quarters; and Los Angeles, if left to its own volition, 
will have no more of rent control. We should like for every other 
community to enjoy, as Los Angeles enjoys, a new freedom from the 
expensive, inefficient, irritating, paralyzing choking blight which rent 
control places on the rental housing industry of a community. 

Should your committee feel that, because of the requirements of 
the national defense program or for other reasons, a complete removal 
of rent control is not feasible at this time, than we respectfully urge 
that rent control be considered, as we believe it is now being considered, 
only as a part of the current defense program; and that it be permitted 
to expire with the remainder of the defense act’s provisions when 
the necessities of that act have been fulfilled. It is in that spirit 
that we present the suggestions which follow for possible revision 
of the act, with the hope that they may help to prevent some of the 
arbitrary and even highhanded “interpretations”’ of the law which in 
the past have completely nullified or even directly violated what we 
believe was the spirit and intent of Congress when the laws are 
written. They are, however, by no means a substitute for the com- 
plete decontrol which alone will restore to us the economic freedom 
we seek. 

Here are the suggestions: 

1. Werespectfully suggest that the local-option section be expanded, 
with an amendment that no area can be recontrolled by the Office of 
Rent Stabilization without prior approval of the local governing body. 

2. We respectfully suggest that the roll-back provisions of the 
present rent control law be eliminated. 

3. We respectfully suggest that in areas where rents are recon- 
trolled, or remain under control, so-called luxury housing be excluded 
from the provisions of the new act. 

4. We respectfully suggest that control over evictions be left to the 
jurisdiction of local laws and local courts. 

5. We respectfully suggest that adequate provision be made by 
law to insure that representatives of apartment and property owners’ 
associations are granted a more nearly equitable representation on 
rent advisory boards created under any provisions of the new housing 
and rent act. 

6. In areas where rent control has continuously been in effect, 
we respectfully suggest that the law make it mandatory for the 
Office of Rent Stabilization to permit an additional blanket increase 
of at least 20 percent. 
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We believe that there is no question but that rent contro] has 
acted as a deterrent and a discouragement to many property owners 
who. might have provided much more rental housing for American 
citizens, to their mutual benefit. 

There was a time when Americans paid, voluntarily, about a fourth 
of their incomes on the average for housing. Nobody compelled them 
todoit. It was natural for them to want nice homes and to be willing 
to pay a fair part of their incomes to provide those homes. 

Many Americans have now been educated to try to obtain homes 
not by paying the price asked, but by demanding that someone else 
provide that housing for them at bargain prices. 

They are paying more money for food, more for clothing, more for 
entertainment, more for whisky, more for taxes, more for almost 
everything they buy except housing. Instead of paying about a fourth 
of their incomes for rent, they pay on the average now perhaps about 
one-half of that. The practical effects is that the owners of the 
property in which they live, and from which they derive full benefit, 
are subsidizing some of their other living expenses for them. Part 
of the additional money they pay for food, for clothing, for entertain- 
ment and for whisky comes from what they normally would expect to 
pay for rent. 

In some California areas this is particularly true, for they were hard 
hit by the circumstances surrounding the first American imposition 
of rent control. There had been a considerable exodus from many 
California and west coast cities early in 1942 because of the actual 
fear of a Japanese bombing or invasion. Many rental properties were 
vacated and rents had shown a marked tendency to come down. The 
rent freeze caught many units at the lowest rental figures they had 
ever known. 

No one expects to make up these past losses through future rent 
increases. New buildings have so greatly increased the supply of 
housing that the older buildings must compete for occupants in the 
usual way—by lowering rents. The relatively high degree of vacancy 
in many of our older buildings is mute testimony to the fact that 
economic factors, by themselves, will keep rents from being raised on 
those properties in a free rental market. 

Americans want better housing. They are willing to pay for it and 
they want to be fair about it. Property owners are willing to provide 
that better housing with maximum comfort and convenience for the 
tenant. A general relaxation or removal of rent control will better 
enable them to do so. 

Thank you. 

The CHatrMAN. Does any member of the committee have any 
questions? 

Mr. McDonovueu. Mr. Chairman. 

The Cuarrman. Mr. MeDonough. 

Mr. McDonovear. Mr. Walters or Mr. O’ Donovan, can you inform 
the committee as to the percentage of vacancies in rental units in the 
city of Los Angeles at the present time? 

Mr. O’Donovan. At the present time the percentage is just over 
6 percent. It had increased to 8.9 percent in August of 1951, where 
at that time a decrease took place, due to the influx of the tourists 
from other States in the Union for the winter season. So that by 
the first of the year, and even up to about April 15, we were around 
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about a 5 percent vacancy factor. But today it is on the increase again, 
and it is above 6 percent at the present time. 

Mr. Do.urncer. Is that low-cost housing that you are speaking of? 

Mr. O’Donovan. No, I am speaking about the city of Los Angeles. 

Mr. Dotuincer. What kind of housing are you speaking of? 

Mr. O’Donovan. Rental housing in the city. 

Mr. Do.turncer. I know, but is that of all units? 

Mr. O’Donovan. All rental units, yes. 

Mr. Do.tiincer. How about low-cost housing? What is the per- 
centage of vacancy there? 

Mr. O'Donovan. It is probably 2 to 3 percent. 

Mr. DoturneGer. That is controlled housing? 

Mr. O’Donovan. No, it is decontrolled housing. 

Mr. Doturneer. What about the controlled? 

Mr. O’Donovan. There is no controlled housing in the city of Los 
Angeles. 

Mr. McDonovueu. Are you referring to public housing? 

Mr. Doutirnaer. No, I meant just housing that was controlled, low- 
cost housing. I am not speaking of public housing. 

Mr. McDonoveu. Since decontrol, can you inform the committee 
as to the increase in building of housing units, both for private use 
and rent purposes? 

Mr. O’Donovan. In the past year or 14 months, since the decontrol 
of rents, there has been a noticeable increase in the number of rental 
housing units started. I do not have with me at this time the actual 
number of building permits issued for rental housing. It has aver- 
aged somewhere—total housing, though, I want to emphasize, not 
just rental housing—in the neighborhood of about 3,000 starts a 
month, since our decontrol date. 

Mr. McDonovenu. Three thousand starts a month for housing of 
all kinds? 

Mr. O’Donovan. All kinds, yes. 

Mr. McDonovau. For instance, the Metropolitan housing unit, 
which happens to be in my district at Fairfax and Third Streets, | am 
informed there is room for some 18,000 people there in three or four 
blocks. That was started since decontrol and construction was 
suspended during control. 

Mr. O’Donovan. That is right, it was started prior to controls, 
and then as you say it was suspended until after. 

Mr. McDonoveu. That is not fully completed, but it is going 
ahead and some of those units are available for rental at this time; is 
that correct? 

Mr. O'Donovan. As a matter of fact, they are building and I think 
they have completed 18 thirteen-story structures, with, I believe, 52 
units to a structure. They of course had built garden-type units prior 
to the start of these 13-story buildings. I am informed that of the 18 
buildings, they have some five or six filled, and they are attempting 
to fill the others up as they go along. 

Mr. McDonovau. What would you estimate the increase in the 
average unit rental to be, since decontrol? 

Mr. O’Donovan. According to the Bureau of Labor Statistics the 
average increase in the city of Los Angeles was 9.5 percent. 

Mr. McDonoveu. As compared to the estimated 20 and 30 percent. 
that Mr. Woods had in mind, if it were decontrolled? 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1317 


Mr. O’Donovan. Well, Mr. Wood’s figures were arrived at in a 
rather startling way, I would say. Instead of figuring from the date 
of decontrol, Mr. Woods goes all the way back to July 1 of 1950, which 
of course was 5 or 6 months prior to our decontrol date and the adds 
the percentage increases that occurred during those 5 or 6 months to 
the percentage increase which took place after the decontrol date, and 
I might add that the Housing Expediter’s Office, during those last 
5 or 6 months prior to decontrol, was quite liberal in its adjustments of 
rent, for quite obvious reasons, I believe. 

Mr. McDonovaeu. During rent control in the city of Los Angeles 
there was a large number of units that were held off the market be- 
cause the owners would not offer them at the prices that the rent con- 
trol office placed on them. 

Mr. O’Donovan. That is quite true. 

Mr. McDonoveu. Will you inform the committee as to the number 
or percentage of the total that that represented? 

Mr. O’Donovan. I would have to make a guess on this, Congress- 
man, but I would say easily 5,000 or more have come on the market 
since decontrol. 

Mr. McDonoveu. Five thousand additional units? 

Mr. O’Donovan. Yes, sir. 

Mr. McDonoveu. I notice in your statement which you submitted 
for insertion in the record, Mr. Walters, at page 15, you say that rents 
are 10 percent below 1920 and 1929 levels. Do you mean that 
generally, or in the State of California? 

Mr. Watters. In the State of California. 

Mr. McDonoveu. And in the whole State, what areas are still under 
control? 

Mr. Watters. The only metropolitan area that is still under con- 
trol is San Francisco, but San Diego was recontrolled on account of its 
being a defense area. 

Mr. McDonovau. So San Diego and San Francisco are the only 
two? 

Mr. Watters. Yes. San Diego was out of control for about 6 
months, so they had a readjustment period down there on rents. San 
Francisco has never been out from under control. 

Mr. O’Donovan. In addition, Congressman, there are some out- 
lying areas near Camp Cooke and Camp Roberts, in the middle part 
of the State, that have since been recontrolled. But they are not 
metropolitan communities. ‘ 

Mr. McDonovau. Just for the information of the committee, the 
city of Les Angeles is not only definitely opposed to rent control, but 
they are also opposed to the public housing program, to the extent 
that I received in the mail today a sample ballot for the spring primary 
election, and there is a proposition on the ballot for people to decide, 
whether to cancel the contract now existing between the city of Los 
Angeles and the Government for the construction of some 10,000 
housing units under the Public Housing Act. 

Mr. DoturncerR. What is the position of Governor Warren on that? 
Is he for or against it? 

Mr. McDonovan. I do not know. I have not checked that. 

Mr. DouurnGer. There is one question I would like to ask. You 
stated that in Los Angeles the percentage of vacancies on the low-cost 
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units is about 2 percent. Are there any areas in California which are 
not. decontrolled? 

Mr. Donovan. San Francisco. 

Mr. Dotuincer. What is the percentage of vacancies at San 
Francisco? 

Mr. O’Donovan. The vacancy factor in San Francisco for the 
entire city? 

Mr. DouuiNncer. That is right, for the entire situation, covering 
all housing, and all types of housing. 

Mr. O’Donovay. I cannot give you the exact breakdown as be- 
tween what you might define as low-cost housing and the others. [ 
first would like to have you tell me what is low-cost housing. 

Mr. Douurncer. Controlled rents. 

Mr. O'Donovan. I know, but what figure would you say represents 
low-cost housing. 

Mr. Doturncer. I do not know what the figure in California would 
be, but I think that for the State of New York the figure would be 
below a hundred dollars. 

Mr. McDonovcn. That would be called low-cost housing. 

Mr. Doturncer. Rents, I am talking about. 

Mr. McDonovuan. A hundred dollars a month. 

Mr. Douuncer. Not for each room, but for apartments. 

Mr. McDonovau. That is what you call low-cost housing. 

Mr. Douurncer. Or below that. I am interested in rents of up to 
50 or 75 dollars a month. 

Mr. McDonoven. There are plenty of offers in Los Angeles at $50, 
$55, and $65 a month. An entire house, an entire unit. 

Mr. Do.urncrer. Your rent problems, I think, are different in 
California than in other States. You cannot judge two States alike. 

Mr. McDonovau. They are much different from New York City; 
yes. 

Mr. Douurncer. I am trying to find out on a percentage basis 
whether there are more vacancies in controlled areas than in others. 

Mr. O’Donovan. There are much more vacancies in areas that are 
decontrolled because of the fact of a large number of rental units 
being held off the market because of controls which come onto the 
market immediately when there is decontrol. 

Mr. Do.tumNcerr. That is why you say a great number of units 
have been put on the market in Los Angeles? 

Mr. O’Donovan. Yes, sir. 

The Cuarrman. How many of these areas have been decontrolled 
by local action? 

Mr. O’Donovan. In our State? 

The CHAtRMAN. Yes. 

Mr. O’Donovan. I believe every area with the exception of por- 
tions of the unincorporated area of Los Angeles, and the only reason 
they were decontrolled, these small communities, is because the law 
required the Rent Stabilizer to do so, beeause, if you recall, the law 
stated that where the major portion of an area was decontrolled, he 
had to decontrol the balance. 

But generally speaking, the action was strictly by the local govern- 
ing bodies throughout the State. 

he CuarrMan. That is all I have. If there are no further ques- 
tions, you may stand aside, gentlemen. 
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Thank you for your statement. 
The clerk will call the next witness. 
The CierK. The next witness is Mr. Vanderslice, of the Chicago 
Residential Hotel Association. 
The CuarrMan. Identify yourself, Mr. Vanderslice. 


STATEMENT OF R. L. VANDERSLICE, EXECUTIVE DIRECTOR, 
CHICAGO RESIDENTIAL HOTEL ASSOCIATION 


Mr. Vanpersuice. I am R. L. Vanderslice, of the Chicago Resi- 
dential Hotel Association. 

Mr. Chairman, I am most appreciative of the opportunity to appear 
before this committee again, and to show in part my appreciation I 
have summarized my remarks, and IJ will ask that the full report be 
incorporated in the record. 

The CHarrMan. It may be incorporated in the record. 

Mr. Vanpersuice. I am privileged to submit for your consideration 
the recommendations of the Chicago Residential Hotel Association 
with respect to the proposed extension of the Housing and Rent Act 
of 1947, as amended. 

This committee is, of course, completely familiar with the past 
legislative and administrative treatment of Chicago residential hotels. 
The Housing and Rent Act of 1947 removed all hotels from Federal 
rent control. But, the 1949 act recontrolled all residential hotels in 
Chicago, however continuing the exclusion from Federal control of 
all other kinds and types of hotels located elsewhere throughout the 
entire Nation. 

The 1949 act was so worded as to recontrol only nontransient 
hotels in New York City and Chicago. However, when New York 
shortly thereafter extended State control over New York City hotels, 
Chicago residential hotels were the only type of hotels under Federal 
rent control in the country. 

In 1951 Congress corrected this discriminatory treatment of Chicago 
residential hotels by eliminating that section of the 1949 act which 
had recontrolled these hotels. The experience of Chicago residential 
hotels after their decontrol fully confirms the wisdom of this congres- 
sional action. 

Occupancy figures for Chicago residential hotels for the month of 
December 1951, show total occupancy of 84.23 percent as compared 
with a figure of 87.55 percent in December 1950. 

Furthermore, the occupancy figure for March 1952 has again 
declined to 82 percent. The increasing number of new apartment 
units competitive to Chicago residential hotels has been a significant 
factor. Permits were issued during the period 1949-51 for the con- 
struction in Chicago of 18,676 apartment units costing $121,147,349. 

The competitive character of these new multiple-unit unfurnished 
apartments is confirmed by the fact that 28.2 percent of the tenants 
renting accommodations in these new units moved from Chicago 
residential hotels. It is significant to note that the tenants in many 
of these new multiple-unit unfurnished apartment buildings, built in 
part under title 608, FHA financing, were required to take 2-year and 
3-vear leases. 

Most of these leases have expired, and the rental for the new term 
occupancy have been substantially reduced in many instances on the 
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average of 10 to 15 percent. These competitive conditions facing 
Chicago residential hotels have insured that the removal of ceilings 
in 1951 from these hotels have not, nor could they result in abnormal! 
rent increases. A survey of increases in rates in Chicago residential 
hotels since August 1951 disclosed that the majority had equalized 
rates within the respective buildings rather than making direct over- 
all increases, and this survey further revealed that the over-all 
increases amounted only to 4.7 percent. 

The judgment of Slmettin in decontrolling Chicago residential 
hotels in 1951 was thus a sound and constructive one. The law of 
supply and demand is again operating, and the owners and operators 
of Chicago residential hotels are thankful that they must now meet the 
tests of a free and competitive market. 

Congress, when it decontrolled hotels by the Housing and Rent Act 
of 1947, did so not because there is any magic in the word “hotel,” 
but because hotels provide a large number of services costly to supply 
which set them apart from ordinary apartment or multiple-unit 
dwellings which offer, primarily, bare space, nonservice accommoda- 
tions. 

This basic reason applies as well to any establishment which pro- 
vides customary hotel services, but which, because of some freak of 
circumstance, may not have been “commonly kaown in the com- 
munity as a hotel,” and thus not decontrolled. 

Yet the cost of supplying hotel services, which was the basic eco- 
nomic reason prompting Congress to decontrol hotels in 1947, is pre- 
cisely the same cost to the owner and operator whether or not the estab- 
lishment is known as a hotel. 

Eligibility for decontrol should therefore be drawn between estab- 
lishments which provide customary hotel services and those which do 
not. We therefore respectfully recommend that section 202 (c) of 
the Housing and Rent Act of 1947, as amended, be revised only to 
exclude the hotel qualification. 

The effect of this revision would be to decontrol all housing accom- 
modations in any establishment—whether known as a hotel or not— 
if those accommodations were provided customary hotel services, such 
as maid service, furnishing and laundering of linen, use and upkeep of 
furniture and fixtures, telephone and secretarial or desk service, and 
bellboy service. 

In conclusion, we strongly recommend that all Federal rent controls 
be removed except for currently controlled housing accommodations 
in areas which have properly been declared to be critical defense areas 
pursuant to those provisions of the Housing and Rent Act relating to 
the designation of critical defense areas. 

Statistics published by the Census Bureau and the United States 
Department of Labor show the median monthly rental for 1930 for 
Chicago as $49.75, whereas in 1950 it was $44.25 per month—a decline 
of $5 or 11 percent. In 1951, average rents for Chicago where almost 
exactly at the same point as in June 1931; yet the expense of operating 
buildings has skyrocketed. Coal, for instance, costs twice as much 
as it did in 1931; taxes, wages, salaries, costs of supplies, furniture, and 
equipment have risen markedly. 

This inequitable treatment of landlords has resulted not only in a 
decrease in their income but has caused a proportionate decrease in 
taxes which they otherwise would have paid. 
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Measured under any standard, rent controls should be removed save 
only in those areas where, by reason of defense activities, there has 
been an actual and substantial inmigration of labor. 

Thank you, Mr. Chairman; that concludes my statement. 
(The prepared statement of Mr. Vanderslice is as follows:) 


SraTeMENT OF R. L. VanpERstick, Executive Director, Cuicaco RESIDENTIAL 
Horet Association 












Chairman Spence and members of the Banking and Currency Committee of the 
House of Representatives, I am privileged to submit for your consideration the 
recommendations of the Chicago Residential Hotel Association with respect to 
the proposed extension of the Housing and Rent Act of 1947, as amended. 

The membership of the Chicago Residential Hotel Association consists of over 
200 residential hotels and similar-type furnished service buildings. Our member 
buildings are not, generally speaking, large establishments; are in large part 
individually owned; and usually represent the owners’ sole livelihood and source 
of income. These establishments are principally located outside of the Chicago 
Loop area, and contain straight rooms, straight rooms and apartments, or consist 
entirely of apartment units. The term “residential hotel’ in Chicago is used 
synonymously with apartment, family, and residential hotels. They are com- 
monly known as hotels in Chicago and elsewhere. Residential hotels and other 
types of furnished service buildings differ radically from the ordinary apartment 
building in that not only is bare living space offered, but in addition basic hotel 
services such as maid service, furnishing and laundering of linens, telephone and 
secretarial or desk service, use and upkeep of furniture and fixtures, and usually 
kitchen, dining facilities, and related equipment. 

Congress properly removed Federal rent controls from Chicago residential 
hotels in 1951. The experience of these hotels after their decontrol abundantly 
confirms the wisdom of this congressional action. 

This committee is, of course, familiar with the past legislative and administrative 
treatment of Chicago residential hotels. The Housing and Rent Act of June 30, 
1947, removed all hotels, including residential hotels, from Federal rent control. 
But, the 1949 Housing and Rent Extension Act recontrolled all primarily non- 
transient (i. e., residential) hotels in Chicago, however continuing the exclusion 
from Federal control of all other kinds and types of hotels located elsewhere 
throughout the entire Nation.!. In 1951 Congress corrected this discrimnatory 
treatment of Chicago residential hotels by enacting section 207 of title II of the 
Defense Production Act Amendments of 1951, which repealed those portions of 
the act which recontrolled Chicago residential hotels in 1949. 

At the time I appeared before your committee in 1951 in support of the elimi- 
nation of this discriminatory treatment of our Chicago residential hotels, 1 em- 
phasized to the committee that there was a substantial and increasing vacancy 
factor in Chicago residential hotels sufficient to justify their decontrol, and I 
assured your committee that the removal of ceilings would not result in abnormal 
rental increases. I am pleased to report that the events subsequent to decontrol 
have fully justified the representation which I made to vou. 

In 1942 when rent controls were first imposed on all housing, Chicago residential 
hotels were running at 93 percent of total occupancy, and the number of vacancies 
was steadily decreasing. The trend today is directly the opposite. The occu- 
pancy figures for Chicago residential hotels compiled by Harris, Kerr, Forster 
& Co., a firm specializing in hotel accounting, are as follows: 
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It is significant to note that Horwath & Horwath, another firm specializing in 
hotel accounting, reported that Chicago residential hotels for the month of 
December 1951 were running at 83.49 percent of total occupancy, and as of 
March 1952, residential hotel occupancy had further declined to 82 percent. 


1 The 1949 act was so worded as to recontrol only nontransient hotels in New York City and Chicago, 
However, when New York shortly thereafter extended State control over New York City hotels, Chicago 
residential hotels were the only type of hotels under Federal rent control in the country, 
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These figures graphically confirm the considered judgment of Congress that 
removal of Federal rent controls from Chicago residential hotels in 1951 was 
necessary and required in the light of the steadily increasing availability of resi- 
dential hotel units. 

The vacancy figures above detailed clearly establish that there no longer is 
any shortage of housing accommodations in Chicago residential hotels, nor con- 
ceivably can there be any threat of any such a shortage. There has been a 
substantial amount of new construction, particularly of multiple-unit unfurnished 
apartments located on the North and South Sides of Chicago and primarily located 
on the lake-front and near lake-front areas. Permits for construction in Chicago 
were issued during the period 1949-51 for 18,676 apartment units costing $121,- 
147,379. This is to be compared with 255 new apartment units in 1940, and 514 
new apartment units in 1941. These new units are, of course, directly competi- 
tive with our member buildings. The self-evident competitive character of new 
multiple-unit unfurnished apartments is confirmed by the fact that 28.2 percent 
of the tenants renting accommodations in these new units moved from Chicago 
residential hotels. The impact of this competition is further dramatically and 
forcefully illustrated by the recent experience of one of our member hotels located 
on the South Side of Chicago. This hotel, consisting of approximately 80 units, 
within the course of a very short period of time saw 22 of its tenants take up 
residence in a new multiple-unit unfirnished apartment which had been erected 
within a short distance of the hotel. 

Rental increases occurring subsequent to decontrol in 1951 have, of course, been 
modest in view of the increasingly competitive rental market. The removal of 
controls permitted residential hotels to correct distortions in rent structures 
which had resulted from the arbitrary and capricious effect of rent control. In 
many instances, out-of-line rentals were reduced. ‘There was generally an 
averaging decrease and increase in rentals for units within a hotel to correct long 
existing inequities which the administrators of Federal rent controls had con- 
sistently refused to adjust. 

The judgment of Congress in decontrolling Chicago residential hotels in 1951 
was thus a sound and constructive one. The law of supply and demand is fully 
operative with the number of vacancies increasing rather than decreasing. Our 
residential hotel members feel themselves fortunate in their return to a free and 

mpetitive economy requiring them again to meet the tests of the law of supply 
and demand. 


FURNISHED SERVICE BUILDINGS SHOULD BE DECONTROLLED 


Congress, when it decontrolled hotels by the Housing and Rent Act of June 30, 
1947, did so not because there was any magic in the word “hotel,” but because 
hotels provide a large number of services which set. them apart from the ordinary 
apartment or multiple-unit establishments which offer, primarily, bare space 
nonservice accommodations. 

For example, in the 1948 debates on the extension of the Housing and Rent 
Act, Congressman Wolcott said with respect to the decontrol of hotels in 1947: 

“Last vear we gave a great deal of thought and consideration to this subject. 
The committee, and later on the Congress, decided that because of the increase 
in the cost of the services which were furnished the occupants of these aecommoda- 
tions they should be decontrelled. We decontrolled transient rooms and we 
decontrolled finally those rooms in hotels occupied by these so-called permanent 
guests where they were receiving hotel services such as maid service, linen service, 
maintenance of furniture, bellboy service, telephone service, and secretarial 
service, for the reason that the increase in the cost of these services justified it. 
It was taken into consideration that in these cases the landiords or owners were 
selling not only accommodations, not only shelter, but services as well.”’ 

The decontrol of all types of hotels was thus based on the fact that guests and 
occupants of hotels were offered not only shelter, but a large and substantial 
number of accepted hotel-type services. This basic economic reason for decon- 
trolling establishments which offered customary hotel-type services and which 
also were commonly known as hotels in the community, applies with equal force 
and effect to any furnished service establishment which offers customary hotel- 
type services, but which, because of some freak of circumstance, may not have 
been commonly known in the community as a hotel and thus not decontrolled 
under the Housing and Rent Act as it now exists. There is no reason to dis- 
criminate between an establishment known as a hotel and an establishment 
located next door to it not having any sign or similar indicia designating it as a 
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hotel, each of which provides exactly the same hotel services to its guests and 
occupants, and each of which bears the same costs of providing the same hotel 
services, such as maid service, furnishing and laundering of linen, use and upkeep 
of furniture and fixtures, and telephone and secretarial service. For example, 
labor contracts applicable to all Chicago residential hotels and furnished service 
establishments (whether commonly known as residential hotels or not) are cur- 
rently being renegotiated for janitors, engineers, upholsterers, maids, elevator 
operators, bellboys, clerks, telephone operators, and window washers. Some of 
these contracts now being renegotiated, have, in accordance with their terms, 
been in éffect for a period of 2 or 3 years without change in wage scales. The 
aggregate increase in wage rates for these employees will be substantial. Yet 
this cost increase will be one borne equally by all furnished service buildings 
irrespective of whether, technically, they are commonly known as residential 
hotels as that definition now reads in the present Housing and Rent Act. 

The statutory test for decontrol should therefore be drawn between establish- 
ments which provide customary hotel services and those which do not. This 
distinetive test would be simple of application and would fully effectuate the 
basic reason underlying the decontrol of hotels by the Housing and Rent Act of 
1947, as amended. The Office of Rent Stabilization has recognized the validity 
of this suggested test for decontrol by decontrolling rooms in any multiple unit 
“establishment”? which are provided customary hotel services (sec. 55 of Rent 
Regulation 2, Rooming House Rent Regulation). It is our considered balief that 
this administrative decontrol with respect to rooms should be legislatively extended 
to include all housing accommodations (i. e., 100ms or apartments) in any estab- 
lishment (whether known as a hotel or not), which units are provided “customary 
hotel services” within the definition of the present Housing and Rent Act. We 
therefore respectfully propose that section 202 (c) of the Housing and Rent Act 
of 1947, as amended, be revised to exclude the hotel qualification and so as to 
read as follows: 

‘“(e) The term ‘controlled housing accommodations’ means housing accommo- 
dations in any defense-rental area, except that it does not inelude 

“(1) Those housing accommodations, in any establishment which are occupied 
by persons who are provided customary hotel services such as maid service, 
furnishing and laundering of linen, telephone.and secretarial or desk service, use 
aud upkeep of furniture and fixtures, and beilboy service;” 

All housing accommodations should be decontrolled with the exception of 
currently controlled housing accommodations in areas found to be critical defense 
areas. 

Finally, we strongly recommend that all Federal rent controls be removed 
except for currently controlled housing accommodations in areas which have 
been properly declared to be critical defense areas by reason of a substantial and 
actual in-migration of labor pursuant to those provisions of the Housing and 
Rent Act relating to the designation of critical defense areas. 

Emergency Federal rent controls have been in effect for more than a decade. 
The discriminatory effect of rent control in the city of Chicago is well illustrated 
by statistics published by the Census Bureau and by the United States Depart- 
ment of Labor. For example, the median monthly rental for 1930 for Chicago 
was reported to be $49.75, whereas the median monthly rent in 1950 was $44.25 
per month, a decline of $5.50 or 11 percent. Thus rentals in Chicago in 1950 
were 10 or 11 percent lower than they were 20 years prior thereto. In 1951, 
average rents for Chicago were almost exactly at the same point as in June 1931; 
yet the expenses of operating buildings has increased spectacularly. Coal, for 
example, costs twice as much now as it did in 1931. ‘Taxes, wages, salaries, 
costs of new supplies such as linens, furniture, floor covering, and similar items 
have risen markedly. Thus, the landlord’s net income from apartment build- 
ings completely occupied in 1931 is now substantially reduced and so is the 
purchasing power of whatever profit remains. This inequitable and discrim- 
inatory treatment of landlords has resulted not only in a deerease in their income, 
but has caused a proportionate decrease in taxes which they otherwise wouid 
have paid. 

It is this association’s firm conviction that more than a decade of Federal rent 
control is enough. Rent controls along with all other emergency economic 
controls should be ended, and ended now. In any event, legislation should be 
enacted definitively outlining early and complete decontrol of rents, as well as 
other commodities and services currently under emergency controls. An orderly 
and fair method of decontrol of rents should entail the continued control of rents 
only over areas which have been properly declared to be critical defense areas by 
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reason of an actual and substantial in-migration of labor, and Federal rent contro! 
over all other areas should be immediately terminated. This decontrol procedure 
would give full effect to the intention of Congress that rent controls should be 
continued only in emergency areas, would be fair to landlords and tenants alike, 
would be simple of execution and application, and would remove decontrol from 
the area of administrative discretion—a discretion which has been exercised only 
to prevent decontrol and to thwart the intent of Congress that Federal rent con- 
trols should be terminated at the earliest practicable moment. 

It is therefore the considered recommendation of our association that measured 
under any standard, Federal rent controls should be removed and as soon as 
possible, save only in those areas now declared to be critical defense areas by 
reason of defense activities resulting in an actual and substantial in-migration of 
labor. Such action would give proper weight to the lessening need of related 
economic controls (such as price and wage controls); and would effectuate the 
declaration of policy contained in section 201 of the Housing and Rent Act, as 
amended, that ‘‘Congress therefore declares that it is its purpose to terminate 
at the earliest practicable date all Federal restrictions on rents on housing 
accommodations.” 


The CuarrMan. Are there any questions, gentlemen? 

What is the percentage of vacancies in Chicago? 

Mr. Vanpersuics. At the present time, 18 percent. 

Mr. Coin. On what? 

Mr. Vanpers.ice. Apartment hotels. 

In other words, there is an increasing vacancy ratio, Mr. Chairman. 

At the time we were controlled, in 1942, our occupancy was 93 
percent. The occupancy reached its peak in 1946. In 1947, you 
will remember, we were decontrolled, for a short period. 

The CuarrMAN. Does the type of housing you represent accom- 
modate transients? 

Mr. VANDERSLICE. Yes, sir. 

The CuarrMan. You do a hotel business, then? 

Mr. Vanpersuice. That is right. Up until the time rent control 
came in we had a transiency ratio of about 12 to 15 percent. When 
they froze us, they froze those transients out. 

The CuarrMan. Well, not all of those apartments cater to tran- 
sients, do they? 

A good many of them have permanent residential tenants; isn’t 
that so? 

Mr. Vanperstice. Well, no; we have had a greater turnover, in 
occupancy, in the last 6 months, than we have had in the 20 years | 
have been with them. 

To me this shows there are ample facilities for people to move to, 
and while people today want permanency or monthly rates, the hotels 
themselves do not want monthly rentals, because of the labor market, 
and their uncertain situation under our labor contracts. 

We have some labor contracts which I made 2 years ago and one 
of them 3 years ago. The 2-year contracts expired in May of this 
year, and the one expiring this September, is a 3-year contract. 
Thanks to Feinsinger and his Wage Stabilization Board, and their 
policies, we are going to be faced with some very heavy wage increases, 
that is going to create a serious problem for these properties. 

Mr. Coir. That doesn’t cost you anything. 

Mr. Nicuotson. Take that out of reserves. 

Mr. Cote. Take it out of profits. 

Mr. Vanpersuice. I think that would be fine, if we had the profits. 

The CuarrMan. Are your clients eligible for membership in the 
American Hotel Association? 
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Mr. VANDERSLICE. Yes, sir; they would be, if they felt that the 
American Hotel Association was a service organization for their 
purposes. But they are essentially a transient organization. 

In other words, probably 95 percent of their membership represents 
commercial or transient hotels, whereas for our people, the transiency 
is a secondary, though very important part. It is a very important 
part because the people that have the monthly or weekly rates, leave 
in the summertime for their vacations, and some of them now go to 
Florida in the winter, and give up their apartments. They use that 
space for transients. 

Mr. Nicnoutson. Are they usually older people that use your 
apartment hotels? 

Mr. VANDERSLICE. Oh, no; that might have been a condition some 
years ago, in the thirties, but we conducted what we think was a very 
successful campaign of educating the public to live in apartment and 
residential hotels, and through that advertising we have many people 
who come to these hotels regularly as transients. Working people. 

We have a lot of young people, young stenographers, and young 
employees, that were able to get into these buildings, and were frozen 
at very low rentals. Now, of course, the rents are higher and they 
are doubling up. That is part of the utilization of space I spoke of. 
There isn’t so much wastage of space. 

Mr. DouurnerrR. Does a vacancy decontrol an apartment? 

Mr. VaNnpERsLICE. No. 

Mr. Douturncer. There is nothing to stop you from making an ap- 
plication for an increase in rent to give you a return on your invest- 
ment? 

Mr. Vanpersuice. That is a beautiful thought, Mr. Dollinger, and 
I think so far as Congress is concerned, it is a statement which they 
honestly believe, but it just has not worked out that way. 

I have heard it stated here a number of times by the rent office 
witnesses: “‘All these people have to do is come in and we will give 
them an increase.”” But it certainly doesn’t work out that way. 
Two years ago when we were under controls, and these residential 
hotels, were faced with heavy wage increases, we were told “All you 
have to do is come in.”’ However, after we made the labor contracts 
we did not get one cent of increase. 

Mr. Dotiurncrer. May I make a suggestion to you? 

Mr. VANpDeERSLICE. Surely. 

Mr. Dotiinaer. Why don’t you copy the New York State rent- 
control law. I think on an average about 90 percent of the landlords 
or better who have made application for increase have gotten it. It 
is a perfect landlords law. I think that would solve your. problem. 

Mr. VaNpERsLICE. Well, I don’t believe in controls. 

Mr. Doturncer. That is a Republican legislature that did that. 

Mr. McDonoveu. Now you are talking about resident hotels. 

Mr. VANDERSLICE. Yes, sir. 

Mr. McDonovau. What about the residences, aside from the apart- 
ment hotels? Is there any complaint about rent control in Chicago on 
that score? 

Mr. VaNpERsSLICcE. Very much so. 

Mr. McDonovueu. Nobody has come in to testify along those lines, 
that I know. 
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Mr. Vanpers.icr. Well, I think that the Chicago real estate group 
have more or less depended upon the National Real Estate Board to 
do their testifying for them. 

I wouldn’t like to speak for them, excepting that we have one angle 
of it, and that is these furnished service buildings, which, under the 
present definition, cannot qualify as a hotel, they are really in a very 
bad position right now. 

Mr. Cote. Your problem is definition, largely? 

Mr. VANDERSLICE. Yes, sir. 

Mr. Coie. What you want to do is that the statute shall specifically 
set up these standards, so that if these services are performed, then 
decontrol shall be permitted, so that there will be no administrative 
discretion involved. 

Mr. Vanpersuicr. That is correct; ves, sir. 

Mr. Wo corr. Instead of the term of “occupancy” being con- 
trolling, that “service” should be controlling. 

Mr. Vanpersuice. That is correct. 

Mr. McDonovau. Is the city of Chicago considered a critical 
defense area, for the purpose of rental units? 

Mr. VANpDERSLICE. No, sir; 1 believe that a study was made—I have 
heard many rumors, I don’t know how true it was, that they would 
have liked to declare Chicago on a critical area, but there has been 
no in-migration of labor and there is a very, very heavy unemployment 
situation. 

Mr. McDonovau. What is the vacancy factor on residential units 
there; do you know. 

Mr. Vanpers.ice. In the residential or apartment hotels it is 18 
percent. In the furnished-service buildings, the vacancy is running 
around 7 to 11 percent, and in the rooming houses in certain sections 
near our hotels, there are none without vacancies. 

The CHarrman. If there are no further questions, you may stand 
aside. 

Mr. Vanprersuice. Thank you, Mr. Chairman. 

The CHarrMan. We are glad to have your views, Mr. Vanderslice. 

The committee will adjourn, to reconvene at 10 o’clock tomorrow 
morning. 

(Whereupon, at 3:32 p. m., the committee adjourned to meet at 
10 a. m., Wednesday, May 21, 1952. 

(The following statements were submitted for inclusion in the record 
of the hearing:) 


STATEMENT OF THE Property Owners’ AssocraTion oF America, INC., 
PRESENTED BY JosePH L. Merk, Vice PRESIDENT 


Mr. Chairman and members of the committee, I am Joseph L. Meek, vice 
president of the Property Owners Association of America, Inc., and I am identified 
with the Washington, D. C., office of that organization. “I am privileged to submit 
for your consideration 20 specific eases of inequitable handling of property owners’ 
petitions for increases in maximum rental ceilings by the various ORS offices. 
These are cases where property owners’ have petitioned for an increase in the 
maximum rental in order to receive the full 20-percent increase voted by Congress 
or where increase was sought beeause of substantial improvements and alterations 
having been made to the properties. Our association has a record of numerous 
eases of both types from all over the country but has confined itself in this 
presentation to these 20 specific cases. This is presented to show how the ORS 
disregards the law as written by Congress and sets up its own rules and regulations, 
ignoring or evading any provisions of the law that conflicts with their wishes. 

The cases are as follows: 
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Docket No. H-6634—Faye Haverstock, owner, 1780 West Hancock Street, Detroit 8, 
Mich. 

Landlord spent $1,710.92 on major improvements (new furnace, automatic 
hot-water heater, new electrical wiring and fixtures, and a bathtub and lavatory 
in one apartment). Moreover, the landlord had not reeeived any of the 20-percent 
inerease authorized by Congress. ORS approved an increase of but 40 cents a 
week for eaeh of the six apartments. It would take over 13 years to pay off the 
cost of the improvements without taking into consideration interest on the money 
and repairs and maintenance on the improvements during that time. 

Docket No. H-00437—T. Rugowitz, owner, 622 South Third Street, Philadelphia, Pa, 

Landlord applied for an adjustment of maximum rent on four units at the 
address, after making major improvements at a cost of $4,610.53. The ORS 
awarded increases of $1.85, $1.60, and on two units $1 a week. It would require 
a little over 16 years to pay this cost, not to mention the interest on the money 
and the expense of maintenance and repairs to the improvements in the interim. 


Docket No. 1-4-2807:J R—Abner Posen, owner, 1506 North Tenth Street, Third 
floor front, Patladslphia 22, Pa 

Present landlord acquired property about 1 month previous. Tenant about 
same time filed complaint with ORS of failure to repair falling plaster from ceiling 
and windows that allowed rain to seep in. On acquiring property the landlord 
had immediately contracted for repairs to the property. The contractor started 
work and then it stopped for several days due to illness of contractor who was 
performing the work himself. After several days the contractor resumed work on 
the repairs. On or about December 28, 1951, the ORS made a preliminary inves- 
tigation and notified the landlord on February 20, 1952, that the ORS proposed 
decreasing the maximum rent from $8.40 a week to $7.55 a week effective Decem- 
ber 28, 1951. The landlord replied on February 23, 1952, asking for a few days’ 
delay, explaining that the contractor was on the job at the address doing repairs 
in all apartments and the one in question would be taken eare of shortly. Never- 
theless on March 18, 1952, the ORS issued an order decreasing the rent. 


Docket No. J~2-508—Delmar A. Lough, owner, 4705 Hudson Avenue SE., Wash- 
ington 20, ». ¢. 

The landlord had just acquired the four-family flat. The previous owner had 
obtained, and had been receiving for a considerable period of time, a 15-percent 
increase in rental, with the approval of the ORS, which had set the ceiling rent, 
including the 5-percent increase at $82.40 a month, as of July 18, 1949, on an 
order dated August 1, 1949. The new landlord applied for the additional 5- 
percent increase that he was entitled to under the 20-percent increase authorized 
by the act of Congress. On filing for same, the ORS notified him on January 14, 
1952, that they were revoking the order of August 1, 1949, and instead of giving 
him the 5 percent to which he was entitled, they were lowering the old maximum 
rent from $82.40 a month to $79.80 a month. Thus he did not get the 5-percent 
increase, but had the rent cut $2.60 a month. 


Docket Nos. H-0711 through H-01717—Harry Gornish, owner, 622 South Twelfth 
Street, Philadelphia, Pa. 

Landlord put in improvements and repairs, the bill for which was $1,788.80. On 
February 7, 1952, the landlord filed a petition for an adjustment of rent. On 
March 14, 195 D2, the ORS approved merely a slight increase as indicated below. 
The landlord has appealed for a hearing inasmuch as the increase allowed would 
not pay off the sum expended for improvements in less than 9 years and that 
would not take into consideration interest on the money and that some of the 
work would have to be done again during that 9-year period. 
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ee No. H-00497—-Thomas L. Wallace, owner, 5528 Hunter Street, Philadelphia, 
a. 


Landlord put in improvements and repairs costing $872.75 and among these 
were installation of an electric refrigerator and replacement of gas range with 
a better one. Landlord petitioned for an adjustment of rent on January 4, 1952, 
sought to have the rent increased from $9.25 to $14 a week. The ORS on Feb- 
ruary 4, 1952, approved an increase from $9.25 to $11.35 a week. It would take 
wer — to pay off the cost of improvements with that raise, with no interest 
considered. 


Docket No. 1-1-39329:AT—S. H. Levin & Sons, 518 South Thirteenth Street, 
Philadelphia, Pa. 


This landlord had made improvements and repairs in the house at 714 South 
Fifteenth Street, Philadelphia 46, Pa., at a cost of $2,000. Then on January 16, 
1952, the ORS issued an order adjusting maximum rent downward as shown below. 
The landlord is unable to operate at a profit at the new rentals and the tenants 
were agreeable to paying the old rental. 
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The ORS decreased the maximum rent on the grounds stated in section 5 (ce) (1) 
of the rent regulation. 


Docket No. H-83364—Mr. Feldman, 2036 North Twelfth Street, Philadelphia, Pa. 


The landlord spent $1,699.43 on improvements and repairs and then filed a 
petition for adjustment of the rent. The ORS gave him but a small percentage 
of the raise requested. With the ORS raise it would take 12 years to pay off the 
amount spent in improvement and repairs without taking the interest into con- 
sideration or the fact that the same or similar repairs would have to be made 
during the 12-year period. 
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Docket No. H-83361—Mr. Feldman, 1438 North Thirteenth Street, Philadelphia, Pa. 

Landlord spent $3,663.19 in improvements and repairs. He petitioned for an 
adjustment of rent on October 18, 1951, and on November 6, 1951, the ORS 
approved but a small percentage of the increases sought. It would take the land- 
lord 22 years to pay off the sum spent on improvements with the ORS raises and 
this does not take into account interest on the money nor the same repair work 
during the 22 years. 
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Docket No. H-83363—Mr. Feldman, 2012 North Twelfth Street, Philadelphia, Pa. 
Landlord spent $1,782.30 for improvements and repairs and on October 18 
1951, filed a petition for an adjustment of rent. On November 6, 1951, the ORS 
approved but a slight percentage of the raises sought. With the ORS raises it 
would take the landlord 17 years to pay off the principal with no consideration of 

the interest or the repairs during the 17-year period. 
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Docket No. H-83836&—Mr. Feldman, 2254 North Seventeenth Street, Philadelphia, Pa. 

Landlord spent $1,546.80 on improvements and repairs on October 18, 1951. 
Filed a petition for an adjustment of rent. The ORS on November 6, 1951, 
approved only a slight part of the raise requested. With the ORS raise it would 
take the landlord over 20 years to pay off the amount, not taking into considera- 
tion interest and repairs during the 20-year period. 
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Docket No. H-83359—Mr. Feldman, 2024 North Twelfth Street, Philadelphia, Pa. 

Landlord spent $1,101.66 on improvements and repairs. Filed petition for 
adjustment of rent on October 18, 1951. He was given but a slight increase by 
ORS and the landlord is now appealing from the ORS rent order. At the raise 
given it would take 8 years to pay off the amount without interest or cost of repairs 
during the 8 years. 
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Deoeket No. H-838360— Mr. Feldman, 193% North Twelfth Street, Philadelphia, Pa. 

The landlord spent $2,361.52 in alterations and repairs. He filed a petition for 
adjustment of rent on October 18, 1951. On November 6, 1951, the ORS ap- 
proved but slight increases in rent and the landlord appealed as the raises when 
applied to the alteration and repair bill would take 18 years to pay off without 
interest and the repairs in the 18 years. 
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Dockets Nos. H-62552 and H-62553—Sarah Thompson, 2016-18 Wallace Street, 
Philadelphia, Pa. 

Landlord spent $11,000 in making major improvements fnd repairs in these 
two houses. All 10 apartments were vacant. Landlord filed for increase in 
rents. The ORS denied the petition and reaffirmed the old rentals that existed 
before the houses were so completely renovated and improved. ‘The landlord has 
appealed the case. 


Dockets Nos. H-00948, H-00949, and H-00950—I. Rugowitz, owner, 907 Rodman 
Street, Philadelphia, Pa. Room No. 4; third floor rear, first floor rear. 

The landlord had been renting these rooms without linen service and his rent 
ceiling was based on same. He then changed and began giving linen service and 
filed for an increase of 50 cents a week in rent for the new additional service 
furnished. The ORS office denied the requested rent increase. 


Docket No. K-16982—Elmer Bushoff, owner, 4745 Griscom Street, second floor, 
Philadelphia, Pa. 

The landlord had a tenant (commercial) Lueadian Cartographers, photo- 
grammetric and cartographic engineers, who were occupying space on the second 
floor adjacent to the apartment of one David Baxter. This concern is engaged 
in defense work and has a DO-C-9 allotment classification. They needed more 
space to handle additional Government work on which they were bidding. The 
tenant, Baxter, was approached and offered the choiee of two apartments on the 
first floor in similar-type buildings in the same block owned by the same landlord 
and these were better than the one he occupied. One was at the same rental and 
one was $1 a week more. The landlord would pay for all moving expense. The 
tenant verbally agreed and the concern took the bid on additional Government 
work having the assurance of more space adjacent to their premises. Then the 
tenant declined to move and the landlord sought to evict him. The ORS 
denied the landlord the right of eviction and he appealed and a future hearing was 
scheduled. 


Docket No. 01355—A. White, owner, U. S. Armstrong, agent, 708 South Thirteenth 
Street, Philadelphia, Pa. 

Landlord rented premises to tenant on lease which specifies that the tenant has 
the responsibility for the upkeep of the dwelling. Tenant does no upkeep but lets 
the dwelling run down. Therefore the landlord to protect his investment in the 
building and to comply with the building inspector’s orders for repairs has to 
repair and do maintenance work. The tenant was originally given a low rental 
in consideration of any repairs having to be done by the tenant. When the land- 
lord had to take over doing the repairs he petitioned for an adjustment of rental 
from $16 a month to $26 a month. The ORS approved a raise of $3.20 bringing 
rent up to $19.20 a month. This despite fact that the landlord had just spent 
$92.40 for repairs. 


Docket No. H-02332—John J. Norkey, owner, 33 Sellers Avenue, Milbourne, Pa., 
Second Floor 


The landlord spent $645 in major improvement including new oil-burner unit 
complete; new toilet, and other plumbing. He then petitioned for an adjustment 
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of rent from $57.50 a month to $80 a month. The ORS approved a maximum 
rent of but $60 a month. The ORS approved a raise of only $2.50 a month. It 
would take over 21 years. The tenant in the case submitted a letter stating that 
the tenant would be satisfied to pay $75 a month rental. 


Dockets Nos. H-—01982-83-84-85-86-87—Frank Franco, owner, 2125 Spring 
Garden Street, Philadelphia 30, Pa. 


Landlord put in major improvements and repairs to the house in general totaling 
$2, 211.98 plus the following additional: 


First floor, front _.. $182. 00 
First floor, rear___--_-- seals si CSc eee 76 
Second floor, front._.________. ane See ee 134. 95 
Second floor, rear se ae ROE 2 2 ae ey : gs 643. 83 
Third floor, front eA et eee as ai ey 45. 00 
STI NE ne ty Se EY eee . 00 


Total spent on this property _ 





Original | Landlord 


Location maximum | request | proved rent 





| Perweek {| Per week Per week 
First floor front... ...-- . $11. 25 $16. 50 | $11. 50 
FN ho ois nee nanes tunes | 14. 50 | 18. 00 15. 00 
Second floor front... .-- Lig Rend a 8 est hoe a 14. 40 | 16. 50 (') 
Second floor rear ; | 12. 00 18. 00 (‘) 
Third floor front 4 12.00 | 16. 00 (1) 
Third floor rear._.........- ESM Ce ERE aetisin sail | 12. 00 | 16. 00 () 





i Denied. 


Thus the landlord was given 50 cents a week raise on two apartments and none 
on the other four. This amounted to $52 a year and it would take over 100 years 
to pay off the amount of money spent on improvements without interest or interim 
repairs and replacements in the 100-year period. 


Docket No. 1-1-39433:AT—Nellie S. Gates, owner, 2231 North Twenty-second 
Street, third floor, rear, Philadelphia, Pa. 

The maximum rent for this apartment had been set by the ORS at $12.50 per 
week and landlord had been collecting such rental for a period of months. Then 
the landlord received a notice of proceedings by rent director dated February 13, 
1952, stating that it was proposed to reduce the rent from $12.50 to $8.50 a week. 
The landlord replied by letter dated February 16, 1952, requesting a hearing on 
the matter so that he could voice his objections to it as it would be impossible to 
carry on at the reduced rent. There was nothing further heard from the ORS 
until an order adjusting maximum rent was received by the landlord that was 
dated March 17, 1952, stating that the rent director on grounds stated in sec- 
tion 157 (a) of the rent regulations had reduced the rent to $8.50 a week effective 
tive the next rent payment period. 

There was no consideration given to the landlord’s request asking for a hearing 
on the matter and it indicated an utter disregard for any right of the landlord. 
The landlord then requested that, the matter be placed before the local rent 
advisory board and that is the status of the case at this writing. 

In view of the maladministration of the rent control laws by the ORS and in 
view of the unjust and inequitable treatment accorded property owners throughout 
the country, as evidenced by the cases that we have presented here which are only 
a few of the number of cases of similar nature, I respectfully petition the Chair- 
man and the members of the House Banking and Currency Committee that 
they recommend no further rent control legislation but permit the existing law 
to terminate on June 30, 1952, as any legitimate reason for its existence has long 
since passed, 
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CoNGRESS OF THE UNITED STATEs, 
HovusB oF REPRESENTATIVES, 
Washington, D, C., April 30, 1952. 
Hon. Brent SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuarrman: Enclosed herewith you will find copies of a joint state- 
ment on behalf of the Home and Property Owners’ Alliance, Inc., to be presented 
to your committee in opposition to the extension of Federal rent control. 

r. Jack Pinkston has requested that this information be included in the 
committee hearings on this matter. 

With kind regards, I am 

Sincerely yours, 
J. Frank Wixson, M. C. 

Enclosures. 


Jornt STATEMENT OF CARLTON Moors, Sr., Houston, Tex., AND JACK PINKsTON, 
Dauuas, TEx., FOR AND ON BEHALF OF THE HOME AND PROPERTY OWNERS’ 
ALLIANCE, INc. 


Mr. Chairman, and members of this honorable committee, we live and own 
property in Houston and Dallas, Tex., respectively, but our appearance before this 
honorable committee is made for and on behalf of the Home and Property Owners 
Alliance, Inc., and its members throughout the United States. 

Our appearance is made generally for the purpose of opposing all Government 
controls, and specifically for the purpose of opposing any renewal or extension of 
Federal rent control beyond its present expiration date on June 30, 1952. 

The Home and Property Owners’ Alliance, Inc., being strictly pro-American, 
is unalterably opposed to Government controls of every type, character, or descrip- 
tion. We are opposed to all Government controls because Government controls 
are as un-American as atheism or immorality. Atheism and immorality are 
Communist doctrines, and so are Government controls. Our American ideals are 
founded upon the glorification of individual liberty above Government domination 
or dictatorship. In the true American concept, the individual, collectively 
speaking, is the master and the Government is the servant. Communism, better 
known in this country today as New-Dealism, is exactly the reverse of these noble 
American ideals. 

To be sure, every good American is anxious to fight communism on every 
front; but we are in a better position to fight communism effectively when we 
understand what communism really is. Therefore, please consider the following 
explanation of the term “communism,” viz: Communism is not a nationality. 
Instead, communism is a philosophy of government. Whenever you have total 
government ownership, plus total government control, you have total communism. 
(We respectfully invite refutation of these last statements, if they can be refuted.) 

This being true, as to total communism, it is just as correct to conclude that, 
whenever you have some government ownership, and some government control, 
you have some communism. Likewise, it is equally true that, to the extent to 
which you have government ownership and government control, you have com- 
munism, regardless of whether that extent is 5, 10, 25, 50, or 100 percent. In other 
words, and make no mistake about this point, communism ‘‘is’’ government 
ownership and government control. It is true, also, that every day more Ameri- 
cans are becoming aware of the fact that this Nation is rapidly being communized. 

We are opposed to Federal rent control, because it is one of the basic planks 
of communism. Rent control is communism in its purest, simplest, and most 
diabolical form. Rent control confiscates the freedom of the tenant, as well as 
the freedom of the property owner. 

Under rent control, the Government dominates (yes, and even undermines) 
the private lives, contracts, and welfare of both the owner and the tenant. The 
tenant has no more freedom under rent control to seek his housing on an open 
market than the owner has to rent his property in an open market. The rental 
market is no longer free under rent control. Instead, the freedom of both the 
owner and the tenant have been usurped under the guise of law, and vested in a 
bureaucrat. This certainly is communism. ‘True, the American people are at 
liberty to abolish our Constitution and to embrace communism in lieu thereof, if 
they so desire; but this should not be undertaken by our noble Senators and 
Congressmen in piecemeal and by suberfuge. Instead, the American people are 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1333 


entitled to know the whole truth on a matter so vital as the destruction of our 
constitutional American freedoms. 

Federal rent control already has been in effect in this Nation for 10 years. 
Now its proponents are asking that it be renewed and extended all the way to 
June 30, 1954. The experts on this subject predict that, if this extension is 
granted, rent control will become as permanent in this Nation as the income 
tax. As you honorable gentlemen know, rent control was sold to the American 
people on the premise that it was necessary to win the war; but its proponents 
were not willing to let rent control die when the war was over. Now, we ask 
you gentlemen, Is that common honesty? 

There never was any real need for confiscation of the peoples’ freedoms through 
the guise of Federal rent control, even during wartime. This is sustained ade- 
quately the fact that this Nation fought and won many wars (and never lost 
one) before the socialistic New Dealers first conceived this communistic scheme 
in 1941. A fortiori as the matter stands now that we are not at war, official 
Government records adequately sustain the fact that we have far more housing 
in this Nation today than at any other time in history. Furthermore, as a result 
of this excessive supply of housing, rents are cheaper in comparison to other 
economic values than at any other time in our history. 

Before this Government-planned inflationary, tax-spend-elect program was 
adopted, it was traditionally true that the average family paid 20 percent of its 
income for housing. Now, the average family pays only 11 percent of its income 
for housing. Therefore, the property owner is getting only slightly more than 
half the rent he was getting in preinflationary days when we had 100-cent dollars, 
instead of the 38-cent dollars we now have. In other words, the property owners 
of this Nation today are being sold down the river, in bargain-basement fashion, 
in peacetimes if you please, for no other conceivable purpose than to keep a 
defunct political machine in power. 

Still another reason why Federal rent control should be abolished, is because it 
always has been a complete failure. The history of rent control in the United 
States shows that it never has accomplished a single benefit which its advocates 
claimed for it. The only possible exception to this last statement being the fact 
that rents have not been permitted to keep abreast of price increases in related 
commodities and taxes. This was done, it was claimed, to retard inflation. 
Actually it has contributed toward inflation. This last statement is sustained by 
the fact that concerted drives were made by opponents of decontrol actions on 
the ground that decontrol of rents would permit rents to rise along with other 
prices, and therefore, the tenants would have less money to spend. Merchants 
generally were induced to join the fight against decontrol on this very ground. 
Since the payment of rent involves only the passing of money from one citizen 
to another, obviously there is as much money in the country after the payment 
of rent as before. Clearly, therefore, these merchants, as well as the active pro- 
ponents of rent control, were convinced that, if the money were paid to property 
owners as rent, much of it probably would be invested in bonds, real estate, and 
other stable commodities, while, if the tenants were permitted to spend the same 
money, a greater portion of it probably would be spent for television sets, beer, 
and other more perishable items. Even a neophyte in economics knows that 
investing money in bonds or real estate retards inflation, while pumping money 
into the perishable commodity market promotes inflation. Therefore, rent con- 
trol is an inflationary, instead of a deflationary, measure. 

In the beginning, the proponents of rent control claimed that it would‘‘expedite”’ 
housing. Instead, it has accomplished exactly the reverse. Rent control never 
has built a house; and neither has it furnished one. Instead, countless thousands 
of good owners have withdrawn their housing from the rental market in preference 
to being subjected to the tyrannical dictatorship imposed by rent control. Owners 
refuse to build new housing, and refuse to furnish or improve old housing, wherever 
rent control either is in effect or where there is a possibility that it might be 
imposed. The only possible exception to this last statement being the few social- 
istically inclined people in this country who are willing to trade their freedom for 
socialism in the hope that in this way they might make a few filthy dollars for 
themselves. This last statement is particularly applicable to those who build 
rental housing under excessive Government subsidized loans. 

In order to return this country to the status of a free democracy, the Govern- 
ment should get out of private business both from the standpoint of subsidies and 
of controls. Furthermore, we predict that, if the ballot remains free in this 
country, the Government will take its fingers out of private business before much 
longer. The people are tired of these tax-spend-elect programs which are driving 
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this great Nation into bankruptcy and destroying the freedom of the people. 
Hither the Congress must withdraw the Government from private business, both 
as to subsidies and controls, or we predict that the American people will take the 
initiative toward forcing such withdrawal through the medium of a constitutional! 
convention. 

Rent control has been the choicest plum of the tax-spend-elect philosophers in 
this country, and we think it should be eliminated now. Not only has rent 
control not accomplished any worth-while purpose in this Nation, but neither 
has it accomplished anything but disastrous results in any other nation which 
ever adopted it. The records of England, France, Germany, Austria, Belgium, 
Australia, and all the other nations which have had rent control, adequately 
sustain this point. 

The proponents of rent control now are asking that it be renewed and extended 
all the way to June 30, 1954. It is plain to see that they want rent control as an 
ax to hold over the heads of every United States Senator and Representative 
each election year. That is nothing short of criminal coercion, and should not be 
condoned. 

Certainly, this vicious, freedom-annihilating cycle must be stopped sometime. 
So, why not now? We implore you to let this communistic plank, rent control, 
die a belated but.not lamented death on June 30, 1952. 

Thank you. 





May 6, 1952, 
Hon. Brent SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CuarrMan: In relation to the hearings you are now holding on 
the problem of rent control and the continuing of the existing law, I wish to 
submit for your reeords and, if possible, to the discussion, the results of my 
personal experience as rent advisory board member at Tacoma, Wash., and as 
former president of the Tacoma Real Estate Board, with long experience with 
the problems involved in this question. 

The objective of rent control as it started in 1941 was, of course, to prevent 
the exploitation of need caused by the dislocations due to the war. Instead ef 
being rent control, what, of course, happened was a rent freeze as of that date, in 
Tacoma the date being April 1, 1941. Temporarily that adjustment, taking the 
figures as having been arrived at on a free market, would be approximately fair 
rental figures both to the tenant and the landlord. However, as you know, as 
time went on, the disparity between the frozen figure for rentals and the amount 
necessary to maintain the property, or to avert practical confiscation by inadequate 
rentals, became greater and greater. Stripping off all the political verbiage, it 
represented finally the compulsory subsidizing of the tenant by the owner of the 
property, whether or not the tenant was deserving of this subsidy. 

The after effect, as vou know, was the disintegration of rental property which 
could not be kept up, and ensuing withdrawal of units from the rental market 
for sale, as the only way of saving the property owner. Confronted with this 
situation, as a member of the rent advisory board in the last 2 years, I am con- 
vineed that the solution which would be fair to all parties and which could not 
be accomplished under the existing law, is exceedingly simple. The proper 
rental on any unit should be based on the present market value of the unit, as 
appraised not by either the tenant or the owner, but by a competent appraisal 
authority, such as the FHA or mortgage and lomn companies, which have suc- 
cessful formulas for ascertaining such fair valuations. This automatically takes 
into account the condition of the property, the location, the State of repair, 
amount of service, and other factors which properly enter into the determining 
of fair value. The rental also automatically would adjust itself with changing 
conditions such as increased costs of maintenance, increased taxes, improve- 
ments of the property, etc. 

On our local board, we were all people of good will and fairness and soon saw 
that to fix a rental based upon what the property brought 10 years before, in 
dollars worth nearly twice as much, simply was impossible and compounded the 
original error which was getting worse each vear. We therefore endeavored to 
determine fair rentals which would neither exploit the property owner or the 
tenant. 

The usual time tested formula is approximately 1 percent per month of the 
total appraised market value. This worked out excellently for all concerned. 
If this formula were used nationally, there would be none of the just complaints 
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against rent control which has infuriated the people of the United States by its 
injustice. If a $10,000 house was renting for $500 a month, it was just as in- 
equitable as if the $10,000 house was renting for $25 a month. It is exactly as 
though, by law, a carpenter had to accept the wages he got in 1941, just because 
is employer didn’t feel like paying him any more, and the carpenter was com- 
pelled, by law, to accept it or go without work. It is as simple as that. 

I personally believe that the seizure of property by law and the confiscation 
of it under the name of rent control, or anything else, is utterly unconstitutional, 
but if it is necessary for any reason to have a continuance of rent control anyway, 
jt can be made at least just and fair by applying this formula, the appraisal to 
be made by competent persons connected neither to the rent-control office nor 
to the parties directly involved. 

The utter injustice and unworkability of the present law, and the instructions 
from the rent control office, which, to my mind are totally adverse with the 
intent of the law, compelled the city council at Tacoma, and the county com- 
missioners of Pierce County, to vote out local rent eontrol, greatly to the benefit 
and improvement of our community. 

Respectfully submitted. 

Ray THOMPSON, 
Member, Pierce County Rent Control Board, Tacoma, Wash. 


OrricE oF RENT STABILIZATION, 
DaupHInN County Rent Apvisory Boarp, 
Harrisburg, Pa., May 6, 1982. 
Hon. Brent SPENcE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Srr: Whereas, Senator Dirksen and others are preparing to introduce 
legislation in your committee and on the floor of Congress, the effect of which 
will be to abolish Federal control on rents throughout the United States, and the 
Territories, and, 

Whereas, if the proponents of such legislation are successful in having it 
adopted by the Congress, such action will, in the many areas of the country 
where the supply of available housing has not yet succeeded in meeting the 
demand, allow housing rents to rise sharply, and 

Whereas the very large segment of the public which must rent its housing 
from others will find itself unable to bargain successfully for shelter in an area 
of searcity where the market is uncontrolled, and 

Whereas bidding for scarce accommodations will cause inflation in the price 
of rental housing, with resultant inflationary effect on the economic life of the 
Nation as a whole at a time when the country is committed to a fight against 
inflation: 

Now, therefore, we, the Rent Advisory Board of the Harrisburg Defense 
Rental Area, Harrisburg, Pa., in order to forestall the devastating effects of the 
abolition of Federal rent stabilization with the train of inflated rents, and whole- 
sale evictions which will certainly follow the lifting of Federal controls, urge the 
Congress to take such action and adopt such measures as will guarantee to the 
Nation and to our Harrisburg metropolitan area, continued control of rents for 
the period of at least 1 year. " 

Rent Advisory Board, Harrisburg, Pa. 

JosEPH Bazpar, Chairman, Public Interest Representative. 
P. Epcar Hess, Vice Chairman, Landlord Representative. 
CHARLES H. Carson, Tenant Representative. 

JoserpH EK. Miveneuy, Public Interest Representative. 
SamuREL Rustin, Public Interest Representative. 


PHILADELPHIA County ReNnr Apvisory Boarp, 
Philadelphia, Pa., May 7, 1952. 
Hon. Brent SPENCE, 
Chairman, Banking and Currency Committee, 
louse of Representatives, Washington, D. C. 

DEAR REPRESENTATIVE SPENCE: We, the undersigned members of the Phila- 
delphia County Rent Advisory Board, are greatly concerned by the contents of an 
article which appeared in The Philadelphia Inquirer on Thursday morning, April 
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24,1952. This article set forth, in substance, that an amendment to the Defensc 
Production Act introduced by Senator Everett Dirksen would restrict rent contro! 
to those areas which have been declared critical and that rent control in so-called 
‘non-critical areas” would be terminated. - 

As a group of representative Philadelphia citizens who have served since 1948, 
pursuant to Congressional mandate, as the Rent Advisory Board of the Phila- 
delphia Office of Rent Stabilization, we have become familiar with the rental 
situation as it exists in Philadelphia today. Our experience has convinced us that, 
whereas there may be adequate rental units in the higher rental brackets, there 
still exists a very acute shortage, within the city of Philadelphia, of rental units 
which rent for $60 per month or less. 

Philadelphia, which is a very important industrial center, and in which is 
located a large Navy Yard as well as many other military installations, has not 
been designated a “critical area,” within the meaning of the Housing and Rent 
Act of 1947, as amended. This means that if the Dirksen amendment is incor- 
porated in the new Defense Production Act and the Housing and Rent Act, there 
will be no control over rents in Philadelphia after June 30, 1952. 

We hesitate to contemplate the effect that this will have upon the 600,000 
persons who live within the confines of the city of Philadelphia and who are now 
receiving the protection afforded by Federal stabilization legislation. Rent is a 
very significant item in the family’s budget, particularly insofar as low-income 
families are concerned. While people can substitute lower-cost food and clothing 
for such items which cost much more, they must have shelter at any cost. 

At the present time rents are being adjusted in accordance with the rent 
regulations issued pursuant to the Housing and Rent Act, so that landlords may 
obtain equitable rental income and ample allowances are made, in such adjust- 
ments, for increases in the costs of operating and maintaining their properties. 
For all practical purposes, in those cases where landlords have taken advantage 
of the many adjustment provisions afforded to them under the rent regulations, 
rents are being stabilized rather than controlled. If the existing restraints on 
excessive rents are removed completely we are convinced that the result will be 
a severe dislocation of the economic structure of the city of Philadelphia, and 
would cause undue hardship to large numbers of its citizens. Furthermore, it is 
our profound belief that very few tenants in Philadelphia are aware that the effect 
of the Dirksen amendment would be to remove rent control from their city. 
Most of the citizens of Philadelphia appear to be laboring under the misappre- 
hension that Philadelphia is a “critical area.’’ This, of course, is understandable 
in view of the fact that manufacturing concerns in this city have been awarded 
such a large share of the country’s defense contracts and that many military 
installations, in and around the city, have been expanded. 

May we respectfully request that your committee give very serious considera- 
tion to the effect of the Dirksen amendment as applied to such a large and im- 
portant city as Philadelphia. 

Respectfully yours, 
Groracp W. WI.kins, Chairman. 
Leon J. OBERMAYER, Esq. 
Davin E. TRIESTER 
Jacos Huuitr 
James A, SCANLON. 





Resouvution or St. JosepH County Rent Apvisory Boarp, INDIANA 


Whereas the St. Joseph County Rent Advisory Board as organized pursuant 
to the Housing and Rent Act has as its primary concern the equitable handling 
of housing and rental units for the primary purpose of insuring an adequate 
housing supply; and although said St. Joseph County has not been declared a 
critical rental area as is provided for in the Housing and Rent Act; and 

Whereas the increase in defense contracts in said county in its industrial plants, 
i. e., the Studebaker Corp., Bendix Corp., United States Rubber Corp. has greatly 
increased since the outbreak of the Korean war and further, that this fact coupled 
with the other industries in the area has actually brought about a housing shortage 
so that for all practical purposes the area is a critical one: Now, therefore, be it 

Resolved, That the St. Joseph County Rent Advisory Board go on record as 
being opposed to the passage of the Dirksen amendment to the Housing and 
Rent Act, said amendment to free from control such housing units that are 
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located in areas not heretofore declared critical by the housing expediter and the 
defense mobilization agency; be it further 
Resolved, That a copy of this resolution be directed to the Honorable Burnet 
R. Maybank, chairman of Senate Banking Committee and the Honorable Brent 
Spence, chairman of House Banking Committee. 
Peter F. Grius, 
Chairman, St. Joseph County Rent Advisory Board. 
Georce Hupp, 
JoHn RHODES, 
Mrs. RaymMonp HERRLY, 
James D. Hitt, 
Board Members. 
May 8, 1952. 


STATEMENT OF Donatp M. Love, Norwoop, Pa. 


Mr. Chairman and members of this honorable committee, my name is Donald 
M. Love. 

I live in and own houses in Norwood, Delaware County, Pa. My appearance 
before this honorable committee is made generally to oppose all Federal Govern- 
ment controls and subsidies, and specifically for the purpose of opposing any 
extension or renewal of Federal rent control beyond its present expiration date of 
June 30, 1952. 

Rent control was imposed on the American people as a war measure, calculated 
to help check inflation, provide more rental housing and help share more equitably 
the cost of the war economy. It has failed to do any of these things during its 
long life of 10 years. 

Rent control has and always will increase inflationary trends. Low rentals, 
leaving excess family cash from weekly income funnels the excess into consumer 
goods with competitive buying and higher prices. 

Rent control has never caused a rental accommodation to be built. But it 
has caused millions of rental apartments and houses to be taken off the market. 
It defeats the creating of a market of rental housing. 

In April 20, 1951, at Omaha, Nebr., the local paper carried two columns of 
rental apartments and houses. Omaha did not have rent control. 

On the same day at Council Bluffs, across the Missouri River, the local paper 
did not have a single property for rent. Council Bluffs was under rent control. 

This has been the case in Dallas, in Los Angeles, and elsewhere. Here in 
Delaware County three boroughs are decontrolled and have space advertised for 
rent. But in every rent-controlled area in this county there is not a single house 
advertised for rent. 

Today, under the compromise bill of 1947 and its extensions we have houses 
controlled and decontrolled in the same communities, and the houses are frequently 
identical. 

There is one marked difference between controlled and decontrolled rental 
housing. The controlled is quickly becoming slum housing. An owner cannot 
maintain and make his local tax and mortgage payments on the rental ceiling 
income, so the maintenance is neglected. While your rent law creates slum 
housing, you in Washington have been voting millions to remove slum housing. 
It does not make sense. 

Rent control is akin to cancer. Some rent control is no more to be desired 
than some cancer. Get rid of both, 

Rent control is a tenet of communism. You know that the leaders in unions 
most vociferous for controls have been those which were Communist-led. You 
know that in every case they have and are using coercion on you. They have 
and are publishing to their members list of who votes for rent control, but you 
should also know that they do not speak for their members. Remember Ohio 
and Robert Taft’s election for proof. 

If you do not believe in socialism and communism, then do not support the 
plank of its doctrine—rent control. 

Respectfully submitted. 

Donaup M. Love. 
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Some Facts AND FIGURES ON THE QUESTION OF THE NEED FOR RENT ConrTrRois 
IN THE City or NORFOLK 


(Statement of Mrs. John H. Biggs, Norfolk, Va.) 


1. The reason given for controls is to have adequate housing at reasonable 
prices (in line with the current living index). This can never be by rent contro| 
as stated by Mr. Woods. In his testimony before the Senate Banking and Cur- 
renevy Committee in June of 1951, Mr. Woods said ‘‘the only way to get out from 
under controls is to encourage construction of new units so we recommended no 
controls for new units.” By this statement, Mr. Woods is saying that controls 
deter and discourage construetion, and thus the longer it remains the greater the 
need for controls. 

Facts and figures show that when controls are lifted there is a heavy upward 
a in building and when controls are reimposed there is a definite decrease in 
yuilding. 

2. The lifting of current restrictions will bring about the building of all the needed 
units in any area. In any field of endeavor where there is an opportunity to make 
above the average return on your invested dollar, you will find the hundreds of 
investors crowding into the field until the return reaches the average level. 

3. The issue of control should be an unbiased, fair, and a just determination of 
facts as to whether controls are needed and should be based on facts gathered in 
the community or city, by its unbiased citizenry after having heard its citizens 
on the issue. Certainly no one will admit the law to give favor to any group or 
class. If such is so, why not have a fair and open hearing to determine the issue. 

4. In this area, it has been shown by spot checks that there was adequate hous- 
ing available. Many hundreds of vacant units are for rent and many more for 
sale. A survey made by the census takers showed in 1950 that there were 56,122 
dwelling units in the city of Norfolk and that 54,034 were occupied. The record 
further showed that there were 2,088 ready for occupancy and available and 989 
withheld from the market. It further showed that there was an increase of 17,389 
since 1941. 

The census showed that in 1943, which was the peak year of the war, we had 
305,127 people in Norfolk. All housed. In 1950, we had only 188,601. In 1943, 
there were 982 building permits issued, 1944, 1,015; 1945, 1,526; 1946, 2,003; 
1947, 2,604; 1948, 2,412; 1949, 2,332; 1950, 2,684. This does include the large 
housing developments just out of the city limits built there because there was not 
sufficient space in the city. There was $40,723,095 spent in building activities in 
the area that included the heavy construction during 1950. In 1950, we spent $9,- 
979,300. These facts can only leave one conclusion—we have no housing problem. 
More houses will be built, if the Government would release credit restrictions, 
which could be done under Public Law No. 139 which does not make rent contro! 
mandatory, as does Public Law No. 96. 





On January 21, 1952, a committee of the Norfolk Property Owners Association 
took a spot survey extending from Princess Anne County to the end of Willoughby, 
checking on both sides of Ocean View Avenue and the ‘results were as follows: 


anne WRI nn a ee ee ee a wah 43 
New apartments, about one half will be furnished and one half unfurnished, 
now available and ready for rent -_- -- 70 
Under construction, will be ready in approximately 30 days; “undetermined 
number that will be ready from 60 to 90 days.___________.-_---_---- 55 


In addition to that, 14 houses for rent and 14 houses for sale. 
The total of 196 houses and apartments that we found as of that date. 
On December 4, 1951, at an organization meeting, we took a spot check and 
found 75 furnished apartments available as of that date. 
The results of these surveys would indicate that housing is available any and 
every day a survey or check might be made. 
By Mayon A. Cox, 


(Mrs.) Joun H. Biaas. 
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OcEAN ViEw, VA., January 29, 1952. 
To Whom It May Concern: 

That rent control is not needed in Norfolk is evidenced by the following facts. 

I own and operate tourist apartments, and have a great number of Navy 
personnel who are waiting permanent housing stay with me. 

On December 1, 1951, I rented a furnished apartment to Lt. and Mrs. D. E. 
Vaughan and two children, they had rented an unfurnished apartment which 
was available on December 15. Lieutenant Vaughan’s orders were changed 
which necessitated giving up this apartment. Another change in orders made 
his residence here permanently. They immediately started looking for per- 
manent quarters. This they found without very much trouble, in fact they had 
a choice of three new houses, available on January 3. They rented and moved 
in one of these located at 1286 West Ocean View Avenue, on January 3. 

Case No. 2. This same apartment was rented to another party Chief W. C. 
Cross and wife, who had just arrived from California, on the same day that the 
Vaughans moved out. While the apartment was being made ready, they drove 
down to Chesapeake Beach, not really looking for a house, but they rented one 
while there and moved into it on January 15. 

These are only two of the many cases that have come under my own observa- 
tion within the last 2 months. 

All any one has to do to find housing in Norfolk is to get out and look for it. 


(Mrs.) Mayon A. Cox. 


NorFOLK, Va., January 30, 1952. 
To Whom It May Concern: 

A Navy chief came to rent my apartment, asking me to reduce the rent, saving 
that he was expecting his wife for a stay of 2 weeks or perhaps longer, and wanted 
a nice place for her to stay, I reduced the apartment $5 per week and he rented it, 
leaving a deposit for same. The next day he came back and said that he had 
rented another place and asked me to refund his deposit, which I very kindly did. 

His wife arrived as planned, but did not like the accommodations which he had 
provided for her, and he came back to me and asked if I would rent the apartment 
to him again, at the same reduction. I had lost several days rent, because no one 
else had wanted the apartment, notwithstanding, I had been running an advertise- 
ment in the daily papers. 

I am sure this chief asked the other party for a refund of his rent also. This 
happened in September 1951, when housing was supposed to be so short. 

Very truly, 
(Mrs.) Epwin A. VAUGHAN. 


JANUARY 30, 1952. 
To Whom It May Concern: 

On the subject of rent control I would like to state that I for one cannot see 
the need for it. I arrived in Norfolk on the first of November and had my 
choice of three places for rent on the very day I arrived. I also have assisted 
friends of mine in finding »»artments and houses to rent, up until recently and 
there were, and still are, sev >ral places available. I cannot see where there is a 
housing shortage or a critical housing area here. 

Sincerely yours, 
(Mrs.) O. R. Marerv. 

P. 8.—Husband still in Navy. 


NorFouk, Va., January 30, 1952. 
To Whom It May Concern: 

Having been transferred from San Francisco, Calif., to Norfolk, Va., in Sep- 
tember of 1951, my family and I were able to find a comfortable house to rent at 
a reasonable price. 

We had a choice of several places at that time. I do not feel that rent control 
is necessary in this area. 

D. 8S. THorp. 


97026—52—pt. 2 35 
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Subject: Decontrol of rents in Norfolk area. 
NorFouk, Va., January 24, 1952. 
To Whom It May Concern: 

Every other day since January 1, 1952, I have been phoning all persons who 
advertise in Norfolk newspapers under “Wanted To Rent Apartment or House.” 

I have found that 80 percent of those who advertise find what they desir 
within 2 days after their ads first appear. 

A majority of them find suitable quarters the first day they advertise. 

Both those who have secured quarters and those who have not, within 2 days, 
state that they have received many calls from landlords with vacancies within 
the price range their ads prescribe. 

In today’s (January 24, 1952) Norfolk Virginian-Pilot there are 33 furnished 
and unfurnished apartments and houses for rent, plus 14 smaller units for rent 
Many ads state they have several vacancies. 

In same paper there are only eight individuals who advertise for housing. 

It is also noted that as a rule those who advertise as wanting to rent desire 
expensive housing, while the large majorities of vacant units for rent are reason- 
ably low priced; several at $40 and $50 a month. 

As to the shortage of housing in the Norfolk area, the above facts speak for 


themselves. 
C. Roy Fourz. 
{From the Norfolk Virginian-Pilot, Thursday, January 24, 1952 
REAL ESTATE FOR RENT 
74 APARTMENTS AND FLats 74 


MAYFLOWER APARTMENTS— 16-story; elevator apartments now available. Apply 
34th St., and Atlantic Ave, Virginia Beach. Phone 3180, 


Ocean View Ave., W.—1359 Little Bay Ave. New 4 unfurnished efficiency 
apartments, including refrigerator and stove and Venetian blinds, $75 monthly. 
Dial 89921. 


Ocean View Ave., W.—1010 Little Bay Ave; 2 new unfurnished efficiency 
apartments, January 15. $75 monthly. 


Park PLace—Three rooms, private bath; available February 15. Dial 38067. 


RIvERDALE MAanor—Campostella Road extended; applications are being accepted 
for 2-bedroom apartments. Apply rental office, 2801 Welcome Rd. 


New apartment; second floor; 2 bedrooms; central heat; oak floors; tile bath; 
Frigidaire; electric stove; water furnished; 3 minutes to Naval Base: children 
over 10; $125 month. Can be seen by appointment only. Dial 84121. 





74A FURNISHED APTS. AND FLATS 74A 


BALLENTINE PLace—First floor. 3 rooms, semi-private bath. Furnished in- 
cluding electric refrigerator. Adults only. Dialf32480. 


CHESTERFIELD He1IGHTS—Share 5 rooms and bath, $50 a month. Dial 39043. 





CoLonIAL Piace—Nicely furnished 2-room apartment, heated, hot water, 
utilities. Refined couple. Adults. Dial 30204. 
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DesreE Ave., 1507—Bedroom for couple with cooking privileges; steam heat. 
Dial 36369. 





Denspy Parx—Near Wards Corner. Will share nice home with couple. No 
children. Dial 66-2901. 


FarrFAX AVE., 333—3-room apartment fully furnished, married couples only; 
adults; no pets; near bus line. 


FarrMontT Park—2840 St. Mihiel Ave. Living room, bedroom combination, 
bath, kitchen, heat. Private entrance. No children. 





Guent—Two bedroom furnished apartment. Available February 1 to March 1 
or after. $75 month. Dial 39397. 


Guent—368 Hamilton Ave. Second floor, rear apartment. 2 rooms. Available 
January 30th. Utilities furnished. $15 per week. H. W. Holland & Co. 
Dial 27704. 





LAFAYETTE BLivp.—Efficiency, 2 rooms; electric refrigerator, gas range, hot water, 
private entrance. Dial 20053. 





Moran Ave., 811—First floor front, three rooms, share bath. $80 per month. 
Also one room efficiency, second floor, $50 perJmonth. Dial 23221. Ellis M. 
James, Realtor. 





Norview—308 Giles Circle; three rooms, bath; modern. Private entrance. 
Couple only. 





OtnEY Court—531 W. Olney Rd., modern, heated, comfortably furnished; 5 
rooms and bath; $100 monthly; adults; 6 months’ lease. Apply manager, Apt. 
1-B, 


RIVERDALE Manor—Campostella Road extended; applications are now being 
accepted for 2-bedroom furnished apartments. Apply rental office, 2801 
Welcome Road. 





Sourn NorroLK—Furnished apartment. Apply 4330 Bainbridge Blvd. 





Verpun Ave., 2960—3 rooms. Everything furnished except linens and dishes. 





Vircinta Beacu—Heated apartment, above average; monthly. Adults, 110 
Avenue A. Phone 189. 





West Guent—Furnished apartment; living room with dining area, bedroom, 
tile bath and shower, complete Youngstown kitchen, water and heat furnished. 
Rent $125 per month. Adults only. Nopets. Dial 41369—9a. m.to 5p. m. 
After 6 p.m. Dial 36034. 





277n Srreet E., 824—Lovely new 2 rooms, private bath and entrance. Heat, 
gas, lights, linens and dishes. Adults. 
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Apartments—Day, week or month; convenient to all bases. Apply at Princess 
Anne Television & Appliance, 3 miles out on Virginia Beach Blvd. 


Five rooms for rent furnished. Lights, water, heat and gas furnished. $65 a 
month. 2 bedrooms, living room and kitchen. Private bath. 326 Bank St. 


Middle-age widow desires settled working lady to share furnished apartment, 
Write Box 418, care Norfolk Newspapers. 


Wanted: business girl to share nicely furnished apartment near Wards Corner. 
Will exchange references. Dial 62-2508. 


777A FURNISHED Hovusss FoR RENT 77A 


Lake SmitH—Beautiful furnished bungalow: practically new; located on 3% 
acres; restricted property; near Amphibious Base; fully equipped, all modern 
conveniences; suitable for small family; $125 per month. For information, 
dial 74749, Portsmouth. 


Norro._k Counry—Convenient to all bases: practically new 5-room brick home: 
completely furnished; attached garage; immediate possession; $150 a month. 
Call Mr. Chesson, 86496 or Mr. James, 27345. Norfolk Realty Co. 


VirGiIntaA Bracu—2 or 3-bedroom home, on water and Cavalier Golf Course: 
acreage, boats, garden space; chickens if desired. Also l-room bath cottage. 
Phone Virginia Beach 2894-W, or write P. O. Box 193. 


———— 


Wiitarp Park—Lovely 6-room furnished home: attached garage; adults only: 
$135 monthly. Dial 41528. Dennis D. Tuttle Son & Co. 


House, 5 rooms and garage; large vard; completely furnished. Oil hot water 
heat; all utilities furnished, $125. Dial 21210. 





69 Rooms FoR HovUSEKEEPING 69 


BALDWIN Ave., 820—Apartment No. 1; nice steam heated rooms; kitchen privi- 
leges if desired. 





Bute Sr., W., 255—Downtown, furnished room for light housekeeping. Electric 
refrigerator and linens. 


CHESAPEAKE Buivp., 7580—Completely furnished room with kitchen privileges. 
Navy couple or 2 girls. Dial 62-3065. 


CoL_EMAN Piace—Large steam-heated double bedroom with light cooking e 
facilities. Dial 53819. Ea 





CoLontaL PLace—711 Rhode Island Ave., Apt. 1. Nicely furnished room with 
kitchen privileges; 2 business girls preferred. 











Be 

3 
2 
i 
e: 









PSS 


1e: 
th. 


ing 


ith 


























DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1343 


fox Hatit—Light housekeeping rooms; utilities furnished; near transportation; 
couple preferred. Dial 57538. 





Hamiuton Ave., 377—Two-room apartment; furnished; all conveniences; near 
bus; Navy couple; also one-room apartment. 





OcEAN ViEw—1037 Warwick Ave. Bedroom and kitchen, $40 per month. 
Adults only. 





OckAN View Ave., W. 515—The Wavecrest. Efficiency apartment in well-kept 
home. 





Park Ptace—Bedroom and kitchen; heat and utilities; adults only; $40 monthly. 
Dial 41528. Dennis D. Tuttle Son & Co. 





Snore Drive, 2310—Palm Hotel; furnished apartments; one to three rooms; 
$15 to $25 weekly. 





14ru St., W., 123—Second floor; double sleeping room, heated; kitchen privileges; 
linens, refrigerator; adults. Dial 51713. 





277n Sr., W., 229—Two furnished rooms; refrigerator, lights, gas heat; no children. 





One room; everything furnished; gentleman or business couple. Dial 30131. 


81 WantTED To RENT 81 


APARTMENT—-3 rooms furnished: vicinity Wards Corner, newlyweds must 
have apartment by Saturday. Dial 62-2508, after 6 p. m., ask for Miss Smith. 





Housre—Canadian officer and family require unfurnished 3-bedroom modern 
house, Norfolk, Virginia Beach or vicinity. Between February 15 and March 
1. Will pay $150 per month rent. Dial 62-0694. 





Housr oR APARTMENT—3-bedroom; needed urgently. Dial 88323. 


Housk ok APARTMENT——Unfurnished: three bedrooms, two baths: in first class 
neighborhood; will pay substantial rental for desirable property. Call Claire 
Lawrence 23221 or 28995. Ellis M. James, Realtor. 





Hovusr orn APARTMENT—4 or 5 unfurnished rooms; first floor; vicinity South 
Norfolk or Campostella; permanent residents; adults. Dial 66-2977. 


Naval officer’s family, two boys, need unfurnished house, anywhere within one 
hour of Naval Base. Write Box 411, care Norfolk Newspapers 
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Young a officer and wife desire furnished apartment, or small home; from 
February 1, for two or three months. Do not want to share; no children; 10 
pets; phone Juniper 84F-2, or write Mrs. Kenneth Dougherty, Route 1, Bo x 
299-A-1, Norfolk, Va. 





2 or 3-bedroom home, unfurnished; Ocean View area; business man and family. 
Approximately $100 to $125 monthly. Dial 24942, Mr. Johnson. 





STATEMENT OF Mrs. Joun H. Biaes, CHarrMan, DecontrroL. ComMMITTEE, 
NorFoLtK Property OwNERS ASSOCIATION, NORFOLK, VA. 


RENT DECONTROL 


In setting forth Declaration of Policey—the Congress declared in section (b) of 
the Housing and Rent Act—that it is its purpose to terminate at the earliest 
ape date, all Federal restrictions on rents on housing accommodations. 

f it is the intention of Congress to carry out such declaration, now is the most 
practicable time to terminate Federal rent control. 

We repeat, now is the most practicable time to terminate Federal rent controls, 
based on the following facts: 

1. There no longer exists such shortage of rental housing as to require rent 
control; evidenced by statements and letters attached. 

2. Norfolk was decontrolled by action of city council in March 1950, based 
upon reports of an independent survey which proved there was over 2,000 vacant 
self-contained housing units for rent in the city of Norfolk, Va., which fact was 
substantiated by the Census Bureau report of 1950. There has been a building 
boom since March 1950 and housing has more than kept ahead of the increase in 
population. 

3. Norfolk is a strategic location from a military and defense standpoint. 
Since housing has met the demand here it is indicated that housing must have met 
the demand throughout the United States. 

4. According to the Labor Bureau Survey, there was only a 7 percent increase 
in rents during decontrol period (March 1950 to November. 1. 1951). No survey 
has been made in Norfolk since November 1, 1951. If rents have increased 23.01 
percent as Tighe Woods testimony before your committee on May 5, 1952, this 
so- _— increase has been permitted by ORS. 

The National Production Authority has ordered a relaxation of its ban on 
dhs: use of critical building materials. The Federal Reserve Board has suspended 
regulation W on installment-credit buying. It is expected that regulation X 
governing real-estate credit will be relaxed or suspended. Investment builders 
ask FHA for commitments to build 6,000 housing units in the city of Norfolk 
and received permits to build around 3,000 units. The FHA is reluctant to 
make any additional allocations. 

Based upon these facts you gentlemen should have the courage and forti- 
tude to vote to end Federal rent control as of June 30, 1952, thereby restoring to 
the rightful owners, property which has been under Government seizure for the 
past 10 years. 

PROPOSED AMENDMENTS 


Amendment No. 1: That when an area has been decontrolled, Federal rent 
controls cannot be reimposed without a public hearing held 30 da aye in advance 
and evidence produced to substantiate the need for reimposition of rent control. 
Determination must be made upon facts of evidence produced at such hearing. 

Amendment No. 2: To terminate Federal rent control as of June 30, 1952, 
everywhere except in critical defense areas. To leave the local option and all 
other methods for decontrol in the law as a means to decontrol such critical areas 
at the earliest practicable time. 

Amendment No. 3: That in the case where local rent advisory boards acting 
together or as individual members of such boards make recommendations that 
are not in accordance with the applicable law or fail to perform their duties as 
set forth in the law, and upon finding of these facts as a result of a public hearing 
and upon request of governor of such State the President shall remove the board 
or members of such board. Vacancies thus occuring to be filled by the regular 
procedure. 
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That minutes of meetings held by the local rent advisory boards be made 
available to interested individuals or groups of people upon demand; and recom- 
mendations or definite action by such board be made public upon date of such 
determination. 

We are offering the above amendments to the Housing and Rent Act in the 
event Federal rent control is extended beyond June 30, 1952. 

(Mrs.) Joun H. Braas, 
Chairman, Decontrol Committee, 
Norfolk Property Owners Association, Norfolk, Va. 
May 27, 1952. 


SraTEMENT OF HENRY A. WERKING, PRESIDENT oF AMERICAN Home OWNERS, 
Inc., INDIANAPOLIS, IND. 


We are definitely opposed to controls such as is brougbt forward by the bills 
S. 2645 and H. R. 6546. There is no excuse for rent control. 

May we ask that you help the property owner and please make the following 
changes in the law? We will refer to a collation of acts under the Housing and 
Rent Act of 1947 as amended. 

Page 19. The word ‘‘Governor’” should be changed to ‘Mayor’ or “Town 
Board President.” 

Page 25 (g) There should be inserted here as follows: Security deposits are 
permitted for keys $5 and for damage to furnishings and property up to $100. To 
guarantee leaving an apartment or house clean $10. All deposits to be returned to 
tenant at time of moving less charges or damages 
pa Page 30 (1) (c) Beginning with the words ‘In establishing any maximum rent’, 
should be changed to read as follows: ‘In establishing any maximum rent for any 
housing accommodations under this subsection, the President shall establish rent 
at the rent the units were renting for when the area is declared a critical defense 
housing area.”’ The local office intends to cut rents back that have been de- 
controlled. This is wrong and the above change should be made in the law. 
Congress should protect investors who have made investments on the basis of the 
decontrol section of law. 

Page 31 (1) We ask that the following sentence be removed from law: ‘‘That in 
any area where maximum rents are removed under the procedures provided in 
subsection (e) or (j) of this section, maximum rents may be reestablished after the 
expiration of 30 days on the determination and certification of the Secretary of 
Defense and the Director of Defense Mobilization, acting jointly.’”’ This is not 
fair to local authorities who vote for decontrol to have their work undone in 30 
days, or are threatened to be recontrolled. Please rip these words from the law. 

Page 32 (0) The words ‘“‘be increased to 120 per centum,”’ be changed to ‘‘be 
increased to 150 per centum’’. We need this increase here in Indianapolis, Ind. 
in order to improve old properties and eliminate slums. Will you help us? 

Page 38 (2) This paragraph requires that any person who rents to keep records. 
But the local office refused to accept rent receipts if tenant says he paid more than 
rent receipt calls for. A clause should be inserted stating as follows: ‘‘When 
tenant accepts a rent receipt for a certain amount of rent and that rent is legal, 
the tenant’s claim shall not be recognized by the Rent Stabilization Office’”’. 
Let’s stop this racket. Why punish all landlord’s for the sins of a few? 

Page 16 (d) It states that ‘“‘The President is authorized to issue such regulations 
and orders, consistent with the provisions of this title’. There is one regulation 
that should be changed. A tenant who does not put one nickle into my business 
is required to be put in as manager and tell me what I can get in rent for unit. 
This is wrong and the following should be inserted. ‘‘Anyone registering a unit 
for rent may do so without a tenant living in unit and the Rent Office must estab- 
lish a price whether or not a tenant lives in unit. Also Rent Stabilization Office 
shall tell the owner of a unit to be constructed what the rent will be when same is 
finished. 

SUMMARY 


. The word ‘‘Governor’” changed to ‘‘Mayor’” or “'Town Board President.”’ 
. Security deposits permitted. 
3. Decontrolled units to be recontrolled at rent at time recontrolled. 
4. If area is decontrolled it cannot be recontrolled in 30 days. 
5. All units rented on June 30, 1947, whether registered or not should be in- 
creased 150 percent. 
6. Rent receipts are to be recognized as final. 
7. A rental unit shall be registered without tenant living in unit. 
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SraTEMENT oF TigHE E. Woops, Drrecror or RENT STABILIZATION, IN Rep iy 
To TESTIMONY AGAINST THE ADMINISTRATION OF THE HOUSING AND RENT Act 


Criticism 


Rent advisory boards are not representative, particularly in the public members, 
and property owners have no voice in the selection of their representatives. 
Reply 

As you know, the law requires that members of rent advisory boards be ap- 
pointed from nominations made by the governor of the State. To maintain that 
property owners have no voice in the selection of their representatives on the 
boards, is equivalent to saying that the governors of our States pay no attention 
to the suggestions which are made to them by the people in their communities. 
I cannot believe that this is true. I know that there are many cases in which 
governors have accepted suggestions for nominations from local property owners’ 
organizations. 

Of course, it may be argued that governors merely nominate, and that the Diree- 
tor of Rent Stabilization may pick and choose from among the governors’ nomina- 
tions so as to “‘stack’’ a rent advisory board any way he pleases. It has been 
implied that this was done in the case of the Chicago Rent Advisory Board. 

Since this particular board has been singled out for attention, let us look at its 
history. In April 1948 Governor Green renominated all of the members of the 
Cook County Rent Advisory Board who were then serving, and made several 
additional nominations. With two exceptions, all of the persons nominated by 
the Governor were appointed. One of the nominees who was not appointed was 
a tenant representative and one was a landlord representative. These persons 
were not appointed because their appointment would have increased the number 
of tenant and landlord representatives out of proper proportion to the number of 
public-interest representatives on the board. I want to emphasize, however, 
that all of the public interest representatives nominated by Governor Green were 
appointed. In 1949 Governor Stevenson was advised that two public interest 
vacancies had occurred on the board. The Governor offered five nominees—all 
of whom he considered equally representative of the public interest—and two of 
these were appointed to fill the vacancies. In 1950 one of the tenant members 
resigned. The Governor nominated a replacement, and this nominee was ap- 
pointed. In 1951 a public-interest member resigned, and the Governor offered 
two nominees whom he considered to be equally well qualified. One of these was 
appointed. 

I cannot see how any responsible person can find fault with this record of 
appointments to the Cook County Rent Advisory Board. 

However, it has been suggested that the agency has made an effort—and has 
been successful in the effort—to obtain a board unfairly sympathetic to the 
viewpoints and interests of tenants. You will remember that last year I de- 
scribed to you the simplified plan that had been put in effect the previous year 
for giving small landlords relief from increased operating costs. I believe that the 
fact that rent advisory boards all over the country had recommended the adoption 
of this plan for their areas had much to do with the Congress inserting the per- 
centage increase provision into the 1951 rent legislation. It is highly significant 
that this plan was known as the Chicago plan, because it was initially devised 
and put into operation in Chicago at the request of the Cook County Rent Advi- 
sory Board. In view of this record of initiative and achievement, it is hardly 
fair to regard this board as being unfair to the property owners of Chicago. 


Criticism 

The law is being unequally enforced in different localities, depending on the 
whims and prejudices of the rent directors and rent advisory boards. 
Reply 

I would like to read to you the declaration of policy contained in the Housing 
and Rent Act of 1947, as amended: ‘Restrictions upon rents should be adminis- 
tered * * * under procedures designed to minimize delay in the granting of 
necessary adjustments, which, so far as practicable, shall be made by local boards 
with a minimum of control by any central agency.” 

I have conscientiously tried to implement this policy. In doing so, I have 
traveled across the country and back a number of times in the last 2 vears, holding 
meetings with members of rent advisory boards and with area rent directors. 
At these meetings I have emphasized again and again that we take the policy 
declaration of the act seriously. I have made it crystal clear to the board mem- 
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bers and to the rent directors that, so long as the recommendations of the local 
rent advisory boards are not in conflict with the law and the regulations, the area 
rent directors and their assistants must abide by the boards’ recommendations. 

1 am not surprised if the result of this policy has been that different answers 
are given to the same question in different communities. There is a good reason 
for that. Conditions, practices, and traditions differ from conimunity to com- 
munity. The members of the local advisory boards are imbued with the tradi- 
tions and practices of their own communities, and make recommendations which 
are consistent with those traditions and practices. For example, in one com- 
munity, the responsibility for painting and decorating has been traditionally 
vested with the tenant. Here, the board will rule, as a general matter, that if a 
landlord now paints and decorates an apartment, he has provided an additional 
service not contemplated by the present rent, for which he should receive extra 
compensation. In another community, where landlords have traditionally 
painted and decorated, the board will lay down a general operating rule that a 
landlord is not entitled to a rent increase just because he paints and decorates an 
apartment. In fact, the board may find that the tenant is entitled to a reduction 
in his rent, if the landlord fails to provide the customary service. 

This is the tvpe of administration of Federal rent control which I believe the 
Congress wants. I, have this feeling, not only because of the expressed wording 
of the congressional declaration of policy, but also because any number of Senators 
and Congressmen have told me of their gratifieation at the decrease in the number 
of complaints they have received from landlords and tenants since the program 
was placed under the trusteeship of the loca! rent advisory boards. I am proud 
that I have had an opportunity to help bring this type of administration.into a 
Federal Government program. 

Criticism 

The Office of Rent Stabilization has not administered the percentage increase 

provision of the 1951 rent legislation as it was intended by the Congress. 


Reply 

This charge was made by several of the witnesses who have appeared before 
this committee, in both general and specific terms. I would like to answer 
clearly each of the specific criticisms that have been made. Before doing so, 
however, let me give you a quick over-all statement of the actual results under the 
percentage increase provision. From August 1, 1951, through April 25, 1952, 
1,566,939 applications were received under this provision. All except 8,440 of 
these applications had been processed on April 25. Ninety-five percent of all 
the applications processed resulted in increases in rent. This fact in itself is 
clear evidence that the Ageney has given full and conscientious effect to this 
provision of the law. 

I think it will also interest the committee to know that large supplies of the 
necessary application forms were actually on hand in every area rent office in the 
country on the opening of business August 1, 1951. You gentlemen are aware, I 
am sure, of the work and time required to draw up, print, and distribute any 
printed form. This job—which ordinarily takes weeks—was accomplished 
within a matter of days, because I felt it was imperative to make it possible for 
landlords to begin charging these rent increases as soon as the new law took 
effect. 

Let me now turn to the specifie criticisms which have been made of the adminis- 
tration of this provision. 

* * * * * * * 

It has been implied that the Agency arbitrarily denied landlords the benefit of 
the full 20-percent increase contemplated by the law. 

Those who made this charge conveniently failed to quote one of the provisions 
of the law which requires that in making the 120 percent computation, account 
be taken of ‘‘any decrease required or requirable under this act for decreases in 
living space, services, furniture, furnishings, or equipment, or for substantial 
deterioration or failure to perform ordinary repair, replacements or maintenance.” 

This provision of the law has been carried out in the following way: In any case 
where a decrease in services is reported by the landlord on the application, or is 
later reported by the tenant after he receives his copy of the application from the 
rent office, the rental value of the decreased services, is—in accordance with the 
law—subtracted from the base rent (which is ordinarily the rent in effect on June 
30, 1947), and the new maximum rent is established at 120 percent of the resulting 
figure. This new maximum rent is made effective on the date the original appli- 








1348 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


cation was filed. However, in conformity with the expressed provision of the 
act, this computation is never permitted to result in a new maximum rent which 
is less than the maximum rent that was in effect just before the landlord filed his 
application. In any case where the equities appear to require the reduction of a 
maximum rent to a figure lower than this, an entirely separate proceeding is initi- 
ated in conformance with standards and procedural requirements which have been 
in effect since the inception of the rent stabilization program. 
* * * * * * * 

It has been charged that individual rent directors and rent advisory boards 
have acted arbitrarily by refusing to permit the percentage rent increase to go 
into effect until the landlord had performed services (such as painting and decorat- 
ing) which he did not previously perform and was not required to perform by the 
law or the regulations. 

In any individual case, the question as to whether or not there have been 
decreases in required services, or substantial deterioration, is determined according 
to the rules and standards which have been laid down for the particular com- 
munity by the local rent advisory board which serves that community. These 
rules are made locally, so that full account can be taken of local community 
practices regarding services and equipment provided, obligations for repairs and 
decorating, ete. These practices have, of course, historically, varied in different 
communities. However, it is understood that community practice is only a 
general guide. Conclusions based upon practices are only “‘rebuttable presump- 
tions,” and are not applicable to any individual case where the facts presented by 
either landlord or tenant show that the landlord’s practice on or immediately 
before the maximum rent date was to provide a particular dwelling unit with a 
higher or lower scale of services than was the general custom in the community. 

The manner in which this question has been handled in the northeastern New 
Jersey and eastern Massachusetts defense rental areas has been particularly 
questioned. The practices in these two areas have been completely consistent 
with the general description I have just given. For example, in the northeastern 
New Jersey defense rental area, the Rent Advisory Board found that it has been 
a general practice in the community for many years for operators of structures 
containing five or more dwelling units to provide some type cf painting and 
decorating service for their tenants. While the Board found that many landlords 
historically did not have a practice of painting at a fixed interval, it also found 
that practically all operators of such structures did paint and decorate upon change 
in tenancy or after the expiration of such a long period of time that the appearance 
of the units was deteriorating. More than 9 years had passed since the maximum 
rent date in this area, and it was the Board’s conclusion on the basis of the above 
findings, that there were very few landlords in the area who in 1942 would not 
have painted and decorated their apartments within a period of 9 years. 

Accordingly, the northeastern New Jersey rent advisory board recommended 
that the area rent director consider a decrease in a required service to have occurred 
in any case where a unit in a building containing five or more units had not been 
painted and decorated since 1942. The board further recommended that an 
exception should be made from this general rule in any instance where the landlord 
demonstrated that he had not painted and decorated prior to the maximum rent 
date, regardless of change in tenancy or the length of time his tenant had remained 
in occupancy. The area rent office has followed both of these reeommendations— 
not just the first one. 

As a matter of fact the rent advisory board set up a special procedure for oral 
hearings, where both landlord and tenant can be present to get at the facts in this 
very type of case. Since the beginning of December, over 500 individual cases 
have been heard by the board because of an appeal by the landlord or by the 
tenant. In every case where some practice of painting and decorating in or 
immediately prior to 1942 was not established, the board recommended that the 
full 20 percent be restored, and the area rent director immediately issued orders 
restoring the rent to that figure. 

There is further evidence that the board and the area rent office are being 
extremely conscientious in the handling of these cases. I would like you to know 
that, on its own initiative, the northeastern New Jersey rent advisory board 
recommended that its membership should be broken into separate boards for each 
of the nine counties in the defense-rental area, and that additional members be 
appointed to the new boards so that more time and attention can be given by the 
boards to determining the merits of these individual cases. These new board 
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have been created, and—with the cooperation of Governor Driscoll—their mem- 
bership is now complete. 
* * * * * * * 

It has been charged that the agency is not permitting ‘‘comparability” adjust- 
ments to correct inequities, and is not permitting percentage rent increases in addi- 
tion to previous adjustments, as Congress intended. 

The exact legal effect of the law on this point is rather technical, but I will try 
to explain it as simply as possible, using an example. Assume that, on June 30, 
1947, a unit was renting for $30 a month, while similar units in the rest of the 
neighborhood were renting for $385 per month. In 1948 the $30 rent was in- 
creased by the rent office to $35—comparable to the rest of the neighborhood, 
Under the percentage rent increase provision of the 1951 law, the new rent for 
this unit would legally be $36, whereas the rent for the other similar units in the 
neighborhood would be $42. This, of course, is inequitable. In the very first 
instruction on this subject which was received by our field offices on August 1, 
1951, this consequence of the law was pointed out, and the field offices were told 
to advise landlords who were caught by this quirk of the law to file petitions for 
relief under the other sections of the regulation. Early changes in the regulation 
and operating instructions were promised, so that these cases could be handled 
in an equitable manner. A few weeks later these instructions were issued to all 
of our offices. They make it very plain that, in the type of case illustrated by the 
above example, the rent must be adjusted to $42 under the comparability provi- 
sion of the regulation, even though the statutory provision only calls for a rent 
of $36. 

In our instructions to the rent offices we have even gone further than this. We 
have made it very clear that in any case where a maximum rent is less than 20 
percent of the rent for comparable accommodations on the maximum rent date, 
it should be increased that amount on petition of the landlord. This is not a 
requirement of the law. However, I believe it is consistent with the spirit of the 
law, and I therefore directed all of our offices to go ahead on this basis. 

* * * * * * * 


It has been charged that increases are being denied for capital improvements, 
on the ground that the 20-percent increase covers such adjustments. 

This charge, too, is unfounded. In September, all of our rent offices were 
instructed to make sure that the rent adjustments granted thereafter for capital 
improvements and increases in services and equipment be equal to at least 120 
percent of the original maximum rent date rental value. Note that this is a 
minimum figure for rent increases—not a maximum. Please note also that this 
instruction applies not only to improvements made prior to August 1, 1951, but 
also to improvements made in the future. In this respect again, we have gone 
further than the letter of the law requires because we think that the spirit of the 
law calls for this approach to rent adjustments. 

* * * * * * * 

Finally, it has been alleged that our administration of the percentage increase 
provision discriminates against owners who improved their property before 
August 1, 1951, and discriminates in favor of owners who did not make improve- 
ments until after August 1, 1951. 

As you know, the law requires that rent increases ordered for capital improve- 
ments before August 1, 1951, be included in the base rent figure to which the 20 
percent is applied. As I have just explained, by administrative action we have 
increased our scale of rent adjustments for improvements to at least 120 percent 
of the maximum rent date rental value. Thus, for a genuine capital improve- 
ment, the outcome is not affected by whether the work was done before or after 
August 1. In his testimony Mr. DuLawrence talked about ‘‘non-capital im- 
provements.’’ I am not sure exactly what kind of work he was talking about, 
but it appears that he was thinking primarily about repair and maintenance work 
such as tuck-pointing, roof repairs, etc. In general, we consider the expenses 
for this kind of work to be simply a part of the over-all costs of operating the 
property. On this basis, it would make no difference whether an owner did this 
work before or after August 1. In either case the landlord would have to show 
that the reut increases he had previously received for increased costs were not 
sufficient to cover the actual increase in his expenses to date. Only upon such 
a showing, in either case, would a further rent increase be granted in addition to 
the 20 percent increase. There are cases, of course, where a major rehabilitation 
of a property constitutes more than ordinary repair and maintenance and amounts 
actually to a capital improvement. Wherever an area rent director—under the 
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ground rules laid down for him by the local Rent Advisory Board—finds that this 
is the case, the rent is increased on the basis of a major capital improvement. 
As I have just explained, under our administrative policies such adjustments 
produce the same effects regardless of whether the work was done before or after 
August 1, 1951. 


Criticism 
Rent adjustments have been completely inadequate when the increased cost of 
operation and the decreased purchasing power of the dollar are considered. 


Reply 

I can assure the committee that every effort has been made to compensate 
landlords for increases in their operating costs. In the year 1951, rent adjustments 
were granted on over 620,000 rental units for the relief of increased operating costs. 
These adjustments averaged 19 percent of the previous maximum rents. It is 
very significant that of this number, 165,000 were approved after the 20-percent 
increase provided by Congress last summer went into effect. In the first 4 months 
of 1952, 126,000 additional adjustments of this type were made. Thus, over 
291,000 adjustments have been made for the relief of increased operating costs in 
excess of the 20 percent provided by law, because a 20-percent increase over 1947 
rents had not been sufficient to compensate the landlord for his increased cost of 
operation. 

It may be asked—what has been the net effect of the increase in costs on the 
one hand, and the increase in rents on the other? Surveys were made by this 
Agency in 1950 and 1951 of over 42,000 dwelling units in 13 cities. These surveys 
are the most comprehensive studies of residential rental property operation that 
have been made in recent years. They were carefully planned to be as repre- 
sentative as possible of all types of property and of all types of operators. Much 
of the data included in these surveys was secured from the records maintained by 
professional real estate operators and real estate agents—many of whom are 
members of the National Association of Real Estate Boards. 

These surveys clearly reflect the very significant increases that have oecurred 
in the costs of fuel, building mate rials, labor and taxes. However, they also show 
that earned rental income has increased even more than expenses. This is due 
partly to the almost complete elimination of vacancies, and partly to the realistic 
adjustments in maximum rents which have been made in recognition of the in- 
crease in operating expenses. The result has been that net operating ineome— 
that is the amount remaining to the landlord after paying all of his operating 
expenses but before debt service—had increased between 1939 and 1950 by more 
than 44 percent for large structures, and by more than 34 percent for small 
structures. The last year covered by this survey ended before the 20 percent 
adjustment provision was put in the law. The evidence available to us indicates 
only a small increase in operating expense since that time, and it is therefore reas- 
onable to conclude that the effect of the 20 percent adjustment provision has 
increased the landlord’s uet operating income by an even greater amount. 

In answering the question—what has happened to the purchasing power of the 
income the landlord gets from his rental property—account must be taken of two 
additional facts. The ‘‘net income’? which the landlord has for the purchase of 
his own food, clothing, shelter, etc., is the difference between his net operating 
income and the cost of debt service (interest and amortization). Moreover, so 
long as a property does not change hands, debt service is usually a constant an- 
nual amount, and does not increase or decrease even though the prices of commodi- 
ties and services are changing. 

On the basis of these facts, it is inevitable that ‘‘net income” has increased even 
more markedly than has net operating income. This result is attested by the 
continued increase in the sales prices of residential real estate. A feature article in 
the January 21, 1952 issue of the Wall Street Journal calls attention to the favorable 
yield of rental prope rty under rent control: 

“These three incidents highlight the story of the newest boom spreading across 
the country—a rush to buy income- -producing real estate. It covers nearly all 
types of property—office and loft buildings commercial structures and hotels and 
apartments. 

‘“‘Veteran real estate men say they can’t recall a time when the demand for 
property was as great as now. Listen to Lawrence B. Elliman, Sr., who has been 
active in New York realty circles since 1897. He says: 

“Competition for real estate today is terrific; I can’t remember when it has 
been so keen.’ 
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“Robert Dowling, president of City Investing Co., which owns and operates 
buildings in New York, Detroit, Syracuse and Washington, echoes Mr. Elliman’s 
sentiments and adds: 

‘““*«T have never seen so much money around for investment in real estate as 
there is today.’ 

“What’s behind this latest real estate rush? One of the most important factors, 
say property experts, is the relatively high return buyers can get on their money. 
‘Yields of 8, 10, 12 percent and more are not unusual in real estate,’ Says one 
realtor, who adds: ‘Where else can you get that kind of return these days? 

“He points out that these earnings are under rent control conditions. As 
controls are relaxed, and most realty men think they be thawed gradually, 
investors should be able to earn an even greater return on their investments—or 
so goes the argument of real estate fraternity.” 

On the basis of the foregoing it can be safely concluded that since 1939-40 
there has been no significant reduction in the purchasing power which the vast 
majority of landlords derive from their rental property. 


Critictsm 
The improvement of property is discouraged, and deterioration of rental hous- 
ing is permitted, by failure to give adequate and realistic rent increases. 


Reply 

When the 1940 census was taken, information was secured on the number of 
housing units which needed major repairs. In 1947 the Census Bureau made a 
survev of 35 metropolitan areas which were under rent control, and the results 
of this survey are comparable to the 1940 census figures. 

The survey showed that the percengage of units (both owner- and tenant- 
occupied taken together) which needed major repairs decreased from 14.1 in 1940 
to 7.9 in 1947. This is the most recent direct information which is available on 
this point. 

However, it is clear from the record of rent adjustments which have been made 
in the past few years, that the rent stabilization program cannot be contributing 
to the deterioration of rental property and is not standing in the way of property 
improvement. Since October 1950, rent adjustments were ordered because of 
major capital improvements or additions of services, furnishings and equipment, 
for approximately 550,000 dwelling units. These rent increases have averaged 
$6.68 per month or 18 percent. Currently such inereases are being approved 
at the rate of 35,000 per month. (Reference has been made to adjustments of 
27 cents and 50 cents. Rent increases of such small amounts are made only in 
cases where the improvements made to the property are not substantial. In 
normal times most landlords would not even consider changing the rent when 
they make such minor improvements. However it has been our policy to grant 
an adjustment in maximum rent in these cases, if the landlord requests it.) 

I would like to emphasize that all of the rent-adjustment schedules, being used 
by the rent offices in connection with capital improvements and increased services 
and equipment, have been drawn up by—or at least approved by the loeal rent 
advisory boards. This has not been a ‘‘one-shot” affair; on the contrary we have 
insisted that rent advisory boards periodically review these schedules to make 
certain that they are realistic and that they conform to changing conditions. Let 
me give you a few examples from the adjustment schedule which has been drawn 
up and approved by the Baltimore, Maryland Rent Advisory Board: 

For the installation of a standard 3-piece bath, the monthly adjustment is 
$5, plus an additional $5 for every thousand dollars the installation costs the 
landlord. 

For the installation of electric wiring or fixtures, the monthly rent adjust- 
ment is $1 per room, plus $5 for every thousand dollars the installation costs. 

For furniture, the monthly rent is increased by an amount sufficient to 
amortize the cost of the furniture over a 3- to 5-year period, plus $5 per month 
for every thousand dollars the furniture costs. 

These, I submit, are rent adjustments which should make additional investment 
in property improvement very attractive. 

The National Association of Real Estate Boards, in its official publication, 
Headlines, endorses this view: ‘‘Don’t be afraid to invest additional funds in 
sufficient amount to do the job properly when you are remodeling well-located 
property,” is the advice of Realtor Don H. Fisher, Columbus. Letting us in on 
the bookkeeping, Mr. Fisher reports that total monthly rent of a 14-room struc- 
ture in its neglected condition was $90. Rehabilitation increased this to $365 
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per month—before and after rentals being under rent control. Rehabilitation, 
says Mr. Fisher, ‘‘can save many houses that have all city improvements and 
convenient transportation from becoming slums.”’ 

In conclusion, I would like to suggest a message for any operator of rental 
property who feels that the rent adjustments being granted for improvements in 
his area are inadequate. He should call upon his rent advisory board, and 
discuss the problem with the board members. Most of the members are not 
experts in real estate management, but at least one of them—the landlord mem- 
ber—is. And all of them are fair-minded people who want to see their community 
improved. 1am sure that these boards will pay serious attention to any evidence 
that their rent adjustment schedules are unrealistic, and I guarantee that any 
modifications which the boards recommend will be accepted and placed in effect 
by the area rent director. 

Criticism 

Rent offices require that applications be filled out strictly according to rules 

and regulations. Failure to do so results in denials, in spite of the equities. 


Reply 

I am keenly aware that many of our people—particularly the nonprofessional 
landlords—have difficulty in filling out complicated Government forms. You 
will recall that last year when I appeared before you I showed you samples of 
some of our forms as they were several years ago—lengthy, complicated, and 
closely printed, and the new forms which we had recently devised for the same 
purpose—which were much simpler, shorter and much easier to fill out. We 
have not stopped in our efforts to further simplify our forms, and have made a 
number of changes in the past year which, while not as dramatic as those I showed 
you last year. are improvements nevertheless. Furthermore, I am happy to 
report that the simplicity of arrangement and expression of the form that has 
been most used this past year—the landlords’ application for the percentage rent 
increase—has drawn compliments from any number of landlords and property 
managers in different cities of the country. 

The best forms, however, are too difficult for many of the people with whom we 
do business. Accordingly, more and more emphasis has been placed during the 
past year upon selecting and training the best of our personnel to act as consult- 
ants in assisting landlords and tenants to fill out the necessary papers. Particular 
recognition has been given to the fact that the job of these consultants is a most 
important one and a difficult one, and the Civil Service Commission has within 
the past few months revised the classification of this type of position in our office. 

With all of this, there are still the cases that come to the office improperly 
prepared. I have insisted that the rent offices take a very sympathetic view 
toward these cases. They must be processed on the merits and on the equities 
if the information is there, regardless of whether the i’s are dotted and the t’s 
crossed. And if the necessary information is not there, every effort must be made 
to obtain it before the case is passed on. 

There are still instances, of course, where hardship occurs because & paper 
filed with the office did not give all the facts or did not put them in their proper 
perspective. I regret these cases, but I take great satisfaction in the knowledge 
that their number has significantly decreased. 








Criticism 
The fair net operating income formula devised by ORS does not carry out the 
intent of the Congress. 


Reply 

I would be less than candid if I told this committee that I was completely 
satisfied with the fair net operating provision. It has been said that the petition 
is difficult to prepare, particularly for nonprofessional landlords, and that it 
required records which many landlords do not have. Both of these statements are 
true. However, it must be remembered that the basic concept of the fair net 
operating provision is based on figures—income, operating costs, and depreciation. 
I cannot conceive of any adjustment provision dealing with net operating income 
that could eliminate the necessity of these figures or the necessity of the landlord 
having some records from which he can get these figures. This inkerent difficulty 
in the fair net operating income provision was one of the most inrportant reasons 
prompting the agency to liberalize its procedures and standards for the relief of 
increased operating costs, and was one of the factors which caused so many of the 
rent advisory boards to recommend the adoption of the small-landlord plan which 
was described to you last year. 
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However, it has been alleged that even where landlords have complete records, 
they do not get the treatment which Congress intended they shou!d receive when 
it put this provision into the law. 

* * * * * * * 

For instance, the objection is made that our regulation does not provide for a 
“proper return based on sound economiecs.”” You will recall that in 1949 this 
committee and the House Banking and Currency Committee attempted to devise 
a standard to guarantee a fair return on fair value. So many theoretical and 
practical difficulties were encountered, that the attempt had to be abandoned. 
Therefore the conference committee wrote into the law a ‘‘fair net operating in- 
come”’ provision—rather than a ‘fair return on fair value’’ provision. You will 
also recall that after we had worked out the basic cutline of the fair net operating 
income provision for the rent regulations, we took it back to the members ofthe 
conference committee and secured their informal endorsement of it. Thus I am 
confident that—although this provision does not necessarily assure a fair return 
on fair value—its basic approach is consistent with the intent of Congress. 

* * * * * * * 

The complaint is made that interest is not allowed as an operating expense. 
Of course, under accepted accounting practice for real estate operations, interest 
on mortgage indebtedness is never considered an operating expense. This fact 
was recognized by an exchange on the floor of the Senate between Senator Spark- 
man and Senator Donnell when the conference report was being discussed on 
March 29, 1949. Senator Sparkman made it clear that the committee intended 
that an allowance be made for depreciation, but that amortization and interest 
on mortgage indebtedness be excluded. 

* * * * * * * 

It has been stated that the amount allowed for depreciation is less than the 
amount allowed by the Bureau of Internal Revenue. The allowance for deprecia- 
tion was one of the most difficult things that had to be decided when we were 
designing the fair net operating income provision of the regulation. Ordinarily, 
depreciation is a direct result of two factors—the cost of the property and the life 
expectancy of the property. Of course, while rents have been controlled, sales 
prices have not. Thus, if depreciation were related directly to acquisition cost 
in the ordinary way, different depreciation allowances would have been made for 
identical properties which were purchased or built at different price levels. More 
important, however, is the fact that future sales of property at higher price levels 
on an uncontrolled sales market would have resulted in ever-increasing deprecia- 
tion allowances, and ever-increasing Maximum rents. Thus, the ability to sta- 
bilize rents would have been lost because of increased depreciation allowances 
based upon continually increasing market prices. So it was apparent that—wnile 
the depreciation allowed by the Bureau of Internal Revenue should be allowed 
for the purpose wherever possible—some ceiling had to be placed upon this allow- 
ance. The ceiling selected was the average of all the depreciation entries reported 
by the properties included in the sample accounting survey upon which the fair 
net operating income formula was based. These ceilings are 21 percent of gross 
income in the case of small structures, and 16 percent of gross income in the case 
of large structures. 

* * * * * * * 

An example has been given of a case in which the fair net operating income 
provision would not produce an increase in maximum rents, even though the net 
operating income amounted to only 2.7 percent of the cost of the property. 
From this example, the conclusion was drawn that- under this provision of the 
law it is impossible for owners to pay their mortgage interest, and that owners of 
mortgaged property are losing it through foreclosure. The example given is an 
unrealistic one in that the relationship between the cost and gross rental income 
is out of line. In 1942, a homespun appraisal method—but one used widely by 
buyers and sellers of small apartment buildings—was a ratio of about six times 
the annual gross rent in order to establish sales price. In this hypothetical ex- 
ample, either the cost figure used is too high—or the rents were definitely below 
the rent generally prevailing for similar accommodations and would long since 
have been increased by the rent office. 

It is completely misleading to allege that the rent stabilization program is 
forcing owners of mortgaged property to lose their properties because of their 
inability to pay the normal cost of financing. According to the Home Loan 
Bank Board, nonfarm real estate foreclosures in the United States totaled only 
18,141 in 1951. Sinee 1926, there have been only 6 years (all of them years in 
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which the rent stabilization program has been in effect) in which foreclosures were 
lower than they were in 1951. As Roy Wenzlick, leading real estate economist, 
put it in his publication Real Estate Trends on January 31, 1952: “Strangely 
enough, the postwar peak in foreclosures was near an all-time low. It’s hard to 
imagine fewer than 7 foreclosures per 100,000 families. Nevertheless, the index 
has moved lower and hit a virtual bottom of 5 foreclosures per 100,000 families in 
the middle of 1951.” 


Criticism 

The Office of Rent Stabilization, in collecting treble damages from landlords 
who have overcharged, has discriminated against large professional landlords and 
in favor of small landlords. 


Reply 

In settling overcharge cases, the agency always acts within the specific but 
discretionary powers of the act. It is the policy of the agency to request treble 
damages, as provided by the law, in cases where the landlord willfully violated 
the law, but to request only simple restitution of the overcharge in cases where 
the landlord was not willful. It is our considered judgment that it would be 
harsh and inequitable to assess damages against nonwillful violators. 

It has been our general experience that the professional real estate operator, or 
the landlord who owns many rental units, knows his obligations under the law, 
and when he violates these obligations he does so willfully. There are of course, 
occasional exceptions to this statement, and in these cases damages are not 
requested. 

On the other hand we have found in innumerable eases that persons who own 
only one or two rental units—particularly persons of advanced age--do not know 
of their obligations under the law, and violate the law without intending to do so. 
We do not request damages from such violators. Occasionally, there is an ex- 
ception here as well, and a small operator does know his obligations and wilfully 
violates them. In such cases damages are requested. 

Admittedly, the determination of “‘willfulness” is frequently a close and diffi- 
cult question. In this regard two facts are significant. If the violator is not 
satisfied with the fairness of the rent director’s judgment he may appeal to his 
rent advisory board, and so have the benefit of the judgment of a representative 
group of his fellow citizens. Furthermore, no landlord is required to make 
settlement with the rent office; if the landlord so desires, the merits of the case 
may always be tried in court. 


Criticism 

The agency is charged with a ‘‘disdain for fair and equitable enforcement of 
the law.”’ 
Reply 

This accusation is based upon an incomplete quotation from a summary of the 
discussions which took place at a meeting which I held with some of our rent 
directors late this winter. This summary was prepared by one of the rent 
directors for the guidance of his assistants. It was intended to reflect—and I 
am sure it was so understood by the director’s assistants—the sense of the meet- 
ing that in any instance where there is doubt as to whether a violation should be 
referred to our attorneys for court action, the case should be referred to the local 
rent advisory board. The board would then judge whether the case should be 
brought to court, or whether the circumstances were extenuating and did not 
justify a suit by the Government. 


Criticism 

The Office of Rent Stabilization has delegated its official powers and duties to 
interested private groups. 
Reply 

A survey of violations of the rent stabilization law was made last winter in the 
city of Chieago by the CIO, on the initiative of that organization. This survey 
was not “‘authorized’’ by the Office of Rent Stabilization, nor were any powers 
delegated by this agency to the CIO. The rent office merely cooperated with the 
CIO, in that it reeeived any evidence of violations developed by the survey. 
However, in each case of an alleged violation, the rent office thoroughly investi- 
gated the matter before taking any action, and in all cases where the survey 
reports were found to be erroneous no action whatsoever was taken, 
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The rent stabilization program is of great importance to landlords and to 
tenants, as well as to organizations which represent or are interested in the wel- 
fare of these groups. Accordingly we have always accepted the cooperation of 
such organizations, but we have laid down the same rule for everyone—we welcome 
your cooperation, but if you believe that you have found anything that requires 
official action you must bring it to us and it is our job to check it and to take action 
if action is required. 

Criticism 

Rent stabilization has been prolonged for reasons which bear no relation to 
its proper purpose. The cities of Minneapolis and Pittsburgh are cited as ex- 
amples. 


Reply 

In 1940, according to the United States Census Bureau, the gross vacancy 
ratio in Minneapolis and Pittsburgh were 3.26 and 2.62 respectively. In 1 1950 
the gross vacancy ratios were only 1.62 and 1.42. More recent information is 
not available for Pittsburgh, but a complete survey of rental vacancies was made 
by the Office of Rent Stabilization in Minneapolis in April 1952. Queries were 
addressed to 13 leading realtors and property managers, and all classified adver- 
tisements in the Minneapolis “Star” and ‘‘Tribune”’ were tabulated for the period 
April 13 through April 19. In this city of 521,718 people there were only 127 
family dwelling units that were vacant and available for immediate occupancy. 
Of this group, all but 37 were one- and two-room units, and in 10 of the 37 units 
children were prohibited. Of the remaining 27 family-size units, four rented for 
$73 per month, 12 rented between $85 and $100 and 7 rented at more than $100. 


2c Ricut oF a LANDLORD TO A JuRY TRIAL IN AN ACTION UNDER THE HovusING 
AND Rent Act oF 1947, As AMENDED, FOR INJUNCTION, RESTITUTION, AND 
SratuTory DAMAGES 


The seventh amendment creates no right of trial by jury. In suits at common 
law, where the value in controversy exceeds $20, the amendment provides that 
“the right of trial by jury shall be preserved.’’ The seventh amendment to the 
Constitution thus restricts or preserves the right of trial by jury “‘in suits at 
common law,’ and rule 38 of the Federal Rules of Civil Procedure preserves such 
right to jury trial ‘‘as declared by the seventh amendment or as given by a 
statute of the United States.” 

Construing the seventh amendment, it has been held that a landlord has no 
right to a jury trial in an action under the Housing and Rent Act as amended for 
injunction and restitution since these are e quitable remedies, and sinee a defendant 
at common law had no right 9 a trial by jury in an equitable suit (McCoy v. 
Woods, 177 F. 2d 354 (C. A. 4); Orenstein v. U. S., 191 F. 2d 184 C. A: W 
Tanimura v. ULS., F. 2d (C. a 9), decided March 6, 1952, not vet 
reported; see, too, Block v. Hirsch, 246 U. 135, 158.) 

Moreover, it has been held that the seve ath amendment has no application to 
cases where recovery of money damages was an incident to equitable relief 
(National Labor Relations Board v. Jones & Laughlin Steel Corp., 301 U.S. 1, 48). 
In view of these decisions, it is clear that a landlord has no right to trial by jury 
in an action for injunctive relief and restitution of rental overcharges under the act. 

The next question that arises is whether a landlord has a right to a trial by 
jury, and, if so, to what extent, where he is sued for injunction, restitution, and 
statutory damages. Recently the Court of Appeals for the First Circuit gave 
extended consideration to this problem in a decision for the Court by Chief Judge 
Magruder in Orenstein v. U.S. (191 F.2d 184(C.A.1)). Inthat case the Court held 
as follows: (1) that there was no right to a trial by jury on the equitable claim of 
the Government for injunction and restitution; (2) that the landlord had a right 
to a trial by jury so far as the statutory damage claim was concerned; and (3) 
where the Government joined in one action a claim for injunction and restitution, 
together with its claim for statutory damages, it was within the discretion of the 
trial court to try first either the equitable claim or the legal claim for statutory 
damages. If the trial court decided to try the equitable claim first, then its 
findings as to whether there was a violation and the amount of the overcharge 
would be binding upon the trial of the Government’s claim for statutory damages, 
leaving for the jury solely the question as to whether the defendant had willfully 
violated the act so that damages may be multiplied. More recently the Court of 


1 Rents could not be ascertained for two units, and two units lacked private bath and toilet facilities. 
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Appeals for the Ninth Circuit followed the decision and reasoning of the Orenstein 
case, in holding that the “trial judge wisely decided to go immediately to the 
equitable issues.” (See Tanimura v. U. S., — F. 2d — (C. A. 9), decided March 
6, 1952, not yet reported.) In the Tanimura case the trial court had found that 
the defendant had violated the act by accepting overcharges, but had concluded 
that the landlord’s conduct was free from willfullness and negligence. Since the 
trial court found that neither willfullness nor negligence was present, it limited the 
recovery to the precise amount of the overcharges unlawfully exacted from the 
tenants. Under the principles of the Orenstein decision there was, therefore, no 
issue remaining for a jury. Accordingly, the Court of Appeals held that denial of 
a jury under the particular facts of the case was harmless error. This was so, 
because the defendant could not have fared any better with a jury than he had 
at the hands of the trial court, and possibly the defendant might have fared worse 
if the jury had brought in a verdict that the defendant was either willful or negli- 
gent in violating the act. 

It is our opinion that the Orenstein and Tanimura decisions correctly state the 
prevailing law and the policy of the agency. There are no decisions of appellate 
courts to the contrary. 
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WEDNESDAY, MAY 21, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Brent Spence, 
chairman of the committee, presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Fugate, 
Barrett, Wolcott, Kilburn, Cole, Nicholson, Widnall, and Betts. 

The CHAIRMAN. The committee will be in order. 

We have with us this morning Mr. Martin, Chairman of the Federal 
Reserve Board, along with Mr. Evans and Mr. Noyes. 

We are always glad to have your views, gentlemen, on these im- 
portant questions affecting the Federal Reserve. We are very glad 
to have you with us this morning. 

Mr. Chairman, and gentlemen, you may proceed as you please. If 
you have a prepared statement, you may insert it in the record. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
ACCOMPANIED BY R. M. EVANS, MEMBER, BOARD OF GOV- 
ERNORS OF THE FEDERAL RESERVE SYSTEM, AND GUY E. NOYES, 
DIRECTOR, DIVISION OF SELECTIVE CREDIT REGULATION, 
FEDERAL RESERVE SYSTEM 


Mr. Martin. No, Mr. Chairman, I have no prepared statement. 
I am willing to proceed any way you wish. I can give you, in a 
general way, what our thinking is at the moment. I do not want to 
appear to be satisfied with the picture, I do not think we can ever 
be completely satisfied, but we do have, at the present time, high 
levels of production, high levels of consumption, and generally speak- 
ing our economy is in balance and there has been no undue pressure 
on the price level. The purchasing power of the dollar has been 
maintained reasonably stable for the past year. 

Therefore, I feel that we have made real progress, because our 
armament program has expanded and shortages in civilian goods 
have diminished to the point that we felt justified in removing the 
voluntary credit restraint program and suspending regulation W. 

We are at the present time studying very carefully regulation X. 
The Board, as you know, works very closely with Mr. Foley, of the 
Housing Administration, in that matter, and we have not yet reached 
a decision on what we think ought to be done. We are surveying 
the real estate credit situation from every angle and will make as 
wise a decision as we can. 
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I have nothing really to add to that, Mr. Chairman, and would 
be glad to have you question me as you see fit. 

The CuatrmMan. What effects have resulted from the suspension 
of the voluntary credit controls, and the suspension of regulation W? 

Mr. Martin. We feel it is too early to be confident of what the 
ultimate effeet of the suspension of the VCR program and regulation 
W will be, but there has been some increase in financing, some loans 
made that probably would not have been made if the voluntary credit- 
restraint program were still in existence. We have not yet received 
any figures that indicate that there has been a marked upswing in 
lending resulting from the suspension of the voluntary credit-restrain- 
ing program. 

Regulation W was suspended the afternoon of May 7, and this is 
May 21. Two weeks is hardly a sufficient time to gage it, but we 
have not yet seen any indication that it is going to result in a wild 
splurge of purchasing, and I have been rather pleased that several of 
the suppliers have taken a very constructive attitude toward this and 
have been running advertisements pointing out that easy terms are 
not always what they appear to be, that after all, this merchandise is 
not being given away and that vou have to pay for it ultimately. If 
you pay more than you can afford, it is a burden to you, but if you 
pay less than you can afford, you are paying more in financing charges. 
That type of advertising, and that type of appraisal of the situation 
has, I think, been very salutary. 

The CHarrman. Will not the restraints on credit largely take care 
of those things? Bank credit? 

Mr. Martin. In an over-all sense, we think that they are in a 
position to take care of it today. That is why we felt justified in 
relaxing both of those programs. 

The CHarrMan. It would be to their interest to take eare of it, 
and they know it. 

Mr. Martin. That is correct, sir. We would, of course—and that 
has always been our position—like to see these business decisions 
made in accord with the dictates of the market as far as they reason- 
ably can be made, and a return to normal business conditions. 

The CHatrmMan. Would not those same arguments apply to the 
suspension of regulation X largely? 

Mr. Martin. In a very broad sense, they would, but we have felt 
that we should go very carefully with regulation X, because of the 
fact that it involves housing, where there can be speculative com- 
mitments in advance, and where at the present time there is no 
indication of a depression of any sort in the housing industry. 

In the month of April the housing starts were ‘between 105,000 
and 110,000—almost a record month, and we feel that we should 
view that very carefully, particularly with respect to the impact on 
veterans housing and on liberalizing of terms through the Federal 
Housing Act, and that we should consult very carefully with Mr. 
Foley to see that we are not in any way sponsoring or stimulating 
building speculation. 

That is the reason why we have gone slowly on that. We also went 
slowly, I might say, on suspending regulation W. We felt that we 
ought to be very careful about reaching a judgment on that type 
of thing, and apply as much common sense as we can to it, 
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I might just: say parenthentically that I think all of us, Congress, 
the Federal Reserve Board, the people, everybody, have had a little 
bit of tendency to exaggerate the importance of these controls, one 
way or another. They are fire-fighting equipment—I am talking 
about the selective controls now, and they should be used judicially. 
They are not cure-alls for quality, production, and proper pricing, and 
the laws of supply and demand. They are just safeguards that you use 
in time of emergency and stringency, and we must not get the idea 
that if we take off controls, that we just automatically create business, 
and that that will solve all of owr problems. 

I think we have to keep a real perspective, real balance, and real 
judgment, on the use of these controls. And I only advocate them 
as fire-fighting equipment, as a stand-by force, and I think they ought 
to be administered with flexibility, very judicially and carefully, and 
they should only be used in time of emergency. 

The CHatrMan. How well were the voluntary controls carried out? 
Were they adhered to? 

Mr. Martin. We think that the voluntary credit restraint program 
was remarkably successful—more so than I thought it would be at its 
inception. 

When I say that, I recognize that a lot of institutions and banks 
were loaned up at the time it started. We had increased reserve re- 
quirements. Some of the almost insatiable desire for goods had been 
satisfied, and the voluntary credit restraint program came in at a 
strategic time, just about the time of the Federal Reserve-Treasury 
accord. Even so, I think it was a remarkable achievement in coopera- 
tion between the business financing community and the borrowers, and 
had a very real educational impact on the community. It resulted 
in deferring a lot of playgrounds and amusement enterprises and 
projects that we will want ultimately to have, but which were com- 
peting with the defense program at that time, and which I think 
should be deferred until a more appropriate time. 

[ believe that the program was, on the whole, quite successful. 

The CuatrmMan. Thank you. Mr. Brown. 

Mr. Brown. I have no questions at this time. 

The Cuarrman. Mr. Cole. 

Mr. Cote. Mr. Martin, what were the prime considerations in 
placing regulation X and regulation W into effect? By that I mean, 
what were your first considerations? The control of inflation, or the 
control of speculation in commodities? 

Mr. Martin. Well, I think those two could go together, Mr. Cole. 
But I see what you are driving at. I think our interest in it was in 
the credit control aspect, and not the trade practice aspect. 

Mr. Cote. However, you do give some consideration to the supply 
of commodities in connection with regulation W? 

Mr. Martin. We do indeed, because when we found that there 
were no important shortages we suspended the regulation. We might 
have been wiser to have taken regulation W off sooner, but we wanted 
to be sure that we had carefully evaluated the situation in all areas 
of the country before we did it—and when we found that there were 
no items covered by regulation W that we thought were seriously 
in short supply, that was one of the factors in taking it off. 
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But the over-all factor was that the supply of money, the credit 
supply, was in balance, and, working with the Treasury we had, 
succeeded in reducing monetization of the debt to virtually nil. 

Mr. Coxe. In any event, probably you should not take into con- 
sideration very importantly the question of speculation in building, 
should you, in connection with the retaining or relaxing of regula- 
tion X? 

Mr. Martin. We should only take it into consideration in relation 
to the whole picture. 

Now the one thing in building—Im not a building expert and | 
do not want to pose as such, but as one who has followed the credit 
picture for a long time, we want to be careful that we do not unduly 
stimulate building, because building has caused a lot of trouble in 
depressions in the past, as well as in recessions. 

I do not say for one moment that we are taking that fully into con- 
sideration, but it would be a little bit different if we were baving 
40,000 housing starts in April instead of the near boom that we are 
having in housing. 

Mr. Cote. In other words, you are also considering the possibility 
of overbuilding? 

Mr. Martin. We are. 

Mr. Coie. And that is what vou mean by speculation? 

Mr. Martin. That is true. 

Mr. Coie. That people may build unwisely, and overexpand the 
building program? 

Mr. Martin. That is right. You see, our problem in this, Mr. 
Cole, the regulations have to do with the person who purchases the 
home, or the person who purchases the automobile, as well as with the 
manufacturers and the producer, and I think we have got to keep 
a balance there. If there is not an oversupply, if there is no housing 
shortage in a given area, the price mechanism ought to be one way of 
making the housing available. 

It is not that I do not want the builders to make a profit and the 
housing people to do well, but I think that these terms that we are 
talking about are not always as easy as they sound, because nobody 
is giving anything away in this business. 

Mr. Coie. No, I am well aware of that. 

Now, could it be possible that in your statement with respect to 
the number of housing starts last month, that proper consideration 
has not been given to the starts of low- and medium-priced homes? 
In other words, regulation X does affect the starts of low- and medium- 
priced homes, does it not? 

Mr. Martin. Yes. 

Mr. Cour. Could it be that we are channeling the building of higher 
priced homes into the market? Through regulation X, that is? 

Mr. Martin. Well, that is one of the factors to be considered, but 
we are working very closely with Mr. Foley on that problem, right at 
-the present time, and not everybody has the same evaluation of the 
picture. 

Mr. Cour. I realize that and I am trying to come to grips with the 
problem of whether or not it is a problem of expansion of the homes 
themselves, or a question of control of the credit. 
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If it is a question of control of credit, that is one thing. Irrespec- 
tive of who takes the credit, the Government is interested in restrain- 
ing credit in an inflationary period. 

On the other hand, if it is a control of the number of starts of homes 
to prevent over-expansion of home building, then we should take into 
consideration whether or not we are restricting types of homes which 
we do not want to restrict. Or to put it this way, that we are re- 
stricting low-priced homes. Do you get my distinction? 

Mr. Martin. I get it very clearly and I think it is a very real one. 

Mr. Coun. I am concerned about that. 

Now, will you give me your idea of the impact upon inflation which 
regulations X and W have? How important are they in the struggle 
to prevent inflationary spirals? 

Mr. Martin. Why, I think they are relatively unimportant. 

Mr. Cour. Relatively. 

Mr. Martin. Relatively unimportant. I used the analogy of a 
fire because I have seen one or two fires that have interested me. | 
saw one fire once, where we were trying to build a fire to keep warm 
and it spread over the whole place, and we had to run around every 
place getting the fire down to a size that we could get warm by without 
destroying everything around us. 

Now, I think that when we went into this post-Korean situation, 
immediately after Korea, and everybody went on a buying binge, 
it was necessary to use all of the fire-fighting equipment that we had, 
and all the weapons in our arsenal. We still are uncertain as to the 
impact of the defense program, of the international situation, but at 
that time I think it was important—much more important than it is 
now—to have these auxiliary controls. 

Today, I think that we must not exaggerate the importance of 
regulation W, regulation X, and the voluntary credit restraint pro- 
gram, because I think the production of the country is moving along 
in a very important way. 

Now, all of that has to be measured against an estimate of the 
impact of the defense program, whether it 1s going to accelerate, and 
on that I confess to you that I have struggled with it, as | know you 
have, and I would not want to make a prediction. 

That is why I would like to have this fire-fighting equipment, to 
use my illustration, as auxiliary equipment. The extent to which I 
would want to use it is very limited. At the moment we are struggling 
with the problem of regulation X. Voluntary credit restraint and 
regulation W, at the moment, are not being used at all, but they are 
still there on a stand-by basis. 

Mr. Coie. Some of us feel that there is no real economic justifica- 
tion for the continuation of price and wage and rent controls today, 
but also some of us are well aware of the fact that this is a political 
year, and some of us on this side of the committee are concerned about 
the possibility of the removal of price, wage, and rent control, and 
then, that those who may have said that it was important and neces- 
sary, being in power, would manipulate the fiscal policies of the 
Government to such an extent that we would continue the inflationary 
spiral and thus prove wrong those who believe that we did not need 
price and wage controls. 

You do not need to comment on that particularly, but we are con- 
cerned about that problem. 
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Mr. Martin. Well, I am afraid that is politics. 

Mr. Coxe. It is very much politics, but it is very real and in the 
mind of everyone in Congress today, particularly those of us who 
believe that it is time for us to do away with price, wage, and rent 
control. 

We would like to feel that if we did that, that the administration 
would, in a bona fide, conscientious manner, do everything possible 
in connection with indirect controls, to restrain inflation. 

We also are well aware that along about October—September or 
October—it is possible for the administration to do many things 
which would increase the inflation and cause prices to rise just prior 
to election time. Well, that is just a comment on my part. 

That is all, Mr. Chairman. 

Mr. Brown. Mr. Martin, did you issue regulation X because 
building materials were scarce? 

Mr. Martin. That was one of the elements in it; yes, Mr. Brown. 

Mr. Brown. Well, I understand that building materials are not 
scarce now. 

Mr. Martin. Building materials, [ understand, are largely in good 
supply, in many items today, but that is not entirely so. 

Mr. Brown. Are you thinking about the removal of regulation X? 

Mr. Martin. We are considering it actively at the present time. 
We have not reached any decision, whether to remove it or relax it, 
but it is being actively studied with respect to both of those pos- 
sibilities. 

Mr. Brown. I hope that you complete your study before we had 
to vote on this bill. 

The CuatrrMan. Mr. Martin, your consideration would be the good 
of the country, and not the political exigencies; is that not correct? 

Mr. Martin. It would indeed, Mr. Chairman. 

Mr. Coxe. I am sure of that. 

Mr. Parman. If you ask any public official that question, you 
would get the same answer. 

Mr. Martin. I might just say to Mr. Cole on that subject that I 
can assure him for the Federal Reserve Board, that that is not what 
we are operating on. 

Mr. Coxe. Well, I have a lot of confidence in the Federal Reserve 
Board. More so than some other. people. I have a tremendous 
amount of respect for the Board. 

The Cuarrman. I asked that question to allay Mr. Cole’s fears. 

Mr. Coie. Very good. Now I can go home and sleep nights with- 
out any worries. 

Mr. Parman. Mr. Chairman. 

The CHarrMan. Mr. Patman. 

Mr. Parman. Mr. Martin, I would like to refer to regulation W. 
I think you put your finger on one of the main things that should be 
considered on regulation W, and that is that the seller has something 
at stake in this, and because the regulation is entirely off that does 
not mean that these sellers are going wild, and just selling to every 
Tom, Dick, and Harry for a dollar down and a dollar a month here- 
after. 

They have got to stay in business. I think the best way in the 
world to police it is through those people, because they have so much 
at stake themselves, 
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Personally, I am not so afraid of what might happen as a result of 
the removal of regulation W, and certainly 2 weeks has been long 
enough to at least have somewhat of a little trend, and I do not see 
even a little trend that might indicate anything disastrous. You do 
not either; do you? 

Mr. Martin. I have not seen any sign of disaster yet, Mr. Patman. 

Mr. Parman. I feel, too, that in the event you have voluntary 
controls for one, you should have voluntary controls for the other. 
I do not see how you can consistently advocate voluntary controls, 
such as we have had, involving huge amounts of money, and yet you 
want fairly rigid, and careful, and policed controls of very small sums 
and small transactions. It occurs to me that the same principle 
should be applied. If you are going to have it voluntary for one, 
then you ought to have it voluntary for both. 

If you are going to have rigid rules and requirements for one, you 
should have the same for the other. What is your answer to that? 

Mr. Martin. Well, I have been thinking about that a good deal, 
ever since you mentioned that in your committee, because I think if 
it could be done it would be a very desirable thing, but I just do not 
see practically how that is possible. 

Now, when you are screening loans—granted that there are quite 
a number of banks, and a certain number of investment bankers—you 
can get your borrower, and your lender, into an educational process 
that does not destroy individuality, the way it does in the competitive 
process, when you have hundreds of thousands of deals going on around 
the country. ; 

We could get all the trade associations together and say to them: 
“Gentlemen, we hope you will come to some agreement about mstall- 
ment credit controls.’”’ We could try to do the same thing that we did 
under the voluntary credit restraint program, where there was only 
a limited number of financial institutions in contrast to nearly 150,000 
retail outlets that were registered under regulation W. J am concerned 
about what would happen to the smaller stores which tried to go along 
with a voluntary program and could not compete alongside a man who 
was in violation of such a program. 

You have got the practical problem of administration, Mr. Patman. 
I just do not see how you can use the voluntary system in that case. 

Mr. Parman. If your competitor is engaging in uneconomic prac- 
tices, though, he cannot last too long. If it is economically sound, of 
course, it should not be opposed. 

Mr. Martin. Well, I hope the day will come when we let the 
economic law operate, the law of supply and demand. It is only in a 
period of war or undeclared war, an emergency of this sort, that we 
try to put safeguards around to get a proper division of labor, apart 
from. the price mechanism and the national law that punishes the 
individual who gets too far out of line. 

Mr. Parman. The regulations, I think, should apply to all alike. 
I have given quite a little study to that. You know we discussed it a 
month or so ago in another hearing. 

Mr. Martin. Yes, indeed, and we are giving it a great deal of study. 

Mr. Parman. Yes, I hope you will give it a great deal of study, and 
[am sure you will, because it is a very important problem. 

With reference to regulation X, I share the views of Congressman 
Brown. Frankly, everything that I know of in the building trade is 
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not only up to supply, but in oversupply—with the exception, I believe, 
of copper, and in housing construction there are substitutes for copper, 
are there not? In the military, of course, you cannot always substitute 
for copper. But in housing construction, do you not have fairly good 
substitutes for copper? 

Mr. Martin. Mr. Noyes tells me you have to have copper wiring. 
Il am not a housing expert. 

Mr. Parman. Well, yes, I guess you would. But that would not 
amount to too much, I suppose. It would be small compared to other 
uses. Another thing that impresses me is that we should do every- 
thing we can to encourage the construction of smaller homes, just as 
many of them as possible, without necessarily placing a penalty on 
construction of larger homes, but also not placing a premium on the 
construction of larger ones. 

Mr. Martin. We do not place a premium on the higher priced ones 
now, because they carry a 50 percent down payment. 

Mr. Parman. Yes, 50 percent in some cases. Of course, you are 
getting up in a class there where 50 percent is not nearly as incon- 
venient to the purchaser as it is in the lower income classes, where 
they have to put up a much smaller amount. 

Mr. Martin. The down payment on a house under $12,000 for 
a veteran now would be 8 percent. At $10,000 it is 6 percent. 

Mr. Parman. At $10,000, 6 percent down? 

Mr. Noyes. That is right, sir. 

Mr. Martin. That is $600. 

Mr. Parmay. $600 for a $10,000 house. That does not seem too 
bad. In fact, it seems pretty small. Of course, in a scarce market, 
I suppose it is reasonably sound to sell houses to workers who are em- 
ployed at good wages, even without a down payment, and I think 
that in some instances that is being done, in defense housing; is it not? 

Mr. Martin. That has been done. This is out of my field, but as 
a trade practice, I am not sure you are not saddling the individual, 
unless he has a permanent job, with a burden that may be a little 
heavy for him to carry. 

Mr. Parman. Mr. Cole commented a while ago about the problem 
facing so many members this year. I hope you will not be influenced 
by the fact that it is an election year, but that if this were not an 
election year, that perhaps controls might be entirely taken off, for 
the reason that he suggested; namely that members might not be 
willing to risk it during an election year, that things might happen 
to prove them wrong, and they might lose their own seats. And it 
does not profit a Member of Congress much to save the country and 
lose his own seat. 

Mr. Martin. Well, like you, Mr. Patman, I am certainly going 
to try to keep my judgment from being influenced by the elections, 
but in the broad sense, I think we all have to realize that the elections 
do have some influence on the economic conditions. For example, 
in the case of a businessman, he would have 5 months of uncertainty 
until after the election and that tends to influence the businessman 
not to take chances he would otherwise take. 

Mr. Parman. When you say there is uncertainty, I certainly agree 
with you, until November. 

Mr. Nicnotson. Mr. Chairman. 

The Caarrman. Mr. Nicholson. 
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Mr. NicHoxson. Is not this regulation X pretty well taken care of 
by the State banking laws? 

Mr. Martin. By the State banking laws? Do you mean with 
respect to the terms under it, Mr. Nicholson? 

Mr. Nicuouson. Well, the terms of how much money you will put 
down, and how much mortgage you can get. 

Mr. Martin. No, sir; I do not think so. 

Mr. Nicwouson. It has nothing to do with it? 

Mr. Martin. There may be some States that have laws on it, but 
generally speaking these relate only to the amount that may be 
loaned on a first mortgage and not to the total amount of borrowing 
on an individual house. 

The CuHatrMan. It is subject to the individual judgment of the 
banker, is it not? 

Mr. Martin. That is largely true. 

Mr. Noyes. Most of these loans are not made by banks. 

Mr. Evans. No, they are not made by banks. 

Mr. Noyrs. They are made by savings and loan associations and 
life insurance companies. 

Mr. Fuaars. The only restriction in that field is the restriction on 
what loan can be had. 

Mr. Martin. In an over-all sense, yes. 

Mr. Fucars. But you are not concerned with making a loan for 
a house, because you certainly would not loan the maximum to a 
person building a $10,000 or $15,000 house. 

Mr. Martin. That is right. 

Mr. Fuears. Have you finished, Mr. Nicholson? 

Mr. Nicnotson. I am through. 

Mr. Fueare. Mr. Martin, quite a number of builders have been 
talking to me about the effect of regulation X on the down payment. 
They tell me they have a number of houses built, actually ready to be 
turned over to a home owner, if they could meet the down payment. 

That is true in all the brackets, they tell me. Do you know of your 
own knowledge what that situation is? 

Mr. Martin. I think that is true in some instances, and that is 
one of the reasons that we are giving very careful consideration to 
the possibility of relaxing regulation X right now, and that is particu- 
larly true in the higher-priced homes. 

Mr. Fueare. Yes, yes; that is of one of the men who came to see 
me. He said they were building houses selling at $27,500 up, which 
required a 50-percent down payment, and the purchaser just could 
not find enough money to make the down payment. He could 
handle the financing if he could get the down payment, but he could 
not raise the down payment. 

It appears to me that there might be some need immediately for 
some action in that area. 

Mr. Martin. That is our thinking also. If we can find some way 
of being helpful on that without inducing a lot of new building. 

Mr. Fueare. Well, there are adequate materials of all descriptions, 
are there not, probably with the exception of copper? 

Mr. Martin. Yes. 

Mr. Fueatr. But there are substitutes for copper, except for 
Wiring purposes. 

Mr. Martin. That is right. 
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Mr. Fueare. It is my opinion that you could help the situation 
without doing any great damage to the economy by relaxing regu- 
lation X. 

Mr. Martin. We are very glad to have that view. I am very glad 
to have the views of any of the members of the committee today on 
that broad problem, because I can assure you it is one we are really 
struggling with. 

Mr. Fucare. I would like to make this further comment. In my 
opinion the banks are not going to be too anxious to loan large sums 
of money, because most of them are getting pretty well loaned up. 
The demand has been in all fields, and not in housing alone, and has 
been of such volume that they are going to be slow about loaning too 
much money for any project. And I think the banks themselves 
are going to have a salutary effect upon credit. 

Mr. Marrin. Well, I think the situation is much improved over 
what it was. 

Mr. Fuaatsr. Very much so. Very much so. 

Mr. Martin. That is right. 

Mr. Fuears. That is all, Mr. Chairman. 

Mr. Wipnauu. Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnatu. Mr. Martin, do you have any figures on the increase 
in savings in the country, at the end of 1951 over 1950? 

Mr. Martin. We have some figures. I did net bring them with 
me, Mr. Widnall, but it has been substantial. I believe they are 
running about $9 billion. Savings have been steadily rising, Mr. 
Widnall. 

Mr. Wripnatu. I saw some figures not long ago—— 

Mr. Martin. I can get you some figures, and will send them up 
to you. 

Mr. Wipnauu. I would like to have those to introduce in the 
record. 

Mr. Martin. Very well. 

Mr. WipNnaA.u. I saw some figures put out by a Government agency 
which stated that the increase was around $18 billion in 1 year. 

I have also seen other figures, which indicate that the amount 
would run around $7 billion, but a great deal of that is not actual 
savings of individuals put into individual savings accounts. As | 
understand the pieture, about 40 percent of it would be cold money. 
Do you have any sort of breakdown along that line? 

Mr. Marvin. No; I will have an analysis of the savings figures 
made and submitted to you. I haven’t looked at them too closely 
recently. You know, repayments are included as savings in those 
figures. It does not necessarily mean that when a person repays he 
is going to borrow again. 

There is no question but what the rate of saving has steadily gone 
up, and the buying psychology, the desire of the purchaser to use his 
savings, indicates further that he is not pressed for goods at the 
moment. 

Mr. WiIpNALL. Someone called me over the week end and gave me 
some figures, which I would like to substantiate, on mutual, commer- 
cial, and postal savings. They said that commercial savings, in 1951, 
went up $1,300,000,000. 

Mutual savings $700,000,000. 
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Postal savings went down $200,000,000. 

And that the net gain in total savings was $1,800,000,000. 

But, actually, in the larger figures, are included accumulated savings 
on life-insurance policies, which would also include automatic incre- 
ments of interest paid during the year, building up policy reserves. 

What I am interested in is trying to get at the actual savings being 
made by the individual today, by way of individual deposits, so that 
we know what is there, to come out of savings, in order to affect the 
purchasing power of the people. 

Mr. Martti. I will be glad to get you the best that we have. I 
question very much the figures you have just supplied. They do not 
sound reasonable to me. 

Mr. Wipnauu. The source was a division of the American Bankers 
Association. 

Mr. Martin. Well, I would have to study those figures. I would 
say my offhand impression would be that they are not right. Now, 
when I say ‘‘Not right,’’ I am talking about the best that we can put 
together. 

Mr. Wipnatu. In the figures that you would give us, could you 
break them down, percentagewise, as to the amounts which might be 
attributed to business excess that have been placed in savings tem- 
porarily, and to those that might be called cold savings, which are a 
steady accumulation? 

Mr. Martin. We will do the very best we can. 

Mr. Wipnauu. That is all. 

(The information referred to is as follows:) 


ANALYSIS OF PeEersoNAL Savincs Data SvusmitTtep BY Wittram McC. 
Martin, JR., CHAIRMAN, Boarp OF GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM 

INTRODUCTION 


Savings is a many-sided activity and takes many forms. There are a number 
of statistical series that are widely used to measure saving activity, either in 
terms of its total or in terms of particular types of saving. Each series is usually 
reasonably accurate in estimating the area it sets out to measure. However, 
since each series is usually intended for use in connection with analysis of particular 
problems, it differs somewhat from other measures that are directed to dealing 
with other problems. Unfortunately, the term “saving” is used to cover widely 
different kinds of activities, and the user must be sure that he knows which 
activities are covered in the series he is using and whose saving is being measured. 

To avoid confusion among the variety of saving measures available, we will 
concentrate our discussion on the coneept of “personal saving’’ as defined and 
measured by the United States Department of Commerce in connection with its 
comprehensive estimates of national income and product. This concept and 
measure is probably the most widely known and used series, especially in connec- 
tion with the analysis of general economic conditions. We will supplement this 
series, however, by some estimates of our own compiled from data published by 
the Securities and Exchange Commission and other agencies, showing a breakdown 
of total “‘personal saving” in terms of the different ways such saving is used or 
applied. This breakdown permits the reader to see the relationship between total 
saving activity and saving in liquid form. For some purposes, such as in dealing 
with problems of debt-management policy, the form and composition of saving 
may be as important as the total volume. 


DEFINITIONS 


Personal saving, in the Department of Commerce usage, is the difference 
between disposable personal income (personal incomes after deducting taxes) and 
personal-consumption expenditures. To understand the significance of this 
concept, it is necessary to define what is meant by “‘persons,’’ and what is actually 
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included in the measures of personal income, taxes, and consumption expenditures. 
“‘Persons,”’ to which the definition applies, refers to the consuming public, includ- 
ing the proprietors of farm and nonfarm unincorporated enterprises and non- 
profit imstitutions, such as private schools, colleges, universities, religious and 
welfare organizations. 

Personal income, as defined by the Department of Commerce, is composed of 
receipts from current productive activity plus so-called transfer payments; 
i. e., receipts for which no current service is rendered. Receipts from current 
productive activity include such income as wages, salaries, interest, dividends, and 
the net incomes accruing to proprietors of farms and other unincorporated enter- 
prises. Transfer payments include social-insurance benefits, veterans’ benefits, 
relief and other similar governmental and private payments to individuals. The 
earned income, and donations from business, received by nonprofit organizations 
are also counted as part of personal income. Receipts from borrowing or from 
sales of assets are not counted as part of current incomes. 

Personal taxes, which are deducted from personal income in arriving at dis- 
posable personal income, include the direct taxes paid by consumers—such as 
income, estate, and gift taxes—as well as other fees and charges paid to govern- 
ments. Tax refunds are deducted from tax payments. 

Personal-consumption expenditures include consumers’ current purchases of 
food, clothing, rent and other services, plus their purchases of durable goods, such 
as automobiles and furniture. Such consumer expenditures make up the bulk of 
the total, but also included are current operating expenditures—rents, payrolls 
and the like—of nonprofit organizations. 

Personal saving is calculated by deducting consumption expenditures from dis- 
posable income, both as defined above. It can readily be seen, therefore, that this 
residual (personal saving) includes more than just the accumulation of liquid 
assets such as currency, bank deposits, and securities. In addition to the acquisi- 
tion of cash and other liquid assets, consumers can apply current saving toward 
the acquisition of new homes,! toward increases in private insurance and pension 
reserves, and, in the case of business proprietors, toward increases in business 
assets (including inventories) of farm and other noncorporate enterprises. The 
residual also includes saving done by nonprofit organizations, through purchases 
of securities and construction of new buildings, 

Acquisitions of homes and increases in personal and business assets—and, in 
fact, many consumption expenditures—are not entirely financed out of current 
incomes, but depend in part on borrowed funds, drawing down of liquid assets, 
and on retained charges against income (such as depreciation charges). That is 
why personal saving is often described as net saving. The total reflects only the 
net contribution of current incomes toward the purchase of homes and other 
personal and business assets. If savings were calculated as the net addition to 
wealth of persons and unincorporated businesses, borrowing, drawing down of 
assets and depreciation charges would have to be subtracted from expenditures 
for assets in order to equal the estimate of saving obtained by subtracting con- 
sumption expenditures from disposable income. The calculation of personal 
saving from the income and expenditure side is shown schematically in table A on 
the following page, which also gives preliminary estimates of the magnitude of the 
various uses of saving in 1951. Some of the estimates are preliminary and will 
need revision when later data become available. 














! Expenditures for the purchase of existing homes are mostly offset by receipts of other consumers from the 
sales of such homes. Therefore, these transactions largely cancel out within the personal group; the net 
amount bought outside the personal group represents a fairly small use of personal saving. 
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TaBLE A.—Calculation of personal saving 


[Preliminary estimates for 1951, in billions of dollars] 


Pare TN Ne ce eel nnn cos oem ce. peal PU RAND. SE | 
I corgi NN NN a a ee ee ap eel eae 28. 4 
Equals disposable personal income. aru epee ail as Wha ee 222. 6 
Less personal consumption expenditures. Pasian Wis Line bee a6 kc wb aa wt Soe sk os es SO 
For durable goods, including automobiles_____.____- abies Jat lee 
For nondurable goods, including food and PPE Tigi dees Sees Chee BD 
For services, including rent. MWasin ay aabeKe da 5 cai (66. 8) 
quals personal saving ----------__ NER COR a rer ones re ee ete sin: ce 
Saving applied by consumer. - - Ee Dee 23 ee pee Bi Bele 25.8 
To increase holdings of liquid assets... __- SEED ENED Oa (8. 6) 
To increase priv ate insurance and pension reserves_ (5. 8) 
To increase equitie s in net worth of farms and other | unincorporate od 
NOE Fi Sk abo os ms sph eas ghy Shee nicah  ani Pi bate oc ical arp bisiea «' (1.2) 
Lie RRR DOT 3 5 CH nee as See bene) See. ease) CPs 2) 
Less— 
Net increase in home-mortgage and other consumer debt _________ 424 
IO OR DOTNIN. 8. ns oa nin dim nnnn deco san naewe s--sques 2..1 
Equals saving applied by IE a os dn eres cde 16. 6 
Plus saving applied by nonprofit organizations. __............______- a 
Plus saving not accounted for (statistical discre Maney)... =~. Sea —.5 
Equals personal saving - - - - - otis nh Sra hikes nian ed Wiwleue Henkin iow gh & aie 17. 2 


1 Depreciation charges by unincorporated enterprises, and changes in their business assets and debts, 
are included in this item, 

Source: Estimates by Board of Governors of the Federal Reserve System, based on data from the Depart- 
ment of Commerce and the Securities and Exchange Commission. 


POSTWAR TRENDS IN SAVING 


For most of the postwar period, personal saving has been far below the amounts 
achieved during the war. For the 5 years from 1946 through 1950, such saving 
averaged about $8 billion, as compared with the wartime peak in 1944 of over 
$35 billion. In relation to disposable personal income, saving has ranged between 
2 and 8 percent of income, as compared with the peak rate of over 24 percent 
in 1944. 

Although relatively small, the postwar volume of saving permitted continued 
moderate additions to consumers’ holdings of liquid assets and continued addi- 
tions to their stake in life-insurance and private-pension reserves. Some saving 
was also applied to the purchase of homes, but for the entire consumer group 
the aggregate value of homes bought was not very much greater than the net 
funds obtained through mortgage borrowing and the amount of depreciation on 
the existing stock of homes. 

Offsetting the continued liquid saving and the increased equity in homes were 
decreases in the net worth of unincorporated enterprises.? In addition, there 
was substantial dissaving through the incurrence of debt to finance purchases 
of automobiles, furniture, and other consumer goods. 

The rise in indebtedness over this period resulted in a steady deterioration of 
consumers’ financial positions. At the end of the war, consumer debts amounted 
to about $30 billion, or only a quarter of the quick assets (cash ard U.S. Govern- 
ment securities) held by consumers, excluding assets and debts of unincorporated 
enterprises in this comparison. After 5 years of large purchases of homes and 
durable goods, consumer debts had more than doubled and at the end of 1950 
amounted to almost half of their quick assets. 

The burden of servicing these debts—interest charges and required repayments 
of principal—increased steadily, rising from about 6 percent of personal income 
in 1946 to over 10 percent of their income in 1950. In addition, consumers 
undertook other commitments which exerted a regular drain on their funds, 
principally an expansion in the various types of life and nonlife insurance policies 
they carried. These commitments, plus the high level of tax payments, took 





2? Although the data in this area are far from adequate, they indicate that borrowing for business purposes 
by farmers and proprietors of nonfarm unincorporated enterprises, plus depreciation charges on their fixed 
capital, apparently exceeded their expenditures for new plant and equipment, inventories, and additions 
to liquid-asset holdings. 
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an ever-increasing proportion of consumers’ receipts. The remainder—income 
left after payment of taxes, insurance premiums, and required debt service— 
increased over this period by about the same percentage as the cost of living. 


RECENT DEVELOPMENTS 


The burden of these committed or obligated payments rose sharply in 1951 
partly as the result of repayments of debts incurred in the buying wave of the 
preceding year and partly as the result of the high taxes imposed by the tax rate 
increase in the fall of 1950. After a buying flurry in the early months of 1951, 
consumer purchases of durable goods fell off and have remained at reduced levels 
through the first quarter of 1952. Although incomes continued to rise, the 
increase in consumer expenditures for nondurable goods and services was moderate. 
The rise in total consumer expenditures was less than the rise in disposable income 
and, therefore, personal saving rose sharply from the first to the second quarter 
of last year and has remained at or close to these high levels ever since. For 
the first 3 months of 1952 personal saving (seasonally adjusted, at annual rates) 
amounted to $17 billion, or about 7% percent of disposable incomes. 

Part of this increase in saving was applied to an increased rate of acquisition 
of liquid assets. Consumer net purchases of corporate securities rose to the 
highest point in many vears and their holdings of currency and bank deposits also 
increased. While redemptions of savings bonds continued to exceed new pur- 
chases, the rate of net redemptions declined toward the end of the year and has 
been quite low in recent months. Saving through increased equities in unincor- 
porated businesses also increased as there was less net drawing down of nonfarm 
business assets. A substantial increase occurred in the net worth of farm busi- 
nesses, with the latter largely due to an increase in farm inventories. 

One of the sharpest changes in savings patterns was in the rate at which con- 
sumers ineurred new debt. Net mortgage borrowing was somewhat lower than 
the preceding years and the net increase in consumer debt was very mutch less. 
Consumer credit outstanding increased by only half a billion dollars in 1951 as 
compared with an average of almost 3 billions a vear in the preceding 5 years. 

Many factors combined to effect the substantial change in consumers’ spending 
aud saving habits last year. To some extent consumers were ‘‘stocked up and 
loaned up.”’ Further, adjustment in consumer psychology to continued inter- 
national tension, direet controls on prices, and increases in production which per- 
mitted an expanding defense program without seriously affecting supplies of con- 
sumers’ goods, all combined to deter scare buving. Credit restraints, both se- 
lective and general, decreased the ease with which the purchase of homes and 
durable goods could be effeeted. All of these combined to moderate consumer 
demand and maintain general price stability. 


TasLe B.—The composition of personal saving 


[Annually 1946 through 1951; in billions of dollars] 





1946 | 1947 1948 1949 1950 | 1951! 








Personal saving a a i, et a a 12.0 3.9 10.5 | 6.3 10.7 | 17.2 
Saving applied by aie oo a 10.7 4.7 | 9.5 aE 8.4 | 16. 6 
For acquisition of liquid assets_.......-- 98) 6.7] 47). 431 6.2 8.6 
For additions to private insurance and pension | | | | | 
reserves | @0] 46] G7] 46] 627 ° &8 
For increased equities in unincorporated busi- } | | | | 
nesses and farms__- RRs He Pimar vies -1| —3.3 } 9} -1.7! -.8| 1.2 
For purchases of homes... ..............<----..- j 3.7 | 6,7 | 7.6 | 1.41. Bk24 10. 2 
Less: | | | | | 
Net mortgage and other borrowing by con- ! | ' | 
sumers.. Ceneibet sta. Ge! Wey ined Pigg AEs | 7.1 
Depreciation A ae ES i RE LN Pa 1.2 1.3 | 1.4 | 15} 1.9 H 2.1 
Saving applied by nonprofit organizations. _........_.! 1.0 | DS ae | 1.5 | 1.2 i) 1,1 
Saving not accounted for... ...........--..------.-- Shieh e oe pom ey] 1.5 —.5 








1 Preliminary estimate. 


Nore.—Columns may not add precisely because of rounding. 
Source: Estimates by the Board of Governors of the Federal Reserve, System based on data from the 
Department of Commerce and Securities and Exchange Commission. 
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TaBLe C.—Changes in consumers’ holdings of liquid assets ! 


{Annually 1946 through 1951; in billions of dollars] 














| | | | 
1946 | 1947 | 1948 | 1949 | 1950 | 19512 
Spi Se ee aes es ‘ange ‘(REE ienteRtGN Saks it ‘Sak eos Rt eae Bas a 
Consumer saving in liquid assets_................-.-. 9.8 | 6.7 4.7 | 4.1} 6.2 8.6 
Currency and bank deposits. 8.3 | 30) =—41 —.3 | 22 4.0 
NS EPS SERS S BUTE ela em pe en, wees SS —1} -—.2/ -—.3) ig 7 
Demand deposits. _._. layer 3. 5 10; —11/ —.9] 1.6 1.4 
Time deposits - - - ._- Wet SRA ER Eo 5.0 2.1 | .9 | 9 | 4 1.9 
U. S. Government securities... .--........-- : 1.6 Be | 13 4 .8 —.9 
State and local government securities _~______. —.1 44 1.0 | 1.0 | .5 .5 
Cornorate and other securities_.....-....--- —.6 —.1| 6 (3) a 2.4 
Finan IEE IE a kee een ceed 1.2 2 | 1.2 | 1.5 1.5 2.1 
Ore erate eee. cok PRNARE SAE Poms i. 6 | 6 | 6 | 1.1 | 6 
} | | t 








Estimates of amounts owned directly by consumers and by personal trusts. Excludes estimated hold- 
ings by unincorporated enterprises and nonprofit organizations and private pension plans. 
? Preliminary estimate. 
Less than $50 million. 


Source: Estimates by the Board of Governors of the Federal Reserve System based on data from the 
Department of Commerce and Securities and Exchange Commission. 


Mr. Berrs. To follow that through with one more question, Mr. 
Martin, I was asked this question when I was home over the week 
end, if savings include inventories? 

Mr. Martin. I do not think so. 

Mr. Noyes. The Department of Commerce series on gross savings 
includes inventory accumulation by nonincorporated businesses. 

Mr. Berrs. By nonincorporated businesses. 

Mr. Noyes. I believe that is correct, sir. 

Again this is a little out of my field, I would not want to speak 
authoritatively on it, but I believe that is correct. 

Mr. Berrs. Someone was under the impression that savings, as 
interpreted currently, include inventories, and 1 was wondering if 
you had any information on that. 

Mr. Noyss. I believe you are correct, sir. There has been the 
problem of farm inventories with relation to savings. I believe 
farmers increased their inventory holdings and that appears as a 
residual in the savings figures. I believe that is correct. 

Mr. Martin. I will do the best I can to get up the data on that. 

Mr. Berrs. Thank you. 

Mr. Barretrr. Mr. Chairman. 

The CuarrMan. Mr. Barrett. 

Mr. Barretr. Mr. Martin, I would like to bring you back to 
regulation W for a moment. Would you recommend that this com- 
mittee go on record for the abolition of regulation W, or set up a 
stand-by? 

Mr. Martin. No, I would not recommend that you abolish it. | 
would recommend that you renew the authority. I would even go so 
far as to hope you would restore the flexibility in it. But that might 
be too much to ask. 

Mr. Barrerr. But you would recommend it being inserted as a 
standby? 

Mr. Martin. I would indeed, yes, sir. I consider it as auxiliary 
fire-fighting equipment that we ought to have available in these times. 

Mr. Barrerr. Then let me ask you another question, if | may: 
What would be vour attitude on regulation X? 

Mr. Martin. I would feel the same way about regulation X. 
Mr. Barrett. That is all, Mr. Chairman. 


97026—52—pt. 2 37 
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The CuarrMan. Mr. Kilburn. 

Mr. Kriisurn. I feel that the Federal Reserve have quite a lot of 
power to do anything they think to stop inflation, and I do not want 
this bill to restrict that power. I would like to have them have wide 
powers to do whatever they think is best. 

Have you any suggestion about that in this bill? 

Mr. Martin. Yes. Mr. Kilburn, I would like to see the flexibility 
in these regulations reasserted. 1 would like to have the flexibility 
that was there before the Congress, a year ago, wrote in minimum 
terms. I believe the language of H. R. 6546 which vour committee 
is considering here this morning, if adopted, by the Congress, would 
achieve vour objective in restoring flexibility to our authority. 

Mr. Kinspurn. | think myself 1 would much rather have the Federa| 
Reserve have the power to use its judgment in doing what it thinks it 
can to stop inflation, than I would OPS. 

Mr. Coxe. It is a question of alternatives. 

Mr. Kitspurn. Sure, it is a question of alternatives, but I think 
the Federal Reserve Board knows more about it than the OPS, no 
matter how well intentioned they might be. I think the Federal 
Reserve Board knows more about how to stop inflation than any 
bureau and I would like to have the Federal Reserve Board have the 
power to do what they think best to stop inflation. 

The CuairMan. If there are no further questions, you may stand 
aside. We are very glad to have your views. We always are happy 
to have your views on questiors which are within the jurisdiction of 
the great agency which you represent, Mr. Martin, and we thank you. 

Mr. Martin. Thank you, sir. 

Mr. Kitpurn. Mr. Chairman, | ask unanimous consent to put in 
the record a letter from a friend of mine on this bill—a certain part of 
that letter. 

The CuarrmMan. It may be inserted in the record. 

(The letter referred to is as follows:) 


Excerpt FRoM Letrer or Mr. Mapison H. Lewis, Director, THE BorpEN Co. 


I am consequently writing you at this time to acquaint vou with the necessity 
of either abandoning OPS or writing into the renewal law now under considera- 
tion in both Houses adequate safeguards which will protect American industry 
and the American farmers. In his remarks at our recent stockholders meeting, 
our president, Theodore Montague, who I regard as one of the best informed men 
today in the industry, pointed out that wider profit margins are essential if the 
food industry is to be in a position to continue serving the American consumer 
on an efficient basis. It is self-evident that unless the food companies can earn 
a reasonable profit, the capital will not be forthcoming to replace obsolescent 
equipment and keep on improving efficiency. 

In his remarks Mr. Montague pointed out that under the best conditions the 
food industry operates on such slender margins that there is no slack to accommo- 
date cost increeses, and it must pass them on to the customer. The problem is 
that in times of heavy supplies or low demand, or both, competition may force 
the price of one product down to a profitless level. In such periods, a concern 
having varied interests keeps abreast because of its other products which earn a 
profit sufficient to meet the needs of the business. 

Such a balanced operation is not possible under Government controls. Com- 
petition has foreed the prices of many foods below ceilings and manufacturers 
are taking a loss on them. But the prices of other products which should and 
could sell for more to assure a satisfactory profit are held below their economic 
levels by artificial controls. 

‘You are probably familiar with the chaotic condition in the soybean industry 
due to the unrealistic approach of the OPS. The A. E. Staley Co., the largest 
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processors in America, have elected to close down their plants rather than con- 
tinue at a loss. The Borden plants are among the lowest cost plants in the 
industry and while we have not as yet completely shut down our operations have 
been very severely curtailed and losses since January 1 have been substantial. 
So much for the OPS and the need for a change.” 

The CuarrMan. Mr. Clerk, call the next witness. 

The Cierk. The next witness will be Congressman Dondero, of 
Michigan. 


STATEMENT OF GEORGE A. DONDERO, MEMBER OF CONGRESS, 
SEVENTEENTH DISTRICT, STATE OF MICHIGAN, ACCOMPANIED 
BY JOHN D. HARRISON, PRESIDENT, HOME-BUILDERS OF MICHI- 
GAN, AND EDWARD PRATT, PRESIDENT, HOME-BUILDERS OF 
METROPOLITAN DETROIT 


Mr. Donprero. Mr. Chairman, I am here this morning in behalf of 
H. R. 7340, a bill which I introduced on behalf of the Home-builders 
of Metropolitan Detroit. 

[ have with me here today Mr. John D. Harrison who is president 
of the Home-builders of Michigan, and also Mr. Edward Pratt, who is 
president of the Home-builders of Metropolitan Detroit. 

At the present time their industry is shut down tight because of a 
strike. The purpose of the bil that I have introduced is to bring 
relief to that industry because of an action of the Wage Stabilization 
Board. 

I might say that the strike has been caused by the recommendation 
of that Board, for a 15-cent an hour increase in pay, and some 7's cents 
for other benefits. 

The whole crux of the difficulty in our area is this: for many years, 
the Home-builders of Metropolitan Detroit, at least, have been in the 
habit—and it is an established practice—of not only paying the pre- 
vailing wage to the men who have been employed by them, but in 
addition to that, they have offered the men incentive pay, either in 
the form of some bonus, or incentive wages, or some percentage of the 
profit that was made on the homes. 

Now the Wage Stabilization Board says “You cannot do that. 
You are in violation of the law and you are subject to penalty and 
perhaps imprisonment.’ 

Quite naturally, that is a serious matter with them, and goes to 
the very heart of their industry. 

Now the purpose of that bill is to allow them to continue to do just 
what they have been doing for many, many years. While I am not 
a builder nor an expert, in any sense of the word, in that field, never- 
theless they inform me that under that practice, they not only get 
better workmanship done, but they get their houses built quicker, and 
the cost is less, and they have even estimated to me that that runs 
sometimes as much as three to five hundred dollars, and they can 
therefore sell their homes to people easier, give them a better home, 
and give it to them quicker. 

That is the purpose of their presence here this morning in the Com- 
mittee room, and my presence. 

A statement has been prepared, of four pages, which I have with 
me, Mr. Chairman, and I would like permission to read that into 
the record in their behalf, in regard to this particular bill. 
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The CuHarrMan. That may be done. 

Mr. Donpero. Mr. Chairman, in regard to H. R. 7342, I should 
like to call to your attention the following facts: 

Construction is the largest industry in our national economy today, 
exceeding even agriculture in its dollar value. 

And the largest single segment of the construction industry is 
home building. 

Consequently, the problem which I desire to discuss with vou is 
of the utmost importance. ! 

Let me first emphasize that today, for the first time in the history 
of this or any other country, over 50 percent of our population lives 
in their own homes—homes which they are buying or now own. 

The transition from tenant to home owner has largely been since 
the end of World War II. Since that time, the home builders of this 
nation have constructed over 6 million new dwellings aggregating 
in value over $48 billion. One of the reasons that this has been 
possible is because the cost of homes has been kept within the reach 
of the average buyer in the various price levels. At the same time, 
construction workers have been among the highest paid workers in our 
economy. This seeming paradox has been solved by home builders 
paying their workmen incentives to encourage their productivity, and 
bonuses to reward their good workmanship. 

These incentives and bonuses have been paid in the home building 
industry at least since the termination of World War II. And, during 
that time, home builders have proved to their own satisfaction that 
when the labor they employ receives incentives and bonuses, they can 
produce a house which will sell for less then when that same house is 
constructed by labor working on a straight hourly rate, even when 
those bonuses and incentives were paid on top of the union contract 
hourly rate. 

Now what then is it that I am here to protest today? It is simply 
this. In July of 1951, the Construction Industry Stabilization Com- 
mission, which was specially created by the Wage Stabilization Board 
to deal with construction problems, enacted a regulation which forbid 
home builders to pay their workmen these incentives and bonuses in 
addition to the hourly rate which they had paid prior to the stabili- 
zation program. 

Why should any agency under the guise of stabilization enact a 
regulation which, instead of stabilizing the price of homes, will actuall) 
contribute to an increase in the price of homes? 

The answer is twofold. First, because this Commission, despite the 
mandate of the Defense Production Act that they do so, did not 
consult with the home building industry prior to promulgating this 
regulation. And the second reason, for which I have no concrete 
evidence but am assured of its truth by reliable people, is that 
certain groups represented on the Commission wanted to use a govern- 
ment regulation to destroy incentives and bonuses as a method of 
compensation in the construction industry. This illegitimate objective 
was compounded by the lack of knowledge of the Commission's 
Chairman—and when I say lack of knowledge, | mean of the con- 
struction industry. Although a professor of law at Harvard Uni- 
versity, he is totally unfamiliar even with builders’ ordinary termi- 
nology and parlance. 
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The home builders, when they read the regulation, believing that 
an oversight and an error had been made, immediately called it to 
the attention of the Commission. Despite the filing of a formal 
protest by a national builders organization, representing 25,000 home 
builders throughout the country, the Wage Stabilization Board has 
taken no action; and only recently, in the face of this pending legisla- 
tion, has agreed to a conference with the home builders. The home 
builders are apprehensive lest this conference produce no satisfactory 
results. And on the premise that there can be nothing unstabilizing 
to our economy in paying construction workers in 1952 what they 
received prior to 1950, this bill has been introduced. 

The purpose of the bill is clear. It will permit a home builder to 
pay the prevailing rate in his community or the union-negotiated 
contract rate. And in addition thereto, if prior to the stabilization 
program, he paid incentives and bonuses, he would be permitted to 
continue to pay those same incentives and those same bonuses. 

I believe it was the intent of this Congress when it enacted the 
Defense Production Act, and the stabilization provisions therein, 
that nothing should be done to disturb existing business practices. 

The act specifically says so. And if home builders were paying 
incentives and bonuses under a free economy and prior to the Korean 
war, certainly they should be permitted to continue to do so. 

Further I believe it was the intent of this Congress, and again the 
act clearly says so, that the compensation of any worker should be 
permitted to continue to receive those incentives and bonuses. Fur- 
thermore, the whole intent and purpose of wage stabilization was to 
make possible price stabilization. And if these incentives and bonuses 
actually result in a home costing the buyer less, then obviously we 
would be frustrating the very purpose of the stabilization program 
by stifling these incentives and these bonuses. 

| therefore earnestly urge this committee to recommend to the 
Congress the passage of this bill which will amend the Defense Produc- 
tion Act, and spell out in terms which anyone can understand that 
this Congress means to preserve the right of an American employer to 
award an American worker for his productivity and individual merit. 

I might say that the general counsel for the builder is also here. 
I have stated the matter in just a few words and what I believe to the 
very issue before this committee. Are we going to have relief or not? 

Mr. Brown. Mr. Dondero, would you care te comment on regula- 
tion X? 

Mr. Donpegro. I can say this to you, in answer to your question— 
and that is a good question. I happen to come from an area in this 
country where the building of homes has been at a terrific rate, and I 
have had a number of letters from builders complaining that regula- 
tion “X’’ calls for so much of a down payment that people are not 
able to make it, and for that reason, the sale of a home is delayed. 
The builder has the house on his hands, and the home owner who 
desires a home cannot buy it, and it has interfered with their industry 
to a very great extent. 

I think it ought to be relaxed. I believe that between the builder of 
the home, or the owner of the home, and the buyer of the home, that 
that degree of credit would be extended just about the same as a 
banker would extend credit to a proposed customer in the bank. 
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They are not going to run away with this thing. They are not going 
to permit people to buy with fifty dollars down or something else, and 
allow-a considerable amount of trouble to come later. 

I think the industry itself can regulate that and I hope the time is 
near at hand when it will be released so these people can proceed to 
sell their homes, and others buy them. That is my answer, Mr. 
Brown 

Mr. Kitsurn. Mr. Dondero, as we all know, you are one of the 
great and outstanding Members of Congress in whose judgment we 
have a great deal of confidence. Of course, if we pass this law, all we 
can do is legislate. The rules are set up by OPS, and, of course, those 
are beyond our control unless we describe them in the bill. 

Do you have any provision that you think should go into the bill 
to spell out, to OPS just what you want done? 

Mr. Donvero. Yes, sir, and the bill which I have introduced, and 
which is now pending before this committee, so provides. 

Mr. Coir. How far does it go? Does it eliminate regulation | 
which I understand is the regulation under which they have prescribed 
this procedure? 

Mr. Donprro. I think it would have that effect. 

Mr. Coxe. I see. 

Mr. DonpEro. What it does do is to simply continue a practice 
that has been long established and recognized. 

Mr. Coxe. Does it affect only the building industry or does it affect 
all manufacturing industry? 

Mr. Donpero. I could well imagine that it would apply further 
than this particular thing, yes, sir, if the same thing was done, by 
giving incentive pay to men. 

Mr. Coie. We are getting into a very broad policy of labor-manage- 
ment. Your idea is that the Wage Stabilization Board should have 
no authority to tell management and labor that they can or cannot 
have incentive payments? 

Mr. Donprro. That would be the effect of the bill which I have 
introduced. It is a very short bill, only six or seven lines and with 
the chairman’s persmission, I would like to read it. 

The CuarrMan. You may do so. 

Mr. Donpero (reading): 

That the first sentence of section 402 of the Defense Production Act of 1950 is 
amended by inserting immediately before the period, at the end thereof, a semi- 
colon, and the following: ‘‘and in stabilizing and adjusting wages, salaries, and 
other compensation in the construction industry, incentives and bonuses and 
other compensation, as well as hourly rates, shall not be stabilized at fess than 
that paid by the individual employer, or earned by the individual employee, 
during such period.” 

It does confine it to the construction industry. 

Mr. Kripurn. Well, I am not clear about it. Do you want us to 
consider your bill or do you want us to put that in as an amendment? 

Mr. Donprro. I want you to consider this bill as a part of the bill 
now pending before this committee, to relieve, and bring relief to the 
industry, which is now told that they are in violation of the law and 
subject to fine and imprisonment. 

Mr. Corr. In other words, you are not asking that they change, or 
lower, or add to, wage rates which are now permitted. You only 
want them to recognize the practice that is now in existence in your 
area. 
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Mr. Donprro. Exactly that. We do not ask for any lowering of 
the wage at all, but simply—— 

Mr. Coxe. I do not see how that has any impact upon stabilization. 
In other words, to put it this way, I do not see how regulation 1, as it 
applies to procedures now in practice, has anything to do with the 
stabilization of wages. 

The CHAIRMAN. You may insert the bill in the record. 

(The bill referred to is as follows:) 

{H. R. 7342, 82d Cong., 2d sess.] 
A BILL To amend the Defense Production Act of 1950, so as to provide that incentive pay in the construc- 


tion industry shall not be stabilized at less than that paid by the individual employer or earned by the 
individual employee in such industry during the period beginning May 24, 1950, and ending June 24, 1950 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first sentence of section 402 (d) (2) of 
the Defense Production Act of 1950 (50 App. U.S. C., see. 2102 (d) (2)) is amended 
by inserting immediately before the period at the end thereof a semicolon and the 
following: and in stabilizing and adjusting wages, salaries, and other compensa- 
tion in the construction industry incentive bonuses and other compensation as 
well as hourly rates shall not be stabilized at less than that paid by the individual 
employer or earned by the individual employee during such period”’. 

Mr. Donprro. Now if the chairman would grant just a minute or 
two, the president is here, and has come a long way, and perhaps you 
might hear him very briefly. 

The CHatRMAN. We have a program this morning, which we would 
like to get through with, but we will be glad to hear him. 

Mr. Harrison. My name is John D. Harrison, president of the 
Michigan Association of Home Builders. 

The CHAIRMAN. You may proceed, Mr. Harrison. 

Mr. Harrison. The position that we take, Mr. Chairman, is that 
the position of the home builder in the industry should not be any 
different under the stabilization program than it was prior to the date 
established in the regulation to be the effective date of the program. 

The fact that we have been able to build houses at a lower cost, 
percentagewise, even with all the spirals of inflation on other com- 
modities, and pay, in addition to the rates prescribed under the 
normal terms of negotiation, certain incentives, that in itself is proof 
that the home builders have been doing a good job, and we feel that 
to prevent the payment of these incentives will increase the cost of 
homes and, therefore, will have exactly a hundred percent different 
effect than the original intent of the regulation, which was to stabilize 
the cost of the end product, as well as to stabilize the cost of the wages 
and other costs that enter into the over-all production cost of that 
product. ; 

Mr. Cour. What is the attitude of the unions, in connection with 
the incentive payments, in your industry, and in your area? 

Mr. Harrison. Well, we have never had any direct antagonism 
on the part of the unions. 

Mr. Coir. You have not had any antagonism, you say? 

Mr. Harrison. We have not had any direct antagonism on the 
part of the unions in connection with payment of incentives as such. 
They are more favorable towards the payment of more normal hourly 
rates without incentives, as a general policy. 

Mr. Corr. I know that. 
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Mr. Harrison. But as a matter of actual practice, threugh the 
years, we have not had any direct antagonism from them on that 
score. 

Mr. Coxe. In other words, it has been operating there for many 
years without any great difficulty with the unions involved? 

Mr. Harrison. That is right. I personally have been in the 
building business for 32 years, and we have been negotiating with 
the unions in our area since 1941, and the prevailing practices are no 
different now than they were all during that period of years. 

Mr. Coie. That is all. 

Mr. Brown. Mr. Dondero, I want to ask you a question. Did 
you bring your bill to the attention of the Senate Banking and Cur- 
rency Committee? 

Mr. Donpero. I think not of the Senate. Just of this committee 
and the House. 

I want to thank you, Mr. Chairman, for your generosity in per- 
mitting us to be heard at this time. 

The CHarrMan. We are always glad to have your views, Mr. 
Dondero. 

Those are all the witnesses we have this morning. The committee 
will recess to reconvene at 2:30. 

(Whereupon, at 11:15 a. m., the committee was recessed, to re- 
convene at 2:30 p. m., the same day.) 


AFTERNOON SESSION 


(The committee met, pursuant to its recess, at 2:30 p. m.) 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Rains, Addonizio, Dollinger, Bolling, Burton, Fugate, Barrett, Wol- 
cott, Gamble, Kilburn, Cole, Hull, Scott, Nicholson, McDonough and 
Betts. 

The CHarrMan. The committee will be in order. 

Our witness this afternoon will be Mr. Telford Taylor, Adminis- 
trator of the Small Defense Plants Administration. 

You may proceed, Mr. Taylor. 

Mr. Taytor. Thank you. 


STATEMENT OF TELFORD TAYLOR, ADMINISTRATOR, SMALL 
DEFENSE PLANTS ADMINISTRATION, ACCOMPANIED BY JAMES 
M. McHANEY, GENERAL COUNSEL, SMALL DEFENSE PLANTS 
ADMINISTRATION 


Mr. Taytor. Mr. Chairman and gentlemen, my name is Telford 
Taylor, and I am the Administrator of the Small Defense Plants 
Administration. 

I am very glad to respond to the committee’s invitation to be here 
this afternoon. 

This gentleman sitting with me is Mr. James M. McHaney, general 
counsel of the Small Defense Plants Administration. 

Mr. Chairman, I have a prepared statement which I would like to 
present for the record. 

The SPDA was established under the amendments adopted last 
year to the Defense Production Act of 1950. The provisions of law 
under which the SDPA is constituted are contained in section 714 of 
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the Defense Production Act. As enacted last year by the Congress, 
that section provides that the SDPA— 

shall not have succession beyond June 30, 1952 * * * unless its life is 
extended beyond such date pursuant to an Act of Congress. 

Section 105 (a) of H. R. 6546, now pending before this committee, 
extends the life of SDPA from June 30, 1952, to June 30, 1954. I 
shall confine my observations to this section of the bill, and shall not 
undertake to comment upon its other provisions, which relate to 
matters outside the purview of the SDPA. 

Based on our experience during the 7 months that the SDPA has 
heen in existence, we strongly support extending the life of the agency 
for 2 years, in line with the provisions of H. R. 6546. Economic 
developments during that period have abundantly confirmed the need 
for the small-business policies enacted by Congress in establishing the 
SDPA. The dislocating factors intrinsic to a large rearmament pro- 
gram, which tend to pinch out the small manufacturer, are still opera- 
tive. There has been no reversal of the trend toward concentration 
of Government prime contracts in the hands of large concerns; on the 
contrary, the percentage of such contracts awarded to small business 
concerns has so far decreased in each successive fiscal year. Cut-backs 
in the allocation of critical metals for civilian use have threatened 
numerous small manufacturers with extinction. The need for finan- 
cial assistance to small business concerns, both for defense production 
and essential civilian purposes, has been abundantly demonstrated by 
the volume of applications received by the Administration. All these 
factors underline the urgency of carrying into effect the statutory 
provision pursuant to which this Administration was created. 

One of the most important responsibilities which Congress has placed 
in the SDPA is to take action to spread defense contracts more widely, 
and to insure that small business receives a fair proportion of defense 
contracts. Past experience and future prospects leave no room for 
question concerning the necessity of continuing this activity. As the 
Secretary of Defense, the Honorable Robert A. Lovett, stated before 
the Senate Banking and Currency Committee, while testifying in 
support of the companion bill to extend the Defense Production Act, 
the Department of Defense has become ‘the largest single purchaser 
in our economy.” 

According to Secretary Lovett’s statement, the Department of 
Defense expended nearly $20 billion in the fiscal year 1951, and over 
$17 billion during the first half of the fiseal year 1952. He estimated 
the total expenditures for the fiscal year 1952 would approximate 
$40 billion. Whatever the future may hold with respect to the availa- 
bility of critical metals, such as copper and aluminum, for civilian 
production, there is no question but that the defense production pro- 
gram will continue at a high level during the next 2 years. Through 
the placing of defense contracts to build up our armed strength, the 
Government will continue to be not only the largest single purchaser 
in our economy, but a purchaser of such overwhelming proportions 
that it is a matter of the most vital concern to all of us that these 
defense orders be placed wisely and in accordance with careful planning. 

So far as small business is concerned, the manner in which defense 
contracts have been placed during the last 2 vears is alarming. The 
proportion of military prime contracts placed with small concerns has 
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been steadily decreasing. During the fiscal year 1950, small manu- 
facturers received 24.5 percent of such contracts; during the fiscal year 
1951, the percentage dropped to 20.9 percent. During the first 8 
months of the fiscal year 1952 (July 1951 through February 1952), we 
have witnessed a further decline to 18.4 percent, and during the month 
of February, the small-business figures hit a new low mark of 12.1 
percent. Accordingly, and whatever may be the future duration of 
the controls authorized by the Defense Production Act, the necessity 
for a Government program to check this downward trend and restore 
to small business its fair share of defense procurement, has become 
more acute than ever. 

To increase the share of defense contracts going to small businesses, 
Congress inserted several provisions in the legislation establishing the 
SDPA, of which the most important is section 714 (f) (2) of the 
Defense Production Act. 

This section, in effect, authorized and directs the earmarking of 
specific contracts to be awarded to small business. In accordance 
with the standards set forth in the statute, procurement agencies and 
the SDPA are directed ‘jointly to survey procurement opportunities, 
and identify those which small business is capable of handling. There- 
upon, the procurement agency and the SDPA are directed jointly to 
determine that small-business concerns shall receive such contracts, 
or portions of contracts, as will insure to small busieess a fair propor- 
tion of the Government’s total purchases of supplies and services 

This procedure, which we call the making of “joint determina- 
tions” is a practical and effective method of insuring that contracts 
which small manufacturers can handle are, in fact, placed with them, 
Ever since last December, a few weeks after the establishment of the 
SDPA, we have been endeavoring to put this procedure into effect, 
along the lines directed by Congress, by arrangements worked out 
with the armed services and with other procurement agencies. 
Finally, last March, the Department of Defense issued a directive 
providing the administrative framework whereby these joint deter- 
minations can be made. 

The Department of Defense directive (dated March 27, 1952) 
left it up to each of the three armed services to issue its own individual 
directive covering the details of operation. After consultation with 
us, the Air Force soon issued such a directive, so that we were finally 
in a position to commence actual operations, and to make joint deter- 
minations with respect to Air Foree procurement. Representatives 
of the SDPA have been assigned to the headquarters of the Air 
Matériel Command at Wright Field, Dayton, Ohio, where the great 
bulk of Air Force procurement is handled. 

I regret that I must report to this committee that similar directives 
have not yet been issued by the Army or the Navy. I have said 
before, and I must say again now, that I believe that this long delay 
in carrying out the will of Congress is quite inexcusable. I earnestly 
hope, however, that the Army and Navy will soon authorize operations 
similar to those envisaged by the Air Force directive. Certainly, with 
the small-business share of Armed Forces procurement dropping to 
new lows (the small-business share of Army procurement for the 
month of February was 14.3 percent and for March 15.2 percent, 
representing a very sharp decline), a due regard for the public interest 
will require the Army and Navy to take prompt and decisive action 
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to give effect to congressional small-business policies. I am pleased 
to say that, without waiting for the issuance of a formal directive, the 
Department of the Army has authorized the assignment of SDPA 
representatives to certain of their purchasing offices, but because the 
Army has not yet authorized the making of any joint determinations, 
the presence of these representatives is not yet effective. 

A second, and also an important power in the field of procurement, 
is the Administration’s authority (sec. 714 (e) (6) and (f) (1)) to 
certify small-business concerns as competent, with respect to capacity 
and credit, to perform specific Government procurement contracts. 
These certificates must be accepted as conclusive by Government 
procurement officers and therefore can be of great benefit to small- 
business men in obtaining defense contracts. It sometimes happens 
that a small manufacturer is the low bidder or otherwise eligible from 
the standpoint of price, to receive the award of a specific contract, 
but that the contracting officer is not satisfied that the manufacturer 
has the necessary financial means or technical capacity to perform 
satisfactorily. The story of no contract without financing and no 
financing without a contract is of course familiar. This certification 
power is a way to break the vicious circle. Where application is 
made to us, our engineering and credit specialists study the manu- 
facturer’s situation and, if they determine that there is reason for 
confidence in his ability to perform, we will issue a certificate. Need- 
less to say, we have been doing so only on the basis of a careful 
analysis of the manufacturer’s credit and capacity. We have not 
been able to undertake their issuance on a broad scale, because of 
our lack of a sufficient staff to carry out this work. However, we 
found it possible to issue 14 certificates of competency, and 12 
concerns so certificated have received contracts totaling over 
$10,500,000. 

SDPA has also been endeavoring to search out and eliminate 
restrictive procurement practices which work to the disadvantage of 
small business. We found, for example, that certain military procure- 
ment agencies, particularly the Army Corps of Engineers, were 
requiring bid and performance bonds in connection with substantially 
all of their ordinary supply contracts let by formal advertising. In 
many instances, this requirement served to bar small concerns from 
competing. In the nature of things, large concerns found no difficulty 
in obtaining bonds from surety companies, but bonding companies 
were frequently reluctant to take risks on small concerns. In a sense, 
this practice constituted a delegation to the surety company of the 
authority to determine who were and who were not qualified to per- 
form Government contracts. It had the additional unfortunate 
consequence of nullifying in large part the V-loan program, since 
guaranteeing agencies would not approve a V-loan application unless 
the surety’s rights were subordinated, which surety companies would 
not agree to. 

Accordingly, SDPA recommended and the Under Secretary of the 
Army has agreed that bonds will be required in connection with supply 
contracts only in those exceptional cases where the interests of the 
Government cannot otherwise be protected. 

In the important field of subcontracting SDPA has obtained changes 
in the regulations of the Renegotiation Board under the Renegotia- 
tion Act of 1951 which should serve to encourage more subcontract- 
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ing to small firms. When the proposed regulations were published, 
it was observed that certain provisions were likely to indicate to 
prime contractors that they would be given unfavorable, rather than 
favorable, consideration in renegotiation if they subcontracted large 
parts of their work. The impression appeared to be quite widespread 
in industry that larger profits could be made by the prime contractor 
doing all the work itself, rather than using subcontractors, even 
though the latter might be more efficient and cheaper to the Govern- 
ment. SDPA, accordingly, urged upon the Renegotiation Board 
various changes in its proposed regulations to make clear that prime 
contractors would be given favorable consideration when they sub- 
contracted substantial amounts to small-business concerns. The 
Board’s new regulations substantially adopt the changes proposed by 
SDPA, and should offer a real incentive to prime contractors to 
subcontract to small-business concerns. 

I have now given the committee the high lights of our program and 
activities in the field of procurement, and, before passing to another 
subject, I want to reiterate my strong conviction that there was and 
still is a clear and unquestionable necessity for the small-business 
policies which Congress enacted and directed us to carry out. Gov- 
ernment procurement is bound to continue to play a major role in our 
economy at least for several years to come. The small-business share 
of this enormous portion of the market for manufactured goods has 
been dwindling steadily. We think that the procedures Congress has 
outlined to check this disastrous trend can and will prove effective, 
if we are given the time and money to put these policies into practical 
execution. 

Now I want to turn to another very important branch of our activi- 
ties. Under section 714 of the Defense Production Act, Congress also 
authorized the SDPA to recommend small-business loans to the 
Reconstruction Finance Corporation. Congress was aware that 
credit obstacles had been a major impediment to small-business 
participation in defense production, and set up this authority to 
provide help for the small-business man of a type not available either 
privately or from other Government lending authorities. Under this 
authority, a fund of $100,000,000 was created under which the RFC 
could make loans to small-business concerns upon the recommendation 
of SDPA for a variety of defense or essential civilian purposes set 
forth in the statute. 

It is apparent, from our experience during the 4% months that these 
new loan procedures have been in operation, that they are meeting 
a very deep and widespread need on the business community. I am 
submitting for the record a statement of our loan activity through 
the week ending May 19, 1952. The committee will see from this 
statement that we have received nearly 550 active applications, 
totaling nearly $225 million. We have acted upon about 185 applica- 
tions and have forwarded over 100 favorable recommendations to 
the RFC, totaling approximately $14,500,000. The RFC, in turn, 
has approved 55 of these loan applications, totaling $6,000,000. 
Further details will be found in the statement which IT am submitting 
for the record. 

This lending authority fills a gap in the Government credit facilities 
available for small business. The other existing authorities, section 
4 (a) of the RFC Act and section 302 of the Defense Production Act, 
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apply to large and small business alike and do not authorize loans to 
small concerns in many situations where Government financing is 
particularly necessary. For example, loans under section 4 (a) 
must comply with statutory standards with respect to collateral. 
Under these standards, many loans may be ineligible even though 
they are in fact good credit risks. Loans under section 302, although 
involving no collateral requirements, must meet a very strict standard 
of defense need, and civilian purposes are not covered no matter how 
essential. Only under section 714 is the governing consideration the 
need for financial assistance to small-business concerns for both 
defense and essential civilian purposes. And of particular importance 
are the loans made under section 714 to provide small concerns with 
the working capital necessary for performance of defense contracts. 

Beyond its loan operations under section 714, SDPA, as spokesman 
for small business, has endeavored to eliminate any regulations in the 
field of finance which tend to obstruct the participation of small 
business in the defense program. 

In this connection, loans guaranteed by the three military depart- 
ments under section 301 of the Defense Production Act (commonly 
called V-loans) are of great importance to the effective. utilization of 
the productive capacity of small concerns. It is abundantly clear in 
the reports of your committee and of the Senate Banking and Cur- 
rency Committee that this authority was created in large part for the 
very purpose of making possible maximum participation by small- 
business concerns in the Government’s defense-production program. 
The military departments, however, had until recently been operating 
under a Defense Department policy memorandum providing, among 
other things, that a V-loan shall be made available to a supplier only 
if “no alternative source is readily available.’’ In the nature of 
things, the facilities of small firms will not very frequently be suffi- 
ciently unique to qualify under such a test. A new directive has 
recently been issued modifying to some extent this restrictive ap- 
proach, but, nevertheless, reaffirming the Defense Department 
memorandum referred to above. Moreover, despite the intention of 
Congress, this directive contaims no express reference, among the 
considerations it sets forth governing the making of V-loans, to the 
policy of assisting small business. While it was under consideration, 
and again since the issuance of this directive, SDPA has urged upon 
the Department of Defense that it include an express reference to the 
small-business policy, and that it remove the restrictions referred to 
above. It is hoped that these efforts will meet with some success in 
the future. 

Meanwhile, the V-loan regulations of other guaranteeing agencies 
have been surveyed, and where it was felt that they too failed to carry 
out the intention of Congress, requests for revisions were made. 
Thus far, one such agency, the Department of Commerce, has agreed 
to revise its regulations accordingly. 

This administration has also been concerned with the restricted 
application by the military departments of the authority in title I] 
of the First War Powers Act to grant price adjustments in defense 
contracts. Although this authority was enacted by Congress upon 
the representation by the Department of Defense that ‘‘the most 
urgent reason for the legislation’? was the need of small-business 
concerns for relief when costs had gone up for some reason beyond 
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their control, in actual administration, the military departments have 
allowed relief only to contractors ‘whose continued operation as a 
source of supply is found to be essential to the national defense.’’ 
Under this standard, price adjustments can rarely be granted to small 
concerns, since the productive ability of a single small business is 
unlikely to be regarded as sufficiently essential. Relief has thus far 
been denied, even if the small concern faced bankruptcy or serious 
loss because of an inflexible fixed-price contract entered into before the 
outbreak of war in Korea, which failed to provide fer the possibility of 
inflationary increases in the cost of labor and materials. This 
administration has therefore recommended to the Department of 
Defense that the standards be reexamined and the governing regula- 
tions be redrafted. It is hoped that this will be done by the Depart- 
ment of Defense in the near future, or that, in the alternative, the 
Congress will make such changes mandatory if it enacts the bill to 
extend this authority which is currently pending in the House of 
Representatives. 

Another important part of this Administration’s program is directed 
at obtaining for small-business concerns a fair share of critical ma- 
terials and equipment. A significant accomplishment in this respect 
has been the establishment by NPA, in cooperation with SDPA, of 
a special reserve of steel, copper, and aluminum to take care of small- 
buciness hardship cases. 

There is hope that, because of the “stretch-out”’ in the military 
program, the over-all materials situation will continue to improve 
and allocation controls may be progressively relaxed or removed. 
Even should this hope prove to be justified, it will be necessary to keep 
a weather eye out for small business. Since defense production will 
continue to have the right-of-way, producers of civilian goods both 
large and small will be competing for the balance of materials. Pre- 
cisely such a scramble developed following decontrol after the last 
war. In such a period, small business may find it difficult to hold its 
own, and new problems will be presented to small business and to 
this agency. 

This Administration has also noted, in analyzing the accelerated 
tax-amortization program, that small business has not managed to 
keep pace with the growth of its larger competitors. Small manu- 
facturing concerns have received only 10 percent of the value of tax- 
amortization certificates, although such concerns account for approxi- 
mately 42 percent of total employment in manufacturing. There is, 
therefore, an urgent need for planning the distribution of tax-amorti- 
zation certificates in the future, so that the competitive structure of 
American industry will not be undermined. 

Accordingly, SDPA proposed to DPA a “set-aside” program for 
small-business expansion. It was suggested that, within each industry 
expansion program, there be earmarked for small concerns a proportion 
of the certificates of necessity to be granted corresponding to their 
pre-Korea share of the industry, and that account be taken, in deter- 
mining the small-business share, of the past distribution of certificates 
among large and small concerns in such industry. Agreement on 
substantially such a program has been recently reached with DPA and 
steps are already being taken to put it into effect. 

I have not undertaken to give the committee a complete or detailed 
account of our activities, but rather to outline the problem and 
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sketch the major steps which we have taken or are planning. The 
members of the committee will find a more complete description in the 
Second Quarterly Report of the SDPA, copies of which are being 
made available to the members. 

In conclusion, I chiefly want to*underline the necessity of assuring 
the continued life of the agency, in order that its program and activ- 
ities may prove effective and beneficial on a broad scale. 

As the committee knows, the SDPA, since its inception, has been 
working on the basis of a very small interim appropriation, intended 
by Congress for the initial establishment of the agency and the devel- 
opment “of procedures to carry out the congressional program. We 
have done our honest best to achieve practical results, while working 

out plans for the future, with the limited means at hand. 

The contracts which we have helped small business to secure, by 
the issuance of certificates or otherwise, the loans which have been 
made on our recommendation, the additional allocations of materials 
which we have helped to secure for small business, and the other prac- 
tical steps which we have taken have not gone unappreciated. Never- 
theless, our activities have been necessarily restricted within very 
small limits by the means at our disposal, and the major benefits to 
small business, which the congressional program was intended to 
and can bring about, have not yet been realized. 

The appropriation for the SDPA covering the final quarter of the 
fiscal year 1952 has passed both Houses of Congress and is presently 
pending in conference between the two Houses. The small appro- 
priation made by Congress last year is exhausted. Under the new 
appropriation, which both Houses have agreed to, there will be need 
for the services of competent and experienced industrial, financial, 
and procurement specialists to earmark defense contracts, examine 
loan applications, and carry out the other statutory responsibilities 
of the agency. Obviously, our efforts to organize and maintain a 
well-qualified staff will be enormously aided ‘by congressional sanc- 
tion for the continuance of the agency for 2 years, as is provided in 
H. R. 6546. Accordingly, we strongly recommend enactment of this 
provision of the bill, so that Congress’ small-business program can be 
put on a stable and effective footing. 

Mr. Chairman, as the committee knows, this fgency, the SDPA, 
was established by the amendments to the Defense Production Act 
adopted at the last session of Congress. Under that legislation, the 
life of the agency expires on June 30, 1952, unless Congress acts to 
extend it, and the bill that I have been asked to testify on today, 
H. R. 6546, provides in section 105 for the extension of the SDPA 
until June 30, 1954. 

I will confine my observations this afternoon to that part of the 
bill which extends our agency, and not undertake to comment on its 
other provisions, and may I say at the outset that based upon the 
experience that we have had during the last 7 months, and based 
upon the present economic situation as we see it, we wish to strongly 
support the provisions of the bill which extend the life of the SDPA 
for 2 years. 

In sum and substance, the reasons why we believe that this is a wise 
provision, this extension, is that all the major factors which persuaded 
Congress last year to set up this agency are still operative and still 
indicate a clear necessity for the activities of the agency. 
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One of the principal reasons that Congress established the agenc\ 
was to spread Government procurement more widely, and particular], 
to insure that small business would get its fair share. 

That factor is still very much operative. The total volume of 
Government procurement is still increasing while at the same time, 
as I will point out in a minute, the share of prime contracts that 
small business is getting has been steadily declining. So that that 
factor of procurement, which moved Congress last year, is still very 
much with us. 

Another thing that Congress had in mind last year was the need 
for financial assistance to small business to enable it to finance defense 
contracts, and for other purposes, and during the life of our agency, 
the brief few months we have been in existence, the volume of applica- 
tions for financial assistance from small manufacturers, to help them 
carry out defense contracts or for other purposes, has steadily 
increased and is clearly meeting a very real need. 

The third major factor that Congress had in mind, unquestionably, 
was the question of critical materials, particularly steel, copper, and 
aluminum, and insuring that the administration of those controls 
would not be unnecessarily damaging to small business. 

Earlier this year, the cut-backs which the defense program neces- 
sitated did gravely jeopardize the continued existence of many small 
manufacturers, who were cut back as low as 20 percent and even 
lower, of their normal quotas. As the committee knows, and un- 
doubtedly has heard during these hearings, the situation on materials 
has been easing somewhat during the past weeks. Nonetheless that 
situation can easily change again, and as we will point out, the very 
process of relaxing controls does, itself, carry some threats to small 
business which need to be dealt with. 

Now that, in broad outline, is the basis of our belief that the act 
should be extended, and I would now like to take up, one after another, 
though not at any great length, just enough to elaborate those three 
principal things, and I will speak first about this question of Govern- 
ment procurement, which | personally believe is the most important 
of the three things I have mentioned. 

The Secretary of Defense, the Honorable Robert A. Lovett, when 
he appeared befofe the Senate Banking and Currency Committee 
recently to testify on the companion legislation extending the Defense 
Production Act over there, discussed this question of the Government 
coming to be increasingly a major factor in the market for goods. 
As he pointed out at that time, the Department of Defense has become 
the largest single purchaser in our economy, and he gave figures on 
the many, many billions of dollars that the Government is spending 
to buy defense materials. 

His estimate, for expenditures for this current fiscal year of 1952, 
ran up to $40 billion, and our basic philosophy is that when the 
Government is spending so much of the total purchasing power of the 
country, and represents so large a part of the market for goods, that 
then it becomes very vital that those defense contracts shall be placed 
wisely, and in accordance with plan, and that they do not get placed 
so as to overlook any entire geographical areas of the country, so that 
they do not get placed so as to overlook segments of the economy 
like small business. 
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So far as small business is concerned, I have the report that the 
percentage of military prime contracts that have been placed with 
small business has been decreasing at a steady and alarming rate. 

During the fiscal year 1950, small-business men received 24.5 per- 
cent of such contracts. 

During fiscal year 1951, that percentage dropped to 20.9 percent. 

Now we have the figures for the fiscal year 1952, up through 
February; in other words, for the first 8 months of the current fiscal 
year. And during that period we have seen a further decline, to 
18.4 percent. And, to bring the thing right up to date, during the 
last 2 months of February and March, we have been hitting new lows. 

During the month of February the small-business figures were 
down to 12.1 percent. I do not want to stress too much or unfairly, 
the figures for any single month, because a single month can be quite 
radically affected by the accident of contracts during that month, 
but nonetheless, the over-all trend up through February is steadily 
and seriously down, and the most recent figures are down even further. 

And so, I would say to the committee that whatever may be the 
future duration of the controls which the Defense Production Act 
authorizes, the necessity of a Government program to check this 
downward trend in the placing of contracts with small business, and 
to restore to small business its fair share of these contracts, is more 
acute today than it has ever been before. 

To enable us to do something about this situation, and to check 
this downward trend, Congress inserted several provisions in the 
Defense Production Act, of which by far the most important is sec- 
tion 714 (f) (2) of the act. 

That section, in substantial effect, authorizes the earmarking of 
specific Government contracts to be placed with small business and 
with no one else. The statute sets forth certain standards to guide 
the procurement agency, and to guide the SDPA. What the act 
envisages is that the procurement agency and Small Defense Plants 
Administration will jointly review all these opportunities for procure- 
ment, and will identify those contracts that small business can handle, 
and once identifying them, they will then earmark them so that they 
will be awarded to small business. 

And that process may apply either to an entire contract, or to a 
portion of a contract. 

We call this procedure, the Congress has authorized us to undertake, 
the making of joint determinations, because it has to be a joint process 
between the procurement agency and SDPA. 

Now ever since last December, just a few weeks after our agency 
was established, we have been trying to get this procedure for joint 
determinations and the earmarking of contracts put into effect, and 
finally, on March 27, the Department of Defense issued a directive 
which does embody substantially this program and gives us the admin- 
istrative framework under which this activity can be carried out, but 
this direetive which the Department of Defense published last March, 
left it up to the three individual services, the Army, Navy, and Air 
Force, to put out other directives for the operating details. After 
consultation with us the Air Force did put out such a directive, very 
shortly after March 27, and so we have been able, now, to put our 
representatives into the Air Force Procurement Center, at Wright 
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Field, the Air Matériel Command, and they are now engaged in this 
process that I have been describing under which particular contracts 
are earmarked for small business. 

I am sorry to say that the Army and the Navy have not as yet put 
out directives comparable to the Air Force directive, or indeed any 
directive at all to carry out the Department of Defense policy; and [ 
have said before, and | must say again now, that I think the delay in 
carrying out Congress’ policy is quite inexcusable. 

But I do earnestly hope that very soon the Army and Navy will 
follow along and come out with comparable directives, and authorize 
operations similar to those that we are now carrying on with the Air 
Force, and I would like to point out that the small-business share of 
Armed Forces procurement is dropping so fast—I would interpolate 
there to say that the Army procurement, for the month of February, 
small business received 14.3 percent, and for March, 15.2 percent, 
which is a very sharp decline from prior months. During fiscal 1951 
Army procurement was running around 30 percent. So this is way 
down—so, as I say, I think Army procurement is running so low that 
a due regard for the public interest will certainly require the Army 
and Navy to take prompt action to carry out these small-business 
policies that Congress has enacted. 

I can report with pleasure that without waiting for formal directive 
the Army has authorized us to place our representatives in the Army 
offices, but their presence cannot yet be truly effective until they 
authorize the making of these joint determinations. 

So much for the joint determinations. The other major power 
which Congress gave us to increase the share of procurement for small 
business is the power contained in other sections of the act enabling us 
to certify that a particular small business has the technical capacity 
and the financial capacity, to perform a contract. And if we survey 
the plant, and determine that they can carry it out, we then give them 
a certificate and the procurement agency cannot turn them down on 
the basis of lack of competency. They may not get the contract 
because their price is too high, or some other reason like that, but as 
far as their capacity to perform goes, our certificate is conclusive. 

We have many cases where a small manufacturer has got the right 
price and is eligible to serve the contract but the Army or Navy or 
Air Force is not satisfied that they have got enough funds to go through 
with it, and we constantly have this sort of vicious circle, that the 
company cannot get a contract without financing and cannot get 
financing without a contract and our certificate helps break up that 
log jam. 

Mr. Ratns. May I ask you a question, Mr. Taylor? From my 
observation and experience, it appears to me that the RFC is very 
slow in giving you aid and assistance in helping you to assist some of 
those small-business men get that money; is that not true? 

Mr. Taytor. There have been regrettable delays. The loan pro- 
gram authorized by Congress I was going to come to in a minute. 
That is moving ahead now. It is getting better. I think the reason 
why there have been delays on getting these loans has been that last 
vear the RFC withdrew the authority to its field offices to make small 
loans, so that everything had to come in here. 

As you may know, the RFC has just relaxed again on that, and 
loans up to $50,000 can be made in the field offices, and we hope soon 
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that our own loan authority can be decentralized too. That is go- 
ing to help. But you are quite right, there has been too much delay 
in these things, but I think steps are being taken to ease the situation. 

Mr. Brown. I wish you would explain as you go along, how you 
you get that percentage. How do you figure that? What do you 
call little business? 

Mr. Taytor. Those statistics that I read are based on a classifica- 
tion of big business as over 500 employees, and small business, as 
less than 500 employees. So that when I said, for example, that in 
1951 small business got about 20 percent of prime contracts in dollar 
volume, that meant that businesses employing 500 employees or less, 
received that dollar volume of business. 

The CuatrMan. What percentage could small business perform if 
the contracts were given to it?) What is their capacity? 

Mr. Taytor. I am glad that question has been asked, Mr. Chair- 
man. During World War II, this same process that I have been 
describing was put into effect during the 2 years of the war, and 
resulted in raising the percentage that small business got from about 
12 percent, which was the low point in World War II, up to over 
25 percent. 

Now, small business actually contributes to the total economy 
something over 40 percent, so that’ in terms of fairness based on its 
contribution to the whole economy, a figure in the neighborhood of 
40 percent would be about fair. 

But we cannot apply these things arbitrarily, of course. There 
are lots of types of procurement that small business cannot handle, 
and that in our way of thinking makes it all the more important that 
we try to see that small business gets all it can do efficiently. 

Mr. Brown. A firm of 500 employees in my section of the country 
is mighty big business. 

Mr. Taytor. Yes, well, of course, that percentage would look a 
lot smaller if we dropped the dividing line to 250, and it would look 
bigger if we put it up. 

We have not proposed that the Armed Forces change that classi- 
fication, because all their prior statistics are based on that 500 division, 
and we lose the comparison if we get away from it, but I would like 
to say that when it comes to recommending loans to the RFC, we do 
not consider ourselves tied by that 500 employee classification. We 
then try to look at the industry itself, and see whether within that 
industry 500 is too high or too low. 

In the field of steel, for example, obviously, a very much higher 
figure is warranted, and the Department of Commerce, there, classifies 
anything under 2,500 employees as small business. 

Mr. Parman. Which business is that? 

Mr. Taytor. Steel, Mr. Patman. 

Mr. Parman. Twenty-five hundred or less is small? 

Mr. Taytor. Yes. But if you get into other things like jewelry, 
and other small commodities like that, there they classify down to as 
low as 100 employees. 

Mr. Parman. How about automobiles, Kaiser-Frazer, Studebaker, 
they are small in comparison to the Big Three? How do you classify 
them? 

Mr. Taytor. I do not have the Department of Commerce classi- 
fication for automobiles handy. 
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Mr. Parman. Well, it is not important to look it up, if you do not 
have it offhand. 

Mr. Taytor. In the case of automobiles, I would say that all the 
major manufacturers would classify as big business. But that is not 
the view of some of them. I know it has been argued by some, for 
example, Studebaker, that they are much smaller than others and 
therefore should be regarded as small business. My own feeling is 
that there is enough to do with what I would call really small busi- 
nesses for the time being for us to concentrate on those. So “we 
haven't worried about the smaller automobile plants yet. 

Mr. Gamsie. What do you do when you get down to a plant of, 
say, 25 employees, which is small business. Do you do much for 
them, or do you try to? 

Mr. Taytor. We try to, indeed, and I think, in a measure, we 
succeed. Anybody with as few as 25 employees, I think under any 
any classification, would be a small business. 

Mr. Gamsue. That gets into largely machine shops and things of 
that category? 

Mr. Tayuor. Very largely. 

Mr. Parman. One definition which I think is entitled to more defi- 
nition than at first brush it would be able to get, would be any econ- 
cern that is not able to keep any representative in Washington to 
keep up with what is going on is a small business. Because the big 
concerns have representatives here in Washington. 

The CuarrMan. I suggest we let Mr. Taylor go ahead. 

Mr. Parman. Do you not think that is a good definition, Mr. 
Chairman? 

Mr. Taytor. I think one of the most important reasons for having 
a field organization here is to meet the very situation that Mr. Pat- 
man pointed out: The company that cannot afford to be represented 
down here. 

Mr. Gampuie. Yes. Your field offices would take care of them. 

Mr. Taytor. I think I have described this certification process, 
Mr. Chairman. I was about to conclude by saying that obviously 
the worst thing we could do would be to issue a lot of certificates 
without a clear factual basis for certifying. ‘To do that, of course, we 
have to make an engineering and financial examination of the com- 
pany. We have not had the staff or means to do this on a large scale 
so we have issued relatively few certificates, but those that we have 
issued have been of enormous benefit, and as I said in my statement, 
some 12 concerns have received over $10 million of contracts on the 
basis of the few certificates we have given out. So it is a very prac- 
tical and valuable procedure. 

Now, one or two further words on procurement. In addition to 
these certificates, and to the joint determinations, we have endeavored 
to sort of examine the whole field of procurement procedures to find 
practices that are unnecessarily restrictive. One example that | 
might cite, we found, for example, that the Army Corps of Engineers 
was requiring performance bonds, bid and performance bonds, on 
almost all their contracts. They were required by statute to have 
these bonds on construction contracts, but there was no statutory 
requirements for these bonds on other types, and it was working out 
this way: That the larger companies found no difficulty in getting these 
bonds, but many smaller companies could not and were being ruled 
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out of eligibility to bid on the contracts, and it had a further effect, 
because if the small company wanted a V loan, and had been obliged 
to furnish a bond, he could not get the V loan unless the surety 
company that issued the bond would agree to subordinate his claim 
on the bond to the bank making the loan, and that the surety company 
was unwilling to do. 

So this whole thing was working out to disqualify quite unnecessarily 
a large number of small concerns that were fully qualified to do this 
kind of work. We therefore recommended, and I am pleased to say 
that the Army agreed, to relax these requirements and not make them 
vo beyond what the statute required, except in certain particular cases 
where you had to have a bond to protect the Government. 

But in many other cases they abolished the requirement and 
that should be of considerable benefit. 

Now I have been talking mostly about prime contracts. Of 
course, the matter of subcontracts, from the small-business standpoint, 
is equally important. I would like to mention one example of what 
we have been able to accomplish. Under the Renegotiation Act the 
regulations which had been published seemed to discourage the big 
concern from subcontracting, because those regulations as they origi- 
nally were published seemed to say that a prime contractor would be 
less favorably regarded in renegotiation if he had subcontracted a 
jot of his job than if he had held it all to himself. 

So we proposed that those regulations be changed, the renegotiation 
hoard was agreeable to most of the changes we proposed, and has 
issued new ones under which it is now quite clear that prime con- 
tractors will be favorably regarded if they subcontract a lot of their 
work. 

Well now, I have not tried to go through all the details on procure- 
ment, and I am not going to. 

Mr. Barrerr. May I ask a question? 

Mr. Taytor. Yes, sir. 

Mr. Barrerr. Would there not be a tendency to build up a syndi- 
cate, under those conditions? 

Mr. Taytor. Are you speaking of renegotiation now? 

Mr. Barrerr. No; any prime contractor getting clearances and 
then being able to subcontract the work, and come back and show his 
capability of performing the work to the satisfaction of the Army and 
Navy. But piecemealing it out to subcontractors that he thinks he 
likes to favor. 

Mr. Taytor. Well, I suppose that there is room for favoritism 
there, certainly, but the basic policy of the act, as I read it, Mr. 
Barrett—and certainly our policy has been—that small business is 
helped, if the big company does not take all the work for itself but 
lets some of it out to the small companies. That is particularly true 
in a case where a big company is unable to perform the whole contract 
unless they expand their facilities in some way. In those circumstances 
we would strongly favor that the big company not try to do the work 
itself, but go to a qualified small business to perform that work rather 
than wasting time and materials on plant expansion. 

Mr. Barretr. Would not it give you better control over distressed 
areas, if you were able to say they were entitled to it because of a 
distressed unemployment situation? 
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Mr. Taytor. Well, once again, I am not clear that subcontracting 
cannot be used to benefit a distressed area just as much as to disad- 
vantage it. And we are there again encourating companies outside 
of distressed areas to subcontract work into them. So that I think 
once again that the thing cuts both ways and that the basic idea of 
the subcontracting is good and tends to spread out the benefits much 
more if all the contracts were concentrated in a few companies who 
would get them on a prime basis. 

The CHarrMAN. You may proceed, Mr. Taylor. May I suggest 
we let Mr. Taylor conclude his statement and interrogate him later. 

Mr. Tayztor. That is about all I have to say on procurement, Mr. 
Chairman, other than to reiterate that, with the trend toward in- 
creased Government buying, with the downward trend on small busi- 
ness, we think that these procedures that Congress has developed 
must be implemented and will prove effective if we can be given the 
time and money to put them into execution. 

Now, may I turn to another branch of our activities. The other 
major branch, which has been mentioned already, is the making of 
loans to small businesses. Under section 714 of the act, Congress 
has authorized the RFC to disburse up to $100 million for small- 
business loans, to be made on recommendation of SDPA. 

Now, I think it is apparent from our experience during the 4}: 
months that we have been operating, that this new procedure is 
meeting a very deep and widely felt need in the business community, 
and I would like to submit for the committee’s record a statement of 
the loan activity of the agency from January 1 of this year, when the 
procedures were begun, up through May 19—just the end of last week. 

The committee will see from this statement that we have received 
about 550 active applications for loans, that we have acted upon 
about 185 of them and have forwarded over 100 favorable recom- 
mendations to the RFC, totaling approximately $14,500,000, and the 
RFC, in turn, as of May 19, had approved 55 of these loans, totaling 
about $6 million. 

Since this statement was prepared, during the last 2 days, the RFC 
has approved 9 additional loans, bringing the total up to 64, with a 
total dollar value of about $7 million. 

Mr. Rains. Do they give you any reason, when they refuse to 
approve those loans, as to why they do so?) The RFC, I mean. 

Mr. Taytor. Yes, they do. There have been only a few, or 
relatively few, where they have disagreed with our recommendation. 
In those cases the reasons for the difference of opinion have usually 
been due to a different estimate of the credit factor. 

At the outset we did have some disagreements on policy, but I 
think those have been largely ironed out and from now on it is a matter 
of insuring that the interpretation of this statute by the RFC is not 
unduly restrictive and does not tend to push out a lot of fundamentally 
good credit risks. 

That is, I think, the great benefit of this new provision. Under 
the regular Reconstruction Finance Corporation Act, the RFC has to 
meet certain statutory collateral requirements, whereas under the 
Defense Production Act those statutory requirements are not present. 

That does not mean that we recommend a lot of poor credit risks. 
Obviously that would be a stupid thing to do. But there are many 
loans that a.e basically good credit risks that nonetheless do not meet 
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the statutory standards of section 4 (a) of the RFC Act, and in many 
of those cases section 714, under which we operate, has proved very 
useful. 

Now, I think we distributed to the members of the committee, 
copies of our second quarterly report, and if the committee is inter- 
ested they can find, in appendix G, a list of the first 30 loans that 
were made by the RFC, and can get a notion of the kind of loans that 
have been approved there. 

[ just notice the first two; here is one to make army cots, and 
another for making atomic energy control parts. 

Mr. Parman. Where is that table? 

Mr. Taytor. In the second quarterly report, Mr. Patman, which 
I believe was distributed to the members of the committee. On page 
56. You will find the full list of loans as of that date and you will 
see that these meet a wide variety of situations where defense produc- 
tion and contracts for essential civilian production could not proceed 
unless this financial assistance was made available. 

Now, I have already mentioned in response to a question that my 
belief is that this procedure for loans will prove increasingly effective 
when we are able to decentralize to the field the authority to approve 
small loans. 

The SDPA has not been able to do that as yet because we have not 
completed the recruitment of the necessary field examiners, and 
acquainted them with the proper financial standards to work under, 
but within a month or so we hope to be properly staffed in the field 
so that we will feel assured in delegating authority to our field people 
to approve loans up to, say, $50,000, or in that neighborhood, and 
when that is possible, I think that this whole procedure will be con- 
siderably speeded up. 

The CHArRMAN. If small business could do from 25 to 40 percent of 
the business, why has there been constantly a downward trend? 

Mr. Taytor. Well I think there are two reasons, Mr. Chairman. 

One reason I would describe as the nature of Government procure- 
ment today, and the other is human frailty. 

Now that first factor, the nature of procurement, is simply that so 
many tanks and planes can only be assembled in big factories. They 
constitute a large enough part of the procurement program so that that 
part has to be really set aside. Small business cannot handle it on a 
prime-contract basis. And that proportion is bigger today than it 
was during World War II, because we do not have a large standing 
army today that is buying large quantities of soft goods and small 
weapons and so forth. The emphasis of the defense program is on 
the development of ever larger and more complicated implements of 
warfare. And so that operates as a factor. 

Beyond that, I think the reason is that a Government procurement 
officer has lots of troubles and lots of regulations to work under, and 
being pressed for time, and being aware of his responsibilities, it is 
usually much easier for him to place a contract with a large nationally 
known concern than to go around and rustle up a company that he 
has not heard of before, or find out whether a company that has come 
in which is new to him, is qualified. There is a natural human 
tendency to take the easiest road. And that is the kind of thing we 
can do something about and that is precisely why putting the repre- 
sentatives of our agency into procurement offices, and enabling them 
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to make these joint determinations and earmarking of contracts will, 
I think, do more than anything else to get away from that what | 
would call lazy man’s approach. 

The CuarrMan. How far has influence gone in that respect? Have 
the little fellows been out-influenced by the big fellows? 

Mr. Taytor. Well I think it would be safe to say that insofar as 
influence plays a part it is more likely to be commanded by the big 
fellow than the little fellow. 

I would not say that that is one of the major factors operating here. 
I think the factors I have outlined basically explain the problem and 
I think these procedures, and some elbow grease and hard though 
can bring about what we want to acbieve here. 

Now, Mr. Chairman, my statement has other material on other 
activities which I would not try to go into in detail. 

With respect to V loans, for example, we have found that the De- 
partment of Defense policies have been unduly restrictive there and 
we have made various proposals for ameliorating that situation. 

Furthermore, on the readjustment of prices in defense contracts 
that is a matter that I know several of the House committees have 
been much interested in. The Public Law 921, passed last vear, has 
been interpreted in a very restrictive fashion and very few small 
manufacturers have gotten any relief under it, one reason being that 
the declared policy of the Department of Defense is not to grant 
relief unless the company is deemed essential to the national defense. 

Well now, a small company, with a limited productive capacity, 
is much less likely to meet any such test than a big company. If the 
test read something like, “If its continued existence would promote 
national defense’’ or something like that, we would be much better off. 

Mr. McDonovaeu. Pardon me, suppose you did find a small plant 
that, under your definition of relief, would be essential to promote the 
defense program. To what extent do you think that plant should be 
relieved and for how long? 

Mr. Taytor. Well that must depend upon the equities of the 
individual contracts. 

Of course the standards laid down here relate to price rises that 
have taken place since the contract was entered into, where there has 
been no increase in the contract price to take care of that, but we have 
made no proposal for changes in those standards. Those are governed 
by things Congress enacted. What we are opposed to is the fact that 
this test of eligibility for relief, whatever relief you may ultimately 
grant, is so phrased that vou have to be either a very unique compan) 
ora very big company to meet the test to get any relief at all. 

Mr. MeDonoveu. Then you mean that most of their production 
will have to go, the majority of their production, will have to go into 
the defense pipeline? 

Mr. Taytor. If vour test is that a given company is essential to 
national defense, it is very difficult to meet that test unless, as I say 
you are very big or very unique. It is hard to say that an individual 
small company, by itself, is essential to the national defense. It may 
be that the preservation of many companies will promote the nationa! 
defense in general, but unless vou relax that standard I fear the 
Department of Defense will continue to rule out small companies on 
the ground that one single small company is not essential. That is 
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what has been happening and the number of cases where relief has 
been granted are very few and far between. 

Mr. McDonovcn. You do not have anything to do with the 
awarding of contracts in short labor supply areas? 

Mr. Taytor. We have nothing directly to do with the administra- 
tion of that. We do participate on the committee that adopted that 
manpower policy, and we did participate actively in the task force 
that was sent out to Detroit and various other centers to try to see 
what could be done to help. But the major responsibility there is 
that of the procurement agency awarding the contracts, and our 
primary responsibility is not for distressed areas but for small business. 

Mr. McDonovau. Well on the awarding of contracts, where there 
is a sufficiency of labor, to what extent, or what percentage of the 
award of the contract—for instance it does not have to be the low 
bidder, it could be higher than the low bidder and still be awarded 
the contract, is that not the policy? 

Mr. Taytor. So far as I know the Defense Department has not 
yet adopted any policy allowing price differentials for surplus labor 
areas. 

What they have done is to allow companies in surplus labor areas 
to meet a lower bid, and thereby take the contract away from the 
person who submitted the original low bid. 

That of course results in no additional cost to the Government. 
It does mean that as between two equal bidders, you prefer the one 
in the labor-surplus area. But so far as I know there has been no 
defense policy yet for price differentials. 

Mr. Gampste. If they cannot meet that low bid they are out of 
luck, are they not? 

Mr. Taytor. Under the present policy, that is right. 

Mr. GamsBue. Yes. Go ahead with your statement. 

Mr. Taytor. Well I just want to touch on one other specific mat- 
ter before concluding. 

That is in connection with the issuance of tax-amortization cer- 
tifieates by DPA. That is the rapid tax-amortization program, for 
plant expansion. 

We examined the past record of the issuance of these certificates, 
and discovered that small concerns have received only 10 percent of 
the value of tax-amortization certificates issued to date, although 
those concerns account for approximately 42 percent of the total 
employment in manufacturing. 

Well we brought this discrepancy between the 10 percent they have 
gotten and the 42 percent of their employment figures to the atten- 
tion of DPA, and we proposed what you might call a set-aside program 
for small-plant expansion. 

We suggested that when an industry expansion program is estab- 
lished, that we would earmark for small concerns a proportion of the 
certificates which would correspond to the share of production in that 
industry that they had enjoyed prior to Korea. 

Now I am pleased to say there, that DPA has substantially agreed 
to the program which we proposed there, and we hope that the"future 
issuance of these certificates will be more nearly in accord with the 
equities of the situation. 

Mr. Chairman, this has not been a complete or detailed account of 
our activities, but I have rather attempted to outline them and hit the 












1396 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


high spots, and the members of the committee can find in the quar- 
terly report that I distributed a full account. 

Before concluding there is one matter relating to prior testimony 
before this committee that I would like to touch on. ° I have had my 
attention called to the statement before this committee on May 13 by 
Mr. William J. Grede, of the National Association of Manufacturers, 
in which he advocated that the Defense Production Act should not be 
continued, and specifically that there is no need for the continuance 
of the SDPA. 

There are just one or two things in his testimony that I think [| 
would like to clarify because I think they are seriously mistaken. 

Mr. Grede stated before this committee that under his recom- 
mendations for expiration of the Defense Production Act, that would 
automatically transfer back to the Department of Commerce the 
essential functions of the Small Defense Plants Administration. 

Now, Mr. Chairman, that statement is just about 100 percent 
incorrect. The fact of the matter is that none of the major functions 
of SDPA would be transferred back to Commerce if this legislation 
is not extended. There is no other provision of law for making these 
joint determinations. There is no other provision of law for these 
certificates. There is no other provision of law for these loans that 
are made on our recommendations and, if this act is not extended, so 
far from having us go back to Commerce, they would entirely lapse 
and there would be no agency which would be entitled to carry them 
out. 

So that I think there is absolutely no basis for this assumption that 
Mr. Grede makes here, that everything would just go on as before 
except it would be under the Department of Commerce. The fact 
is it would not go on at all because there is no way in which it would 
get back there. 

Secondly, Mr. Grede says here, that the establishment of SDPA 
was occasioned by the controls provided for in the Defense Production 
Act, and he suggests that since the material situation is easing, and 
that he favors elimination of wage controls, that that removes all need 
for SDPA. 

Once again, I think he is completely mistaken as to what the major 
reason for setting up this agency was. Controls had something to do 
with it but it was by no means the whole story. The major thing was 
this matter of spreading procurement, which I have spoken about. 
That has nothing to do basically with the question of continuing 
controls. 

Finally, he said that as far as the spreading of procurement goes, 
that the NAM was set up to assist prime contractors and small manu- 
facturers to get together and afford a clearinghouse in regard to 
Government contracts. 

Well now I want to say that I personally welcome anything that 
the NAM wants to do along this line, but I have been a good many 
places in the country dealing with this question of small business. I 
have not heard anybody suggest that they want the NAM to take 
over these basic functions of spreading procurement, and of course 
they cannot. 

It is quite true that there are several associations that have been 
doing a very good piece of work in helping spread procurement, and 
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one that I especially have in mind is the Radio and Television Man- 
ufacturers Association, which maintains a very elaborate card index 
of small-company facilities and has been of great help in spreading 
procurement, but I have noticed that those associations which are 
doing the most along this line are the ones which have been also most 
helpful to us and most anxious to support our activities, and I do not 
know of any basis for assuming that these things can be taken over 
by the NAM. In fact, very much to the contrary. 

Now, Mr. Chairman, in conclusion, I chiefly want to underline the 
necessity of assuring the life of the agency so this program can be 
effective and beneficial on a wide seale. As the committee knows, 
since the inception of SDPA, we have been working on the basis of a 
very small interim appropriation with which Congress intended to 
make possible the establishment of the agency and the development 
of procedures to carry out Congress’ program. 

And I think we have done our honest best to try to get some prac- 
tical results while working out plans for the future with these very 
limited means. 

The contracts that we have helped small business to get, whether 
by these certificates or otherwise, the loans that have been made on 
our recommendation, and these other things that we have done, have 
not gone unappreciated, and our correspondence is ample evidence 
to us that what we have done has been very much appreciated by 
those benefited. 

Nevertheless what we have done has been necessarily restricted 
within the very small limits of the means put at our disposal and I 
must say that the major benefits to small business, which Congress 
hoped to bring about by this program, have not yet been realized. 

Now the appropriation for the final quarter of this year, for this 
agency, which has passed both Houses of Congress, is still pending in 
conference between the two Houses, and the small appropriation that 
we have been working on is exhausted. Under this new appropriation, 
which both Houses have agreed to, we are going to have to recruit the 
services of competent and experienced industrial and financial special- 
ists to carry out these statutory responsibilities, and it is quite clear 
to me that our efforts to organize and maintain a well-qualified staff 
will be very much aided by congressional sanction for the continuance 
of this agency for 2 years, as this bill provides. 

And therefore we do strongly recommend enactment of the pro- 
visions of this bill, so that Congress’ program can be put on a stable 
and effective footing. 

Thank you very much, Mr. Chairman. That is all I have to say. 

The CuarrMan. Mr. Wolcott, do you have any questions? 

Mr. Woucort. I have no questions. 

The CuarrmMan. Mr. Brown. 

Mr. Brown. One question. Do you fully agree with Mr. Patman’s 
modern definition of little business? 

Mr. Taytor. I think Mr. Patman has put his finger on a very 
practical aspect of the situation, Mr. Brown, but I think we will have 
to phrase the statute in somewhat different terms. 

The CHarrmMan. Mr. Gamble. 

Mr. Gamsie. What did the Senate do with regard to the 2-year 
periods, if you know? 





1398 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





Mr. Taytor. The Senate committee, to the best of my knowledge, 
has voted a 1-year extension. The bill has not yet been reported out. 
I know nothing official about that, sir. 

Mr. Gamste. I know that most extensions were for 1 year and [| 
did not know whether they made an exception or not in your case. 

Mr. Taytor. Not that I know of. I believe there were some 
distinctions drawn between 9 months and 1 year and I believe we have 
been given the longer extension. 

Mr. Gamsiz. Yes. The major part of the contracts that you have 
been able to get for small business, have they been in the nature of 
subcontracts rather than prime contracts? I am wondering if 
probably the major part of what you have done for small business 
has been in the subcontract line. 

Mr. Taytor. I think it is hard to say whether one has been more 
important than the other. We work in both fields. Sometimes you 
start out to get a prime contract for a small man and you end up in 
an arrangement whereby some other company gets the prime contract 
but he gets a very large piece of it as a subcontract. It works both 
ways. I do not however go along with the view that small business 
can only handle subcontracts. I believe there are lots of prime 
contracts that small business is eminently qualified to handle and that 
we have got to stress both sides of this picture and not just one to 
the exclusion of the other. 

Mr. GamBue. I agree with you on that. There are some larger 
contracts of course, that would be beyond the means of small business, 
but they could get in and get very sizable subcontracts which it would 
be just as well for them to have, and perhaps better, than to have 
the strain of a large financial burden they would have to carry on a 
large contract if they could carry. 

Mr. Taytor. I quite agree that often it is no kindness to a small 
manufacturer to get him into a situation that he is incapable of 
coping with and we try to be careful about it, but I do want to reiter- 
ate that I do not think the idea that small business just cannot handle 
anything prime is justified. We know of lots of cases, lots of special 
things, where very good original ideas have come from small business, 
and we think they belong in both pictures. 

Mr. Gamste. | agree with you on that, too. I am not saying 
that against small business. I noticed up my way particularly, 
during the World War I], and it is going on to a certain extent now, 
up in ‘Westchester County, N. Y,, that there are a lot of small machine 
shops and small woodw orking establishments that have gotten into 
war contracts that are doing a very fine job and turning out goods in 
accordance with their contracts. Mostly, I presume, those are in 
the nature of subcontracts, but I do not know. But I know that 
there have been quite a lot of contracts up there and we would be 
glad to have some more if you can get them. 

Mr. Taytor. Well, we will do our best. 

Mr. Gamsie. That is all, Mr. Spence. 

The CHatrmMan. Mr. Patman. 

Mr. Parman. Mr. Taylor, I think the Congress has a right to be 
very proud of your organization. I think you are doing a wonderful 
job. ‘And the reason Congress especially should be proud of it is 
because it is a congressional “baby,’’ we might call it. It was spon- 
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originating with a Government department or with the executive 
branch of the Government. It came from the grass roots, and filled 
a real demand, and had bipartisan support. The Republicans are 
entitled to just as much credit for the passage of this particular law 
as the Democrats, and vice versa. It was not sponsored by the 
Democrats; it was not sponsored by the Republicans, but was spon- 
sored by both parties working shoulder to shoulder in an effort to get 
a good law that would help small concerns, and I think it is a fine 
tribute to bipartisan support in the Congress. I sincerely hope the 
act will be extended for at least 2 years, if not longer, because I feel 
that there is a great need for it, and as you suggested a while ago, 
the question of influence, how much that amounts to, is very difficult 
to determine, but we know as people who know something about the 
facts of life in the United States, especially economic life, that the large 
concern, that has lots of representatives here in Washington at all 
times, that has the finest and best people in the country—they would 
not have their jobs, if they were not, they are leaders, people who are 
good public-relations people; they know how to make the right 
kind of contacts at the right time—there is no question but what 
they are effective, or they would not hold their jobs. We expect them 
to be effective. And large concerns having the power and ability and 
the resources to have people here at all times to look after their 
interests, naturally get some advantage. It is just perfectly natural 
that they would. 

And I think it is appropriate and timely, and certainly proper, that 
the Congress recognize the need of the small concerns who cannot 
have representation here in Washington, to have some organization 
like your own to look out for them, to make sure that they get con- 
sideration—not to make sure that thev get a particular loan, not at 
all, but to make sure that they get consideration. 

I know that I have tried to help people get a) ‘ration for loans 
from the RFC and from your own organization. I do not apologize 
for it. I am proud of it. I am proud. that the people in my district 
have confidence in me and are willing to ask me to help them get 
consideration. But I always make it plain, as other Members do, 
that we are asking for consideration of these things. If the merits 
of the case will justify the loan, it is granted. If it is not justified, we 
do not want it granted. 

Mr. Brown. If you are not careful, you will be investigated. 

Mr. Parman. Yes; and I have been investigated. And I welcomed 
the investigation. I am proud of it. This involved the Lone Star 
Steel Co., which by comparison with a great many other industries, 
with the employee level of 2,500, is certainly a small business, inas- 
much as its employees number less than half that number. This 
company applied for an RFC loan, and was unable to get favorable 
consideration. I intervened in the matter, in a way in which I feel a 
Congressman should, namely, to see that his constituents receive at 
least due consideration and fair consideration, and the loan was 
approved. As a result I think the company is doing very well, and 
the stockholders of the company will probably make a profit. 

I went out and made speeches and sold stock, but I didn’t buy any. 
| advised my friends to buy it and they did, and I am very happy that, 
as a result of my intervention in the company’s behalf, these stock- 
holders stand a fair chance of making some money. And I do not 
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consider that there is anything wrong with anything I have done in 
this respect, which was done without any personal interest and purely 
in behalf of the interests of my constituents. It was done openly 
and above board, without any question of 5 percent or undue influence, 
but in the carrying out of my duties as a representative of my 
constituents. 

I don’t care if it does appear in the newspapers. As a matter of 
fact, | hope it does. Those are the facts, and I am proud of the fact 
that IL have been able to help this small steel business obtain an RFC 
loan. 

Mr. Taytor. Mr. Chairman, the agency I am sure is very much 
aware of the fact that the support for this program is completely 
bipartisan, and we welcome that and we have been making every 
effort to run the agency in accordance with entirely bipartisan and 
nonpartisan policies. 

Mr. Parman. That is my observation, Mr. Chairman. 

Well, the Congress sponsored this Smaller War Plants Corporation 
and this Small Defense Plants Administration. 

Mr. Gamer. The impetus came from on the Hill. 

Mr. Parman. It certainly did, Mr. Gamble. 

The CHatrMAN. That is absolutely true. 

Mr. Parman. | hope that we will have the same strong support 
that we have had in the past for a continuation, for a reasonable 
length of time, of this fine agency. 

I congratulate you on the fine service that you are rendering. | 
have not seen the least evidence of partisanship. You have given 
everybody a square deal that I know of and certainly without regard 
to any politics. 

Mr. Taytor. I appreciate that very much, sir. 

The CHarrMan. Thank you very much. 

Mr. Cole. 

Mr. Coir. How many employees do you have, Mr. Taylor? 

Mr. Taytor. At the moment, Mr. Cole, we have about 200. | 
can furnish the exact figures for the record if you would like me to do 
that but that is approximately correct. 

Mr. Cote. What is your appropriation? 

Mr. Taytor. Our existing appropriation is $325,000. We have an 
appropriation for the last quarter of the fiscal year 1952, which has 
passed both houses of Congress, for $825,000. We have not yet 
submitted any appropriation for fiscal 1953, because that cannot go 
up to Congress until one House acts on the extension. 

Mr. Cour. Are those employees under civil service? 

Mr. Taytor. Yes, there are very few that are exempt from civil 
service, but practically the entire lot are civil service; yes. 

Mr. Cour. I would like to talk to you a little about your inventory 
of facilities. I notice in your report you said that it is not under way 
to any great extent thus far. What are your plans for that program? 

Mr. Tayior. Our plans are as follows, Mr. Cole. When we started 
out, a number of people came to us proposing there should be a single 
Nation-wide inventory of business facilities to be maintained here in 
Washington. We were not impressed with either the feasibility or the 
economy of doing it that way and we also became aware that many of 
the States had developed excellent inventories already, and some had 
not. Also that there were good inventories in many of the procure- 
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ment offices, and some maintained by private associations, and that 
we could best function in that field by bringing about a measure of 
uniformity among the State and other inventories, so that they could, 
in case of necessity, be used as if they were one. In other words, if the 
keys and codes are the same throughout, it will be possible to find out 
what facilities exist anywhere in the country by utilizing a de- 
centralized system. 

That not only would be quicker and more efficient but ever so much 
cheaper. So that is the direction we are tending in. 

Mr. Cots. What are your plans so far as expanding your personnel 
in order to take care of the job? 

Mr. Taytor. I do not know that we have any personnel earmarked 
for inventory work only. We do at the moment have one very 
highly qualified engineer who is devoting a large part of his time to 
developing this plan which you have noticed in the quarterly report 
and he has been around to a good many of the State governments and 
governors’ commissions to discuss with them and get their suggestions 
on their uniformity processes. I think at the moment he is the only 
employee we have devoting any substantial amount of his time to it. 

I do not recall that under our budget we have anybody earmarked 
for that only. We would count on our field offices to carry on the use 
of these State inventories, as part of their normal duties. 

Mr. Corse. There is a section in the law authorizing inventory of 
facilities. 

Mr. Tayutor. Yes. 

Mr. Corte. On the basis of what you are now doing it seems to me 
that there is not too much objection to it. I would say to you, how- 
ever, that it does have a basis for tremendous expansion, so far as the 
authorization is concerned. The Department of Commerce and 
Bureau of Census have a tremendous activity of census of business 
facilities. It is really a big operation. I wanted to get from you 
how you envision vour operation. 

Mr. Taytor. Well I have tried to describe that. I quite agree that 
I see no warrant for setting up another large section to deal with this 
inventory problem. I am hopeful it can be worked as a part of our 
regular duties by using State inventories and procurement agency 
inventories and riding on top of them. 

Mr. Coie. An inventory of facilities, in order to be of any value 
would have to be continuous. 

Mr. Taytor. That is right. It has to be current. 

Mr. Coie. And with the tremendous amount of facilities to be 
contacted it would seem to me to be also a tremendous amount of 
paper work involved to keep that going. I mean to be of any real 
value. 

Mr. Taytor. The inventory that I am most familiar with person- 
ally is the one maintained by the Department of Commerce in New 
York State. 

Mr. Gamsie. That is what I was going to suggest. 

Mr. Taytor. That is an inventory which is maintained in Albany 
and New York. I have seen the New York office. It is not what 
vou would call a large operation in terms of personnel; at the same 
time it is a very useful inventory and very widely used, in the sub- 
contracting field especially. I have seen the way it is maintained. 
Of course, any inventory will omit certain people unless a lot of time 
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and money is spent on making it a hundred percent, but here again 
we have to rely on small business acting for itself and people being 
willing to take the time to keep their own records current. That 
mventory works very well. I know that Michigan has an excellent 
inventory. Other States do, too. We are going to try to bring that 
up to a common level to where they can all be used. 

Mr. Coxe. Of course, your inventory of facilities would not state 
whether or not the company could handle a job. 

Mr. Taytor. It would not be conclusive. But if the company has 
data as to jobs handled in the past, you can get an indication of the 
past record of performance which will give you at least a guide to 
this question of know-how and capacity. But I agree you can never 
on the basis of inventory alone say, this company can do the job. You 
have to go and take a look. 

Mr. Coie. Do you plan to send out questionnaires for the companies 
to fill out? 

Mr. Taytor. We do not; but we plan to encourage the State gov- 
ernments to keep their inventories current by whatever means they 
find most suitable. 

Mr. Coie. Then as I understand it, your operation for the program 
for inventories is of a minimum nature. You do not plan any great 
expansion of data and statistics to be gathered by your organization 
and filed and kept as a continuous thing? 

Mr. Taytor. Well it is minimum in terms of expenditure and 
Federal personnel. I do not think it is minimum in terms of what it 
can accomplish, if we get these uniform procedures adopted by the 
several States. I think it will enbance its usefulness very much at 
very small cost. 

Mr. Cote. | see your idea. 1 think you understand it. The 
thing | was concerned about was whether or not we would set up, 
within your agency, a tremendous expansion of a census which— 

Mr. Taytor. No, Mr. Cole, there is no such plan, I assure you. 

Mr. Gamsur. I am glad to hear you speak of that New York State 
Department of Commerce, because I think they generally do a very 
fine job up there, and they have an office here in Washington. | 
have gotten some very quick action through them at times. | 
presume you have used them also? 

Mr. Taytor. Yes. 

Mr. Gamsie. They seem to be very thorough. I am not adver- 
tising New York, of course. 

Mr. Taytor. Nor am I. 

Mr. Coie. | would be inclined to suggest that the committee should 
make some amendment to this present law. An amendment to pro- 
vide that the Defense Production Act authorize this SDPA to make 
a complete inventory of all small-business plants. 

Mr. Taytor. We certainly would want to retain our power to sce 
that inventories are made and usable to a maximum extent. I do not 
honestly believe that there is anything in our plans or procedures that 
requires an amendment here, however. 

Mr. Cour. As I see it, it does not either. But I also do not see 
quite the purpose of leaving it in. That ts all, Mr. Chairman. 

Mr. Nicnoutson. Mr. Chairman. 

The Cuarrman. Mr. Nicholson. 
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Mr. NicHoison. You say it costs you about $3 million a year to 
carry on this SDPA? 

Mr. Taytor. The entire appropriation for fiscal 1953, at the rate 
at which we have gotten the appropriation for the last quarter, would 
run in the neighborhood of $4 million, I believe. 

Mr. Nicnouson. $4 million? 

Mr. Taytor. Yes. 

Mr. Nicnoitson. How many of these contracts have you processed 
that have done somebody some good? 

Mr. Taytor. I would like to make it clear that what we have done 
so far has been done with $350,000, not with $4 million. All we 
have expended to date is $350,000. And that is all of it. 

Mr. Nicuoutson. That is one-quarter? 

Mr. Taytor. No; that has covered all our activities from our 
set-up in October 1951 to May 15. It is gone now, but that is all 
we have spent. 

Mr. Nicnouison. Well you have asked for a deficit appropriation; 
have you not? 

Mr. Taytor. Yes, to carry us through this fiscal year, and of 
course we will ask for on ,or next year. But all we have spent to 
date is $350,000. 

Mr. NicHoison. So, you will estimate it will cost about $4 million 
a year? 

Mr. Taytor. Yes; to carry out these responsibilities of certification 
and earmarking of contracts, we have got to have qualified personnel 
to do it. 

Now, I might add that that figure that I have given you, of $4 
million, is less than half what the old SWPC cost at a time when 
the dollar went much further than it does now. The total staff we 
propose is in the neighborhood of 25 percent of what that organization 
had in World War IT. 

Mr. NicHouson. So that you think you will need $8 million instead 
of $4 million? 

Mr. Taytor. No. 

Mr. Nicuouson. By the end of fiscal 1953? - 

Mr. Taytor. No, indeed. I see no need for it. 

Mr. Nicnoutson. How many of these propositions have you taken 
up and gotten results on? 

Mr. Taytor. Well, the loans that we have acted on are all detailed 
here, and I gave the figures during the course of my testimony. 

Mr. Nicnouison. Well, I cannot find it in here. What was it? 

Mr. Taytor. Well, if you will look in the second quarterly report 
on page 56 you will see the loans that we have made up to that date. 

We will, by July 15, have another quarterly report which will 
give you the figures up to then. That is in the loan field alone. 

Now we have handled many, many hundreds of individual cases of 
small-business men who have come in asking for help on contracts 
and allocation of materials and on other things. I cannot give you 
the exact number in hundreds, but we have handled a great many of 
them, 

The bulk of the money that we are asking for for the coming fiscal 
year will be for the purpose of earmarking these contracts, issuing 
certificates, and carrying on the loan program, 


97026—52—pt. 2——- 39 









1404 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mr. Nicno.ison. We have to borrow money somewhere; do we not? 

Mr. Taytor. The agency? 

Mr. Nicnotson. No; the people that you are helping in the agency. 

Mr. Taytor. Oh, yes; the people that we give financial aid to can- 
not get it from the Government unless aid is not available from private 
sources. 

Mr. Nicnouson. Well, if it is available from private sources, they 
would not come to the Government; would they? 

Mr. Taytor. Thatisright. They cannot come to the Government. 

Mr. Nicnotson. It is people who cannot get it from the banks. 

Mr. Taytor. That is right. 

Mr. Nicuo.tson. How many of those have gone through your office, 
and that you have recommended? 

Mr. Taytor. We have récommended about 100, and we have had 
about 550 people who have filed applications with us. 

Mr. Nicnoutson. Would that be about the number you would 
have next year or would it be twice as many? 

Mr. Taytor. That is 550 in the course of the first 4 months of this 
program’s operation, and the rate at which the applications are 
coming in is increasing. 

I would hate to give an estimate of what it would be next year, but 
if we have had 550 applications in the first 4 months I think we will 
have a good many more than that in the course of the first fiscal year 
when the program is known. 

Mr. Nicuotson. That is all, Mr. Chairman. 

Mr. Kitpurn. What do you do that the bank does not do? 

Mr. Taytor. We make loans that the bank would not make. 

Mr. Kitsurn. Well, how are your losses? 

Mr. Taytor. There have not been any yet. These loans are of 
course made only after we have quite carefully surveyed them to 
make sure that earning prospects, proceeds of the contract, or one or 
another source gives a good prospect of repayment. 

Now, our program in that respect is not radically different from 
the program for loans under 302, or 4 (a). 

The reason for the program, fundamentally, is that many banks 
either are not in a position to or as a matter of policy do not make 
loans even though the credit risk may look pretty good, because 
they may feel that they are committed as far as they want to be in 
that particular line, or any number of other reasons that may govern. 

No; we have had no losses on loans so far, sir. 

Mr. Kitsurn. Well, you have not had a chance. 

Mr. Taytor. There is always a chance. 

Mr. Kitspurn. But I mean you have not had any of them come 
due yet. 

Mr. Taytor. That is quite right. 

Mr. Kitsurn. Of course you have not had any. You do not know 
yet. 
Mr. Taytor. But you asked me the question, sir. 

Mr. Kitpurn. Yes. 

Mr. Gamsue. You do not make the loans. The RFC makes them 
on your recommendation. 

Mr. Taytor. That is right. The fund—it really is not a fund, 
it is a limitation on the amount of loans that can be outstanding at 
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Mr. GamsBue. By the RFC? 

Mr. Taytor. Yes; $100,000,000 for this purpose. The loans are 
made by the RFC upon our recommendation. 

Mr. GamBuie. You certify them to the RFC, and they can still 
turn it down if they want to, I suppose; can they not? 

Mr. Taytor. They can. The way it works out in practical effect 
is that our determination that the company is eligible—that is, if it is 
a small business and if it is within the purposes of the statute—is 
governing on the RFC. The RFC has the power to review the terms 
of the loan with respect to maturity and so forth, and they have to be 
satisfied on that score. 

Mr. Kitpurn. What do you feel about these loans? Do you feel 
they are bank loans or not? 

Mr. Taytor. Well, obviously they are not bank loans, or the 
banks would make them. 

Mr. Kitpurn. I am just talking about your judgment. 

Mr. Taytor. My judgment? 

Mr. Kitpurn. Yes. 

Mr. Taytor. Well, now, we have declined to recommend a good 
many more loans that we have recommended. As I have felt from 
the outset, the worst thing we could do for small business, for the 
reputation of the agency, or for any other purpose, would be to make 
loans unless our honest judgment was that the prospects of repayment 
are substantially certain and that is the standard we follow. 

Mr. McDonoveu. Well, these loans are all made on small plants 
that have defense-contract orders? 

Mr. Taytor. They are all made on small plants, but they do not 
all have defense-contract orders. The statute authorizes loans for 
essential civilian purposes. 

Mr. McDonovau. In other words you are expanding the functions 
of the small manufacturer, that was a function under the Department 
of Commerce; are you not? Are you not an expansion of what the 
Department of Commerce was doing for small business beforehand? 

Mr. Taytor. I am not aware that the Department of Commerce 
ever had authority to make loans. 

Mr. McDonoveu. No, but they did help small business. 

Mr. Taytor. Yes, in other ways, and still do. 

Mr. McDonoveu. And in the Executive order of the President 
transferring the functions of the Department of Commerce, to you, 
what the Department was formerly doing for small business? 

Mr. Taytor. Some of them; yes. 

Mr. McDonovueu. You say all of these loans are not granted to 
small business that has defense contracts? 

Mr. Taytor. That is right. 

Mr. McDonoveu. What percentage of the total number that you 
have approved are for defense contracts? 

Mr. Taytor. The majority are for defense contracts, but to give a 
percentage I would have to give that for the record after I run it off. 

Mr. McDonoveu. Well, can you give an example of a small plant 
that has been given a loan that is not a defense contract and for what 
reason it has been made? 

Mr. Tayuor. Yes; I think we will find some in appendix G. 

I find one here, a loan approved to the F. S. Campbell Co. in Idaho, 
working capital for the commercial processing of vegetable seeds, a 
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loan of $20,000, with bank participation of $3,000. That is what we 
would call an essential civilian loan and not a defense- production loan. 

Mr. McDonoveu. Essential civilian loan in connection with the 
present economic situation of the country? 

Mr. Taytor. That is what the statutory authorization is. It says 
“for defense or essential civilian purposes,” and that is the phrase 
Congress gave us to go by. 

Now, it is quite true that the majority of the loans we have made 
have been for defense contracts. That is, I think, the primary purpose 
of the section. But Congress did not so restrict it. Congress gave us 
the authority for essential civilian purposes. 

Now, we have made a number of administrative policy determina- 
tions, excluding a number of categories from eligibility for loans. We 
do not make them for real-estate purposes. We do not make them 
for retail and distributive enterprises. We try to concentrate on 
manufacturing and processing, something that contributes immediate- 
ly to the value of the commodity. 

Mr. McDonoveanu. In the processing field, what line of work have 
you granted loans to? 

Mr. Taytor. I have given you one example there, in Idaho. Let 
me see if I can find another. And I would be glad 

Mr. McDonovaeu. Mining. 

Mr. Taytor. We have not made any for mining that I can think of. 

Mr. McDonoveu. Lumber? 

Mr. Taytor. We have made a loan for lumber. It is not on this 
list because I think it is since April 15, but I know that we have. 

Mr. McDonoveu. That is for a logging operation? 

Mr. Taytor. I am sorry, my recollection is not sufficiently precise 
to give you the details of the loan, but I do recall that we have one in 
the lumber field: 

Mr. McDonovenr. What is the largest loan that you have made? 

Mr. Taytor. I see one here for $280,000, loan No. 30. There may 
have been one larger than that, but that is the biggest one I recall. 
No; here is one for $300,000. 

Mr. McDonovau. That is for what purpose? 

Mr. Taytor. To provide working capital for the manufacture of 
metal wire rope, tackle boxes and fittings, and fabricated steel, against ° 
defense orders. 

Mr. McDonoveu. And the terms of that loan are what? 

Mr. Taytor. That is not here, sir. I would be glad to furnish all 
this for you. 

Mr. McDonoucn. You mean the terms of the loan are established 
by RFC? 

Mr. Taytor. That works out this way: The field agency of the 
RFC, which makes the initial examination, usually proposes certain 
terms and conditions. Those come in to us, and we look at them, 
and sometimes we recommend changes; sometimes we adopt them as 
they are, and when we recommend it to the RFC we specify these 
terms and conditions that are either the same as or a variant of those 
the field agency has worked out. 

The RFC, when it acts on the loan, may still alter those terms and 
conditions further. And of course our records will show all these 
terms and conditions on every loan we have made, but I am afraid 
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individual cases. 

Mr. McDonovueu. And in addition to loans do you also certify for 
certificates of necessity? 

Mr. Taytor. We do not issue certificates of necessity; no. 

Mr. McDonovuenu. Do you certify? You do not have anything to 
do with a certificate of essentiality or anything of that sort? 

Mr. Taytor. Well, we do endeavor to persuade DPA to adopt 
policies which we think will be helpful to small business, but the basic 
responsibility there is that of NPA and DPA and not ours. 

Mr. McDonovuau. So that the emphasis of your aid to small busi- 
ness is for the defense production, rather than for civilian production? 

Mr. Taytor. The emphasis is certainly that. 

Mr. McDonovuau. And the majority of your loans are along those 
lines? 

Mr. Taytor. That is correct. 

Mr. Nicuoutson. Why could your functions not be transferred to 
the Department of Commerce? 

Mr. Taytor. They could be. 

Mr. Nicnoxison. You mentioned that the NAM man was 100 
percent wrong. 

Mr. Taytor. Well, they are a hundred percent wrong because 
what they said was that if you terminate DPA, these things will 
automatically go to the Department of Commerce. They will not 
at all. It would take new legislation by Congress to get them over 
there. Congress has vested these responsibilities in us, for reasons 
that I think are good. But whether good or not that is where Con- 
gress has put them and unless they are left there or unless you adopt 
a new law to transfer them, they will lapse. 

Mr. Nicnoutson. As I understand it, it was in the Department of 
Commerce before? 

Mr. Taytor. These functions were never in the Department of 
Commerce. They never had authority to make loans. 

Mr. NicHouson. Well, of course not all of them. Something has 
been added to it. 

Mr. Taytor. None of the major ones were. The Department of 
Commerce never had authority to issue certificates, never had author- 
ity to make loans—all those major things. 

Mr. Nicuotson. Well, you have not any authority. All the 
authority you have got is to recommend it to the RFC. 

Mr. Taytor. But they cannot be made unless we do recommend it, 
and the Commerce has never had that authority. 

Mr. Nicnotson. That is what I cannot understand, why the De- 
partment of Commerce could not do it as well as you. 

Mr. Taytor. Because you never authorized them, sir. 

Mr. Nicnotson. Well, we took it away from the Department of 
Commerce. 

Mr. Taytor. You did not take that away. They never had it. 
You gave that to us for the first time. This is a new loan authority 
which was never in the law before. It was put in last year and the 
authority is for the RFC to make loans on our recommendation. It 
is not a thing that came from the Department of Commerce. 

Mr. Nicuoutson. I would not say he was a hundred percent wrong. 
He might have been wrong. 


my recollection is not good enough to give it to you on each of these 
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Mr. Taytor. Well, I would be prepared to whittle that percentago 
down to two or three. 

Mr. Nicuotson. That is true; we never needed them in the Depart- 
ment of Commerce. 

The CuarrMan. Well, that is a question of law. 

Mr. Gamsuie. Well, you had a similar organization during World 
War IT? 

Mr. Taytor. That is correct, sir. 

Mr. Gamsue. They had a certain power. 

Mr. Taytor. The old SWPC had authority to make loans itself. 

Mr. Gamste. That was the Small War Plants Corporation? 

Mr. Taytor. Yes. We do not have that authority. You have 
given us the authority to recommend loans to the RFC and thereafter 
the RFC to disburse the money. 

The CuatrrmMan. I am glad you are inducing the RFC to make some 
small loans. I have a case somewhat similar to that mentioned by 
Mr. Patman. A fellow-townsman of mine, whom I knew well, applied 
to the RFC for a small loan of about $5,000. I told them I thought 
he was a good risk and that he would pay the loan back. They turned 
him down. They said he did not have quite sufficient assets. I in- 
quired as to his general credit reputation. “Well,” they said, “he 
has discounted all of his bills. He owes no money.” I suppose in 
his case the loan was not big enough to be respectable and that is why 
he was turned down. 

I hope you can induce the RFC to make some smaller loans. 

Mr. Taytor. Our test of respectability has nothing to do with size, 
Mr. Chairman. We are just as keen on the smaller ones as on the 
others. 

The Cuatrman. Are there further questions? 

Mr. McDonoveu. There is just one other point I have, Mr. 
Chairman. 

In a small manufacturing plant that has been awarded a contract, 
and must seek financial aid to carry the contract out, in your investi- 
gation do you require him to assure -you, before you certify to the 
RFC, a faithful performance of the contract, faithful performance 
and assurance of production? Do you investigate to see that he has 
the machinery, the facilities, the personnel, that he can complete the 
contract? Do you inform him of the responsibility that he is assum- 
ing? I do not suppose you have any authority to tell him how fast 
he has to return that loan to the RFC. Or do you? Do you go 
through all of those motions in order to complete the loan? 

Mr. Taytor. No, we cannot tell him how fast to return the money, 
but when we recommend the loan to the RFC we can say that in our 
belief this loan should be approved subject to the following terms and 
conditions: Repayment within such and such a period of time, and 
such a provision is ordinarily in there when we recommend it. 

As to whether we survey the plant and satisfy ourselves about the 
applicant, we either do that or else we are satisfied with the RFC 
field report that has already been made. 

If it is a matter of recommending a loan, we will ordinarily act on 
the basis of the RFC field report, unless we do not find it satisfacory. 
But if we have to go further and issue a certificate, not only to the 
RFC, but to the procurement agency, saying that we certify this 


= 
4 
ae 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1409 


man can do the job, we do not do that unless we have looked at the 
plant and satisfied ourselves. 

Mr. McDonoven. Is that a normal function of your Department? 

Mr. Taytor. Well, it is a necessary adjunct of issuing certificates, 
because the last thing I want to do is to discount our own certificates 
by issuing a lot of poor ones. 

“Mr. McDonovau. I would say before a man is eligible to bid, the 
procurement officer ought to know his facilities. In other words, you 
can get a lot of paper on your hands, you know, and they could broker 
these contracts around. In other words, do you know that the man 
who is bidding has the plant facilities, owns them and operates them, 
and has the labor and machinery available to do the job? 

Mr. Taytor. We certainly know that before we issue a certificate. 
In the usual case, where a company comes to us asking for a certifi- 
cate, they have already bid and very probably they are the low bidder 
and will get the contract if the procurement officer can be satisfied 
that performance is to be expected. But the procurement officer may 
not be fully confident of the financial resources of the company. In 
that event, we do examine the company, just the way you outlined 
a minute ago, and if we are satisfied that the company can be counted 
upon we give them the certificate and the procurement officer has to 
accept that certificate and the company gets the contract. If upon 
examination we are not satisfied, we do not give him the certificate, 
and in all probability he does not get the contract. 

Mr. McDonouau. Have you been operating long enough to have 
seen any one of these contracts that you had anything to do with 
completed? 

Mr. Taytor. I do not believe so. We have seen them embarked 
upon and rolling along well, yes. Whether any have been com- 
pleted, I would have to check our records. But we certainly stay 
in touch with all these situations because once again it is not going 
to do anybody any good, least of all our agency, least of all small 
business, to get a manufacturer into a position where he has borrowed 
money, he has embarked on a project which he cannot complete. We 
follow it through and make sure it is going well. As a matter of fact, 
during the last couple of days I have been spending considerable time 
in connection with a small company which does have a defense 
contract and an RFC loan and started having difficulties because one 
of its subeontractors was not performing properly. 

We have in that case located the necessary machinery to correct the 
process, given him access to that machinery—which does not cost 
very much, fortunately—and are in a fair way to getting him back to 
the road and producing acceptable goods for the Government. We 
do not have to do that every time, but we have to stand ready to make 
sure these things work out. 

The Cuatrman. If there are no further questions, we are glad to 
have your views, Mr. Taylor. I think your agency performs a very 
useful function. I know we all wish you success. 

Mr. Taytor. Thank you, Mr. Chairman. 

_ Mr. Wotcort. Mr. Taylor, those 64 loans totaling $7 million, that 
is an average of $109,375 per loan, roughly $100,000? 

Mr. Taytor. Yes, sir. 

The CuarrMan. You may be excused, Mr. Taylor. 
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Mr. Taytor. Thank you very much, Mr. Chairman, and gentlemen. 

The CuarrmMan. The clerk will call the next witness. 

The Cunrk. Mr. F. B. Wise, secretary-treasurer of the National 
Renderers Association. 


STATEMENT OF F. B. WISE, SECRETARY-TREASURER, NATIONAL 
RENDERERS ASSOCIATION 


The CHarrMan. Have you a written statement? 

Mr. Wisn. Yes; 1 have a two-and-a-half-page statement, which [| 
will be glad to furnish for the record. I also have a supplemental 
statement to that which I would similarly like to offer for the record. 

The CuatrMAN. Very well, you may do so and it will be considered. 

Mr. Wise. Thank you. 

(The statement referred to is as follows:) 


SraTreMENT oF F. B. Wise, SECRETARY-TREASURER, NATIONAL RENDERERS 
ASSOCIATION, BrerorE Housr BANKING AND CURRENCY COMMITTEE Con- 
SIDERING DEFENSE PRODUCTION LEGISLATION 


My name is F. B. Wise; I am secretary-treasurer of the National Renderers 
Association, an organization of approximately 275 domestic producers of inedible 
animal fats with national headquarters at 1424 K Street NW., Washington, D. C. 

We had not originally intended to ask the committee for time to make an oral 
statement at these hearings; however, a public announcement made by Price 
Administrator Ellis Arnall the day before yesterday has made it absolutely 
necessary that we bring certain facts to the attention of the committee. © Mr. 
Arnall’s announcement canceled the price ceiling roll-backs on crude soybean oil, 
crude cottonseed oil, crude corn oil and lard which he had previously promulgated 
on April 28 at the same time that he suspended the effective price ceilings on 
all of these products. We assert that this roll-back cancellation by Mr. Arnall is 
unfair and discriminatory and that it clearly sets one segment of domestic produ- 
cers off against another segment of domestic producers, all within the same 
general class or category. 

Briefly, the background of the situation is this. Members of the industry 
which this association represents are domestic producers of inedible tallow and 
greases which are processed directly from oil and fat-bearing animal byproducts. 
The Office of Price Stabilization has imposed two successive price-ceiling roll-backs 
upon inedible tallow and grease and when the second roll-back was under considera- 
tion by OPS last November, 7 out of 14 members of the so-called OPS Industry 
Advisory Committee for these products resigned en masse in protest to what 
they termed a “‘cut and dried” proceeding which, according to industry members 
present, involved endorsement of the proposed roll-back to the level already 
determined by OPS and without sincere consultation with representatives of 
industry as contemplated by Congress in the Defense Production Act. 

Announcement by OPS in January of this year of the second roll-back to levels 
initially proposed by OPS at the November 1951 Industry Advisory Committee 
meeting provoked a further storm of industry protest and thereafter the industry, 
through this association, presented its case some weeks ago, at the Senate Banking 
and Currency Committee public hearings on defense production legislation. Our 
principal point of objection in testimony before the Senate committee was to the 
effect that the inedible tallow and greases produced by the members of this 
industry have historically been recognized as moving in the same genera: price 
pattern as other domestically produced fats and oils such as lard, soybean oil, etc. ; 
if you will refer to the chart shown as the final page of the attached statement, you 
will see what we believe is adequate confirmation of this. We contended that 
this fact should entitle tallow and grease ceiling prices to be fairly related to the 
ceiling prices of the other domestically produced fats and oils but were not on the 
basis of the then current OPS ceiling levels although former OPA ceiling prices 
for all of these products had seemed to be on a fairly related basis. 

Now when Mr. Arnall announced his suspension and roll-back action with respect 
to lard, crude corn oil, crude soybean oil, and crude cottonseed oil on April 28, we 
considered that this at least put us in a more favorable over-all ceiling price 
relationship with the other principal domestically produced fats and oils. But 
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Mr. Arnall’s Monday announcement again relegates our industry into the position 
of being directly discriminated against. 

We feel that the domestic production of approximately 2 billion pounds annually 
of inedible tallow and grease compares favorably in size and importance to the 
domestic economy with the annual domestic production of 2.5 billion pounds of 
lard, 2.5 billion pounds of soybean oil, 1.5 million pounds of cottonseed oil, and 
250 million pounds of corn oil and that the domestic inedible animal fat rendering 
industry deserves just as fair consideration and treatment by the Office of Price 
Stabilization as other segments of the domestic fats and oils economy. 

We therefore respectfully ask this committee to instruct Mr. Arnall to cancel 
the second roll-back action with respect to inedible tallow and grease in order 
that these products may be placed on a fair and equitable price-ceiling basis in 
relation to the other principal domestically produced fats and oils. 

I also request that the attached statement be printed in the committee record 
as a part of our presentation. 


STATEMENT OF THE VIEWS OF THE NATIONAL RENDERERS ASSOCIATION WITH 
Respect To DrerenseE PrRopuUCTION CONTROLS 


This statement is submitted in behalf of the National Renderers Association—an 
organization composed of approximately 275 member companies which are 
largely single, independently operated establishments primarily engaged in the 
production of inedible tallow and grease which is extracted from fat-bearing 
materials obtained from literally thousands of farms, ranches, feed lots, meat- 
packing establishments, wholesale slaughterhouses, retail meat shops, and chain 
stores, hotels, restaurants, Government and State institutions and agencies. 
Mentbers of the association also produce animal proteins, commonly known in the 
trade as meat scraps or tankage, and some plants also accumulate hides and skins 
in connection with their operations. Inedible tallow and grease are principally 
used in the manufacture of soap; meat scrap and tankage are extensively used 
in poultry and hog feeds; and the many uses of leather goods are well known to 
everyone. Member plants of the association will be found in all States of the 
United States except two. 

Due to the perishable nature of the material, the operations of the industry 
are in most cases very closely supervised and regulated by city, county, or State 
health authorities and it is now a general practice that members of the industry 
be bonded or otherwise licensed to assure diligent performance of this special type 
of assignment. As a matter of fact, in the areas where plants of this industry 
are already in operation it generally follows that the local health requirements 
prohibit removal of such materials by general refuse disposal procedures. More- 
over, were it not for the existence of these plants, local units of government 
would have to provide for collection and disposal of such materials at great ad- 
ditional expense to their taxpayers. 

We urge continuance of the fats and oils import-control authority as set forth 
in section 104 of the Defense Production Act of 1951, for the following reasons: 

1. Definity.—Domestie producers of fats and oils sre entitled to a strong, 
specific, positive provision of law such as section 104 which enables the placing 
of all necessary limitations upon imports of competing fats and oils, especially 
in view of current price conditions in these markets. We are unwilling to leave 
too much discretion in the hands of the Secretary of Agriculture for fear he will 
fail to act just as in 1948-49 the Secretary of Commerce delayed removing ex- 
port controls on fats and oils (although he had full authority to do so) with the 
result that remendous domestic stocks of these materials accumulated in this 
country causing prices to decline precipituously and inflicting substantial losses 
on all segments of the domestic fats and oils-producing industry; it finally took 
literally a mandate of a congressional committee to cause the Secretary to remove 
the controls. And this unnecessary incident is undoubtedly well remembered by 
Congress—certainly it bas not been forgotten by domestic producers. In other 
words, on the basis of our experience with Government in the past, we believe in 
preventive provision rather than remedial redress. 

2. Interchangeability —All fats and oils have a high degree of interchangeability 
which means they can either be substituted directly one for another or by addi- 
tional processing at reasonable cost can be made acceptably similar to another 
oil or fat. It is well recognized that imports of any directly competitive article 
increase the available supply of the commodity and, in times of domestic surplus 
and forecasted large production such as is presently the case in fats and oils, this 
inevitably results in a decline in prices either because the abundance of supplies 
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causes buyers to offer less ana sellers to accept less or because the imported article 
is offered at a lower price which domestic sellers eventually have to meet. 

To a lesser extent, there is a similar result when a semidirectly competitive 
article is imported but the effect is particularly accentuated in the case of fats and 
oils because of the principle of interchangeability. For example, it can be shown 
that imports of soybean oil—a good, edible commodity—not only compete 
directly with, displace, and tend to drive down the price of domestically produced 
soybean oil and cottonseed oi! but also have an influence on the price and suppl) 
of such inedible fats and oils as tallow and fish oils because when soybean oil 
becomes plentiful in supply and cheap in price, it replaces fish oil in the paint and 
varnish trade which of course is an inedible use. The fish oil so displaced then 
becomes a possibility for use in the scap kettle where it would displace the in- 
edible tallow and grease produced by the members of this association, 

This chain of reaction should be cause for alarm among all domestic producers 
of such fats and oils as butter, lard, corn, soybeans, flax, peanuts, fish oil, and 
cottonseed and it explains why we feel that adequate protection should be always 
at hand. Certainly it is of great concern to the members of this association 
because neither they nor the Government have any control whatsoever over the 
fat-bearing materials which will result from the production of livestock in this 
country and which must be collected and processed promptly in order to avoid a 
health and sanitation problem of the first magnitude. 

3. Hquality.—We have no agricultural programs of any kind for our products 
and the modest legislative protection we were able to secure some years ago in 
the form of tariffs and excise taxes on imports has been slowly whittled away by 
our adversaries both in Government and out so that now we have almost nothing 
left. According to a recent comprehensive report by the Tariff Commission 
(October 1951), the average ad valorem equivalent of ail tariffs and excise taxes 
on all imports for consumption (free and dutiable), has been reduced frédm an 
average of 10.6 percent before any trade agreements to only 5.4 percent on 
August 1, 1951, a decrease of 49 percent. This is after eliminating the influence 
of price changes due to currency devaluation, and other influences. In the case 
of dutiable commodities alone (which ineludes most fats and oils) the reduction 
has been from an average of 27.7 to 12.5 percent—a decrease of 55 percent. 

With such a reduction in tariffs and/or excise taxes on imports other forms of 
protection to domestic industry, such as import control, seem to us to be impera- 
tive. At a time when the newly developed synthetic chemical and petroleum 
detergents are taking over an increasing share of the cleansing-material market 
which has historically up to this time required and consumed great quantities of 
domestically produced inedible animal fats, we need the continuance of such 
protection as we have—not a reduction of it. 

Careful study of the International Trade News Bulletin now issued monthly on 
behalf of the Contracting Parties to the General Agreement on Tariffs and Trade, 
Palais des Nations, Geneva, Switzerland, discloses the fact that in general, where 
foreign countries have reduced tariffs in order to get other concessions from the 
United States under the trade-agreements program and have made up Treasury 
deficits from grants, gifts, counterpart funds, excise, and other forms of taxes, etc., 
they have also developed a general program of import licenses, quotas, and 
exchange control as a protection to their home market. It is our view that section 
104 of the pending act is in complete harmony with the procedure of foreign 
countries and properly carries out the mandate of section 8 of article I of our 
Constitution which provides that ‘Congress shall regulate trade with foreign 
countries.”’ It is certainly germain in this act, which regulates the domestic 
economy, to take note of the possible damage from excessive imports. 

Congress has expressed its desire to protect domestic industry from injury or 
the threat of injury from imports of competitive materials in the escape provisions 
of the recently passed Trade Agreements Extension Act. We believe section 104 
is in harmony with and in the nature of a supplement to that provision. 








Il, THE TALLOW PRICE CEILING SITUATION 


Inasmuch as we wish to discuss at some length the tallow ceiling price roll-back 
order issued by the Office of Price Stabilization on January 8 of this year, it would 
be beneficial we believe to set down a chronological summary of the related devel- 
opments preceding the issuance of this order. The summary is as follows: 

January 26, 1951: OPS issues general freeze order establishing individual ceiling 
prices at the highest level at which sales were made during the period December 18, 
1950, to January 25, 1951. Most producers of tallow and grease had individual 
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ceilings of from 18 to 18.5 cents per pound; lard ceiling price under this order is 
approximately 18.5 cents per pound. Hide and skin prices frozen at highest 
sellers price during November 1950 in OPS CPR 2. 

February 1951: Specific dollars and cents ceilings established by OPS for 
cottonseed oil (23% cents per pound, crude valley basis), soybean oil (20% cents 
per pound, crude f. o. b. Decatur basis), and corn cil (24% cents per pound, crude, 
midwestern mill basis). Tallow and Grease Industry Advisory Committee ap- 
pointed and called to Washington for consultation on February 28. Hide Indus- 
try Advisory Committee appointed and called to Washington. 

“March 1951: Uniform ceiling prices for all grades of tallow and grease announced 
by OPS March 8, effective March 12, established on basis 15 cents per pound 
Faney grade. This represented a roll-back of 3-3.5 cents per pound trom GCPR 
ceiling price of most producers. Industry and members of Tallow and Grease 
Advisory Committee objected to the action but filed no formal protest believing 
this to be their contribution toward Government price stabilization efforts. Fish 
Oil Industry Advisory Committee appointed, met, and uni/orm ceiling price for 
this product set by OPS order in neighborhood of 16 to 17 cents per pound. 
Uniform dollars and cents ceilings generally at November 1950 levels established 
on hides and skins. 

August 1951: OPS approves increase in ceiling price for beef and unofficially 
let it be known that hide and tallow ceiling prices would have to be rolled back 
further to compensate for beef price ceiling increase. Requisite number members 
both Hide and Tallow Industry Committees wired Price Administrator DiSalle 
requesting to be consulted before such action is taken; they were informed that 
no such rollbacks were being considered at that time. 

November 1951: Hide Industry Advisory Committee called to OPS head- 
quarters at Washington, asked to approve rollback; voted unanimously against 
such action. 

Tallow and Grease Industry Advisory Committee called to OPS headquarters 
at Washington, informed that tallow ceiling prices were to be rolled back to 10% 
cents per pound, Fancy basis. Seven out of 9 members of the committee attend- 
ing this Meeting resigned en masse later in the day; the official membership of the 
committee was 14 at this time. Resigning membérs asserted they did not pro- 
pose to come to Washington at their expense to rubber-stamp Government actions 
which they said were apparently dictated by political expediency; all objected to 
the fact that the matters which they were supposed to consult with OPS on had 
been decided by the Government in advance and they said they were given no 
real opportunity to state their views regarding the proposed rollback. 

Price Administrator DiSalle appeared before Joint Senate-House Committee on 
Defense Production to give periodic reports concerning progress of price control 
operations. Was questioned extensively by Senator Capehart about the tallow 
roll-back plan and about the mass resignation of members of the Tallow and 
Grease Committee; Senator Maybank introduced into the record approximately 
160 telegrams received in protest to the tallow rollback plan. 

December 1951: Price Administrator DiSalle submitted lengthy memorandum 
to Joint Senate-House Committee on Defense Production setting forth policy 
OPS would follow in rolling back ceiling prices; used tallow as an example and 
described how the new rollback level had been arrived at; also told the committee 
that tallow had no cost of production. The latter statement provoked a storm 
of protest from the independent tallow-producing industry. Recently Economic 
Stabilization Administrator Roger L. Putnam has admitted that his agency 
recognizes that tallow does have a cost of production. 

OPS issues order rolling back ceiling prices approximately 5 cents per pound on 
cattle hides and about 18 percent on calfskins. 

January 1952: Tallow roll-back order issued January 8, effective January 14. 
Ceiling prices for all grades tallow and greases set at rate of 10% cents per pound, 
Fancy basis. 

It is our earnest conviction that the order issued January 8 by the Office of 
Price Stabilization rolling back the ceiling prices of all grades of inedible tallow 
and grease to a level of 10% cents per pound, Fancy basis, is discriminatory and 
unfair for the following reasons: 

(a) Inedible tallow and grease prices move in the same general price pattern 
as other domestically produced fats and oils; see the attached chart for confirma- 
tion of this. Therefore, price ceilings for inedible tallow and greases if established 
by any Government agency should be fairly related to price ceilings for such fats 
and oils. 
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(b) Inedible tallow and grease ceiling prices as set by the order of January 8 
are not fairly related to present ceiling prices for other domestically produced 
fats and oils, nor as compared with the relationship between these commodities as 
somueoned in the OPA ceilings of World War II, shown in the following tabu- 
ation: 





OPA ceiling | Present OPS 
price, June 1946} ceiling price 





Cents per pownd| Cents per pound 
12.8 23.5 
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(c) Inedible tallow and greases are the only items in the historically related fats 
and oils group which have been subjected to two successive price ceiling roll-backs; 
this is outright discrimination. Since the initial price freeze level of January 1951, 
the total roll-back in the case of tallow and greases has amounted to 8 cents per 
pound, or approximately 45 percent of the initial GCPR ceiling price. 

(d) To the extent that the Office of Price Stabilization used the pre-Korea price 
of tallow as a base period in arriving at the 104 cents per pound level established 
under the order of January 8, we assert that there is no legal grounds for such 
basis because the Defense Production Act specifically prohibits the use of any 
abnormal periods in the determination of ceiling prices. The attached price 
chart clearly indicates that the pre-Korea price of tallow not only was abnormally 
low—in fact, the Jowest it had been for the period 1941-51, but also was substan- 
tially lower than that of any other related domestically produced fat or oil. 

We consider that the most equitable and expeditious way to remedy this 
situation would be to immediately and completely remove all of these items 
from any form of price limitation, and of course we include a recommendation 
that the other products of the industry—namely, hides, skins, and meat proteins— 
be accorded similar treatment. However, if it be not the intention of Congress 
to consent to the withdrawal of such authority, then we shall insist that the 
extension legislation be phrased in such form as to preclude the price agency from 
singling out a lone fat or oil item such as ours and subjecting it to drastic pricing 
action without imposing similar treatment upon all other items in the same general 
commodity classification. This could be done, we believe, by including a short 
phrase at the appropriate place in the pricing provisions to read somewhat as 
follows: 

“* Provided, That no ceiling price shall be established or maintained on any domes- 
tically produced fat or oil which does not reflect a fair price relationship to other 
customarily related fats and oils.”’ 

As we understand, due to the parity guaranty provisions of the pricing act the 
OPS probably cannot lower the ceilings much, if any, on the principal domestically 
produced fats and oils such as those to which frequent reference has been made in 
this statement—other than tallow and greases. If this is so, the members of this 
association feel their products are entitled to similar treatment and we therefore 
make the request that tallow and greases be included under the parity guaranty 
sections of the pricing legislation. Perhaps this could be taken care of by desig- 
nating tallow and greases as agricultural commodities; we especially need a clarifi- 
cation of this point because we are being increasingly confronted with situations 
in Government whereby our products are claimed to be agricultural commodities 
when it comes to placing them under certain types of controls but when we need 
and seek relief we are informed that nothing can be done because our products 
are not defined as an agricultural commodity. 

Respectfully submitted. 


NATIONAL RENDERERS ASSOCIATION, 
By F. B. Wis, Secretary- Treasurer. 
By Dr. Jonn Ler Covutter, 
Consulting Economist. 
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Price comparisons, inedible tallow with other domestically produced fats and oils 
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Note.—Present OPS ceiling price for inedible tallow No. 1 is 9.25 cents per pound which became effective 
Jan. 14, 1952; inedible tallow and greases are the only fats and oils which have been subjected to a second 
roll-bs ick from the initial ce iling prices imposed on this group of commodities by the Otfice of Price Stabiliza- 
tion in January—February- March of 1951. 


Source: Compiled from reports of the Bureau of Agricultural Economics, U. S. Department of Agricul- 
ture and from daily issues of the New York Journal of Commerce and the Wall Stre et Journal. 


The CHarrMAN. The committee will now adjourn to meet tomor- 
row at 10 o’clock. 

(Whereupon, at 4:15 p. m., the committee adjourned, to meet at 
10 a. m., Thursday, May 22, 1952.) 

(Nore. —The committee was unable to meet on Thursday, May 22, 
due to the fact that the House met at 10 a. m. on that day, and so 
the next meeting of the committee was called for 10 a. m., Friday, 
May 23, 1952.) 
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FRIDAY, MAY 23, 1952 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Brent Spence, 
chairman of the committee, presiding.: 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, 
Addonizio, Dollinger, Burton, Fugate, Barrett, Cole, Nicholson, and 
Betts. 

The CuarrMan. The committee will be in order. 

We will resume our hearings and the clerk will call the first witness. 

The Cuierk. John J. Riggle, representing the National Council of 
Farmer Cooperatives. 


STATEMENT OF JOHN J. RIGGLE, ASSISTANT SECRETARY, THE 
NATIONAL COUNCIL OF FARMER COOPERATIVES 


Mr. Rieeie. Mr. Chairman, my name is John J. Riggle, assistant 
secretary of the National Council of Farmer Cooperatives, located at 
744 Jackson Place, NW., Washington. 

The CuHarrMAN. You may proceed as you please, Mr. Riggle. 

Mr. Riecie. Thank you, sir. 

This statement is submitted in behalf of the National Council of 
Farmer Cooperatives, a national organization of farmers’ associations 
which market farm products, and purchase farm production supplies 
for more than 2.6 million farm families. 

At the annual meeting of the representatives of member associations 
held January 14-17, 1952, at Chicago, the following resolution was 
adopted: 

Farmers, through longer working hours, have increased their production in 
spite of shorter supplies of labor, materials and equipment, to the point that 
prices of most agricultural products are below the levels permitted by the Defense 
Production Act. Because of this condition, we favor the immediate termination 
of controls on prices of agricultural commodities. Such controls tend to hamper 
production and are no benefit to consumers or producers, 

On April 15, the prices of practically all important agricultural 
commodities which enter into the cost of living computation were 
below the legal ceilings set by the Defense Production Act. This 
included the cereals, peanuts, and most grades of tobacco; dairy prod- 
ucts, wool, cotton, beans, peas, cotton and flaxseed, most seeds, hay; 
citrus fruits and apples. Indeed with the exception of cotton, pota- 
toes, milk and butter, and beef and lamb, 15 were below parity. The 
average price of all important products has been at 100 percent of 
parity for the last 3 months. 
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Section 401 of the Defense Production Act states the intent of 
Congress to provide authority necessary to achieve certain purposes 
to promote the national defense. 

First, maintenance of price controls on agricultural products which 
are and have been generally selling below the legal minimum (many 
of them considerably below the legal minimum) does nothing to 
prevent inflation and preserve the value of the national currency, 
which is the first stated purpose of the act. Inflation and value of 
the national currency register the ratio of supply of money and credit 
to its demand for use in production and distribution of farm products 
as well as other goods and services. The production and distribution 
position of agricultural products generally is such that they are not 
adding to the inflationary factors in the economy nor to the deteriora- 
tion of the value of money. On the contrary in many areas, farm 
products are a deflationary factor tending to stabilize and increase 
the value of money. ; 

Second, the present prices of agricultural products are not a factor 
in the second purpose of the act; to assure that defense appropriations 
are not dissipated by excessive costs and prices. Government 
purchases of raw agricultural products such as domestic foodstuffs, 
fibers and naval stores, constitute a relatively small proportion of 
Government contracts. At present prices they do not contribute to 
dissipation of defense appropriations. 

Third, the prices of agricultural products are not threatening the 
cost of living for workers and other consumers, nor the costs or 
production for farmers and businessmen. ‘This was another considera- 
tion listed in the purposes of the price control provision of the Defense 
Production Act. 

The Economic Indicators for April, compiled by the Council of 
“conomic Advisers for the Joint Committee on the Economic Report 
shows that as a production cost factor, compensation of employees 
has risen steadily since 1949 from $139 billion so that as of the first 
quarter, 1952, it stood at $185 billion. Compensation of employees 
constitutes 68 percent of our personal expendable income. ‘This 
measures approximately its place in the cost structure of consumer 
goods. Its dominating importance in the national inflation picture is 
roughly in that proportion. 

On the other hand farm proprietor income has grown from $13 
billion in 1949 to $16.9 billion in 1951, or 6.3 percent of the national 
personal income, It is apparent that farm prices, converted into farm 
proprietors’ income, is a relatively minor item in the national supply 
of spending money as compared to compensation of employees. 

Fourth, another purpose of the Defense Production Act was to 
eliminate and prevent profiteering, hoarding, manipulation, specu- 
lation, and other disruptive practices resulting from abnormal market 
conditions or scarcities. Such disruptive practices can dominate a 
market when there is a scarcity of production. Our experience in 
this country in peace and war is that short agriculture production 
has always adjusted itself to price and income situations. In case of 
production disasters, or in case of artificially restrained incentives, 
such as price controls, resulting searcities have not been overcome 
until rectified by income incentives to producers. 

Fifth, another stated purpose of price controls in the Defense 
Production Act is to protect consumers, wage earners, investors, and 
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persons with relatively fixed limited incomes from undue impairment 
of their living standards. 

Consumers have suffered no decline in the standards of living as 
applied to quantity and quality of foodstuffs. As a matter of fact 
they are demanding and getting foods of higher nutrient value and 
higher quality than in any previous period, because of the higher 
volumes and improved quality of products offered from the farm. 
In World War I, bread was the symbol of the cost of living. In 
World War II, milk was the symbol of the cost of living. In this 
present period, steak has been singled out by control advocates to 
symbolize the standard of living to which everybody is entitled. 
More and higher grade foodstuffs are available and are being con- 
sumed than ever before in history, at prices generally below ceilings 
authorized by the Defense Production Act. 

It is true that annuitants and others on fixed incomes do not have 
the flexibility of income of wage earners and proprietors. If food 
prices were fixed at levels prevailing when many annuities were con- 
tracted, as in the thirties, there would not be enough food produced 
to feed a fraction of our top-heavy urban and industrial population. 
With shortage, rationing, and black-market prices prevailing, annui- 
tants would get far less for their money than they are getting now 
with a fairly well-balanced supply-and-demand situation in primary 
food and fiber products. 

The plight of annuitants is fundamentally due to monetary and 
fiscal policies resulting in a large supply and use of money and credit. 
The fundamental cause must be corrected by other means than price 
control. Total loans and investments of commercial banks are up 
from 40.7 billions in 1939 to 133.4 billions in 1951; consumer credit 
has risen from 7 billion to 20 billion in the same period, and total 
deposits and currency have risen from 65 billions to 189 billions in 
the same period. Government policy has been to foster controlled 
inflation, and the situation of annuitants has deteriorated under 
this policy. 

Sixth, another purpose of the Defense Production Act is to prevent 
economic disturbances, labor disputes, interference with the effective 
mobilization of national resources, and impairment of national unity 
and morale. 

We know of no situation where the prices of agricultural products 
are jeopardizing national unity and morale, or remotely threaten 
such on the basis of fact. 

Seventh, another purpose of the Defense Production Act was to 
assist in maintaining a reasonable balance between purchasing power 
and the supply of consumer goods and services. 

We know of no area of the economy where a better balance between 
consumer purchasing power and the supply of goods has been main- 
tained than in agricultural products. Not only have we produced 
enough to satisfy consumer demands in this country, but substantial 
quantities of grain, cotton, and other products have been exported to 
foreign consumers at lower than world-market prices. 

Eighth, another purpose of the Defense Production Act was to 
protect the national economy against future loss of needed purchasing 
power by the present dissipation of individual savings. The report 
of the Council of Economic Advisers shows that as of the first quarter 
of 1952, the American people were saving at the rate of $17.5 billion 
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per year. This is the highest rate since 1942 and 1944, when consumer 
goods were being rationed or were not available at all. 

In our statement on the renewal of the Defense Production Act a 
year ago we said that the people, under wise leadership when properly 
informed of the factual relationships between public expenditures, 
taxes, credit, food production, material supplies, and scarcities, and 
inflation, and what people personally can do about it, would respond 
with a discipline and restraint which would be an eye opener to those 
who have learned to think in terms largely of controls and Govern- 
ment coercion. In the past year the effectiveness of the information 
approach carried on largely by private initiative, and the wholesome 
reaction of the people, hes been demonstrated in the area of family 
expenditures and savings. 

Ninth, another purpose of the act was to prevent the future collapse 
of values. The present production supply and demand situation, 
brought about by intelligent appraisal of the facts by the great mass 
of people, has stabilized purchase values in farm products at such 
comparatively moderate levels, as manifested in a general tendency 
toward commodity-price declines since early 1951, that a future col- 
lapse in values will more likely start in the industrial sector of the 
economy than in the rural sector. 

The report of the Bureau of Agricultural Economics as of April 15, 
1952, states that the average price of farm products is at the lowest 
level since vear-end 1946 and the parity ratio is 100. This is a decline 
of 9 points since a year ago. The largest monthly decline since 1946 
occurred in February 1952. 

If stabilization of the Government’s rearmament program on a pay- 
as-you-go basis at present tax-take levels is accomplished, we see 
nothing in the future situation which warrants price controls on agri- 
cultural products. The difficulty about controls is that the Govern- 
ment agency is not as sensitive to changing supply and price situations 
which affect demand as is the operator in the market place. It may 
take weeks to consider and approve a new Government price order, 
whereas the market will usually adjust itself in a few minutes. 

The advocates of price controls profess to see them as a temporary 
restraint during a period of violent upward demand and supply adjust- 
ments. The present portends no such upheaval in the supply and 
demand ratio for agricultural products. 

On the other hand many people close to the agricultural situation 
see considerably more downward adjustment of the prices of agri- 
cultural commodities in the foreseeable future, and the calling into 
play of agricultural price supports authorized by law. 

Our organization therefore respectfully urges that the provisions 
for price control in the Defense Production Act be repealed, as far as 
agricultural products are concerned. 

Now a word as to import controls. Under section 104 of the 
Defense Production Act, imports of certain agricultural products 
can be prohibited by the President when the Secretary of Agriculture 
determines that imports of such products would impair or reduce the 
domestic production of any such commodity below present production 
levels; or below such higher levels as the Secretary of Agriculture may 
deem necessary in view of domestic or international conditions; or 
which will interfere with orderly domestic storing and marketing of any 
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commodity or product; or which will result in any unnecessary burden 
or expenditures under any Government price-support program. 

The purchasing power of the people of the United States is much 
greater than that of most other peoples of the world. That purchasing 
power is the result of greater productivity per man and per hour. It 
has been built up over the years only by tremendous development and 
use of skills, technology, economic organization, and capital. Delib- 
erately we have placed our economic standards on a much higher plane 
than that of the rest of the world. 

The momentum of our economic activity as manifest in price 
and income acts like a magnet to pull the products of people of 
other countries to our markets even when we have a much greater 
proportion of the world’s goods as represented by the respective 
standards of living. Goods do not naturally flow where they are 
needed in the less productive areas, under such circumstances. ‘Trade 
does not build up where needed between the underdeveloped areas, 
operating at a lower level of economic activity, but tends to gravitate 
to the United States to compete in many cases with already sufficient 
or excess supplies of goods. This is particularly true of agricultural 
products and other raw materials. 

I might state that the figures for 1952 show that for the 12 months 
ending January 1952 our agricultural imports were 48 percent of the 
total imports for 12 months, while our agricultural exports were only 
28 percent of our total exports for the same period. There is a general 
tendency to concentrate on imports of raw materials, and export of 
finished manufactured goods. 

We do not need a larger share of the world’s oils and fats or rice, or 
dairy products. Other countries which we are supplying with aid do 
need them. Under the circumstances it seems to us to be not only 
realistic, but a forward step in balancing the distribution of the world’s 
goods that we should at times impose import controls on goods which 
are sorely needed in areas less well supplied than we are, and which 
we do not need here. It is necessary also to have this authority in 
order to protect our high level economic activity, if we are going to 
continue to shore it up with high level wages, good farm income, 
adequate capital formation, and a high level of taxation to support 
extensive Government activities. 

For this reason we support the principles of section 104 as necessary 
to protect the rest of the world as well as ourselves from the unbalanc- 
ing pull of a superior productive capacity and urge that the same 
principle be considered for other commodities produced in this country 
in sufficient quantities for the production and consumption necessary 
to sustain our progressive standard of living, especially when foreign 
production is so badly needed at home and in other countries. 

Now as to livestock quotas, the whole system of marketing livestock 
from the farm at the present time is built around competitive bidding 
of buyers at country points and central market terminals. It is the 
essence of accurate price making which is essential in a free economy. 

The imposition of livestock quotas automatically destroys the price- 
making function of the market and its dominant influence on the pro- 
duction and supply of meat. It destroys competitive bidding and 
reduces producer prices, and according to experience actually con- 
tributes to maldistribution of meat in channels of trade. 

We oppose the imposition of livestock quotas. 
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Mr. Chairman, I would also like to file a supplementary statement 
of about a page on the decontrol of canned and frozen food products, 
as they affect the prices of agricultural products which are processed. 

The CHairMan. It may be filed. 

(The statement above referred to is as follows:) 


OPS CANNED AND FROZEN Foop REGULATIONS EFFECT ON FARM PRICES 


1. Almost every item of canned and frozen foods is in ample supply. The law 
of supply and demand has been very definitely controlling prices. Only 12 percent 
are pushing ceiling prices and 88 percent are below ceilings. In the various 
commodities, there are certain packs available at below ceiling prices. 

2. Because of the fact that supply and demand is controlling the situation, 
processors are compelled on some items to meet prices of competitors whose price 
ceiling is extremely low because of some action of theirs marketwise in the base 
period, 1948. This has had a tendency to create a out-of-line condition in the 
marketing of related processed commodities. 

3. Prices of canned foods have remained about the lowest of all food prices. 
There has been very little if any change in the price level of canned foods since the 
year 1948. ‘This is notwithstanding the fact that the costs of processing, supplies 
and direct labor have consistently risen every year since 1948. As a matter of 
fact processed foods are suffering from Deflation in the price of products marketed 
and inflation on the cost side of things purchased such as cans, cases, labels, oils, 
greases, and other manufacturing supplies, as well as direct labor. 

4. Under number two deflationary effect of price control have been pointed out: 
namely, compelled to meet lowest ceilings of competitors which compel packing the 
item at a loss or the discontinuance of the item in the processing program. In 
addition to this margins of wholesalers and retailers have been squeezed in many 
instances to a point where there is little incentive for them to purchase goods and 
merchandise them in a rational and orderly manner. Because of the lack of 
incentive there has developed during the marketing season a policy of hand to 
mouth buying, on the part of most distributors. This policy is so extreme in 
many instances that a substantial volume of sales to consumers is impossible 
because of the lack of available stocks in distributors warehouses or on retailers 
shelves. 

5. As everyone knows there is an enormous amount of paper work required of 
the industry in the nature of reports. An additional burden has been laid upon 
all accounting departments and other personnel in their effort to arrive at legal 
ceiling prices, to properly interpret regulations, the wording of which is so involved, 
that even an expert attorney has extreme difficulty in understanding them. There 
is no doubt that this has been costing the industry millions of dollars with no 
gain of the net result to people of the United States. 

6. Under the latest proposed OPS program, prices of processors individual 
items cannot be raised unless the item shows a net of 15 percent or more under 
the net of the 1946-49 base period. Under this rule, the law can be ignored in 
that returns to the farmer can be held below parity. 

Therefore, the decontrol of prices of canned and frozen foods is urged by our 
farmers’ processing associations because the control of prices of these foodstuffs 
ignores the lowering of producer returns for the farm products supplied for pro- 
cessing below a level which can very well prove to be necessary for encouraging 
adequate production in face of increased labor and other coasts of production of 
canning and freezing crops. 


The CuarrMan. Does that conclude your statement? 

Mr. Riaaue. Yes, sir. 

The CuHarrmMan. Are there any questions of the witness? If not, 
you may stand aside, Mr. Riggle. We are very happy to have your 
views. 

The clerk will call the next witness. 

The Cierkx. Mr. Robert Loree of the National Foreign Trade 
Council. 

The CuHarrMAN. You may proceed, Mr. Loree. 

Mr. Loree. I should like to read my statement, Mr. Chairman, if 
I may. 

The Cuarrman. Very well, you may read it. 
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STATEMENT OF ROBERT F. LOREE, CHAIRMAN, NATIONAL 
FOREIGN TRADE COUNCIL, INC. 


Mr. Lorer. Mr. Chairman and gentlemen of the House Committee 
on Banking and Currency, the National Foreign Trade Council, Inc., 
which comprises in its membership manufacturers, merchants, 
exporters, and importers; rail, sea, and air transportation interests: . 
bankers, insurance underwriters, and others interested in the promo- 
tion and expansion of the Nation’s foreign commerce, desires to place 
itself on record as supporting the enactment of H. R. 7157. 

The council supports enactment of the proposed measure as &@ means 
of terminating the domestic controls now being exercised under the 
Defense Production Act to implement commodity controls established 
by the International Materials Conference, where “the domestic 
production of any commodity is in excess of the amount necessary to 

meet allocations for defense, stockpiling, and militar Vv assistance to any 
foreign nation authorized by any act of Congress.’’ In the view of the 
council, the commodity control activities now being carried on by the 
International Materials Conference are not only unnecessary, but are 
inimical to the economic welfare of the American people and to our 
national economy. 

The council is concerned that, through the domestic controls which 
have been set up to implement controls established by the Inter- 
national Materials Conference, we are attempting to put into effect 
the commodity provisions of the Habana Charter for an International 
Trade Organization. Chapter VI of the Habana Charter provided 
for the consummation of intergovernmental agreements which would 
involve the regulation of production, the imposition of quantitative 
controls over rege and exports, and the fixing of prices of primary 
commodities embraced in such agreements. These charter provisions 
also envisaged intergovernmental action designed, among other 
things, ‘‘to assure the equitable distribution” of primary commodities 
in short supply. 

The National Foreign Trade Council strongly opposed the Habana 
Charter and the provisions of that document “relating to intergovern- 
mental commodity agreements. The views of the council in regard 
to the charter were set forth in a comprehensive report entitled 
“Position of the National Foreign Trade Council With Respect to 
the Habana Charter for an International Trade Organization,” 
which was presented by the chairman of the council to the House 
Committee on Foreign Affairs at a hearing before that committee on 
April 27, 1950. 

Membership and participation by the United States in the Inter- 
national Trade Organization. Hearings before the Committee on 
Foreign Affairs, House of Representatives, Eighty-first Congress, 
second session, on House Joint Resolution 236, April 19, 20, 21, 25, 
26, 27, and May 1, 2, 3, 4, 5, 9, 10, 11, 12, 1950. A summary of the 
council’s analysis and conclusions regarding the intergovernmental 
commodity provisions of the Habana Charter, as set forth in the 
above-mentioned council report, is contained in an appendix to this 
statement. 

Briefly, the position of the council was that the provisions of the 
Habana Charter relating to intergovernmental commodity agreements 
were unsound and unworkable and would serve only to aggravate the 
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conditions they sought to rectify. The council felt that the charter 
reflected in large part the philosophy of economic nationalism, planned 
economy, and Government control of production, trade, and exchange 
which were the concepts of the Socialist or totalitarian state, not those 
of free, private, competitive enterprise on which the economic well- 
being and liberties of the American people are based. 

Congress refused to accept the Habana Charter. As indicated, the 
National Foreign Trade Council regards the International Materials 
Conference as an attempt by foreign nations and by the executive 
branch of the United States Government to put into effect the inter- 
governmental commodity provisions of the Havana Charter without 
congressional approval or sanction. 

The idea of allocating and stabilizing the prices of primary com- 
modities is not a new or sudden concept. Nor is it a scheme only for 
temporary application during a time of commodity scarcities. 

In the opinion of the National Foreign Trade Council, the Inter- 
national Materials Conference is only the latest of a series of steps 
both national and international in character, designed to carry out 
the objectives of the Habana Charter relating to intergovernmental 
commodity agreements. The idea of dealing with commodity sur- 
pluses by means of intergovernmental commodity agreements—that 
is, intergovernmental cartels—has long been favored by many Euro- 
pean countries. 

This method of dealing with commodity surpluses has also had the 
warm endorsement of the executive branch of the United States 
Government over a period of years. The Habana Charter concept of 
intergovernmental commodity agreements first appeared in the Pro- 
posals for Expansion of World Trade and Employment, published by 


the United States Department of State in November 1945. In March 
1947, William Taylor Phillips, Acting Chief of the International 
Resources Division of the Department of State, in testifying on the 
commodity section of the proposed charter for an international trade 
organization at hearings before the Senate Committee on Finance 
stated: 


It is not only the Department’s policy, but as you know, it has been approved 
by the other Government agencies that were engaged in compiling it, getting it 
together, thinking it out. It has gradually merged over a period of years. This 
particular chapter first appeared in the ‘“‘Proposals’’; then in the United States 
“Suggested Charter’; then in the London Draft; and, more recently, in the New 
— wie eng I think, the important provisions unchanged, or relatively 
unchanged. 

International Trade Organization. Hearings before the Committee on Finance, 
United States Senate, Eightieth Congress, first session, on Trade Agreements 
System and Proposed International Trade Organization Charter—part I, testi- 
mony, March 20, 21, 24, 25, 26, 27, 29, 31, and April 1, 2, 3, 1947. 

The International Materials Conference represents merely a revival 
of the intergovernmental commodity concept first sponsored by this 
country in the above-mentioned Department of State “Proposals for 
Expansion of World Trade and Employment.” 

The CHarrMANn. May I ask you a question? 

Mr. Loree. Yes, sir 

The CHatrmMan. What committees have jurisdiction over that 
subject in the House? 

Mr. Loren. The Foreign Affairs Committee. 
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The CuHarrMan. They have jurisdiction over the legislation affect- 
ing the subject on which you are talking? 

Mr. Lorgg. Yes, sir, they had at that time. 

The CuHarrMan. Well, has there been any effort to make any 
change in that in the Defense Production Act? 

Mr. iorer. Well, what is happening is that the provision of the 
Defense Production Act on control of prices and allocations is being 
used to implement these allocations made by this international body, 
the International Materials Conference, which has been set up to do 
the things that were proposed to be done under the Habana Charter, 
and which Congress would not ratify and would not permit. 

The CuatrMan. Then this is not attempted to be done under the 
Habana Charter because that was not ratified by the Congress? 

Mr. Lornsr. That is correct, what is being done, is trying to be 
done, in part, under the International Materials Conference, and we 
are implementing that without it having been approved by Congress, 
through the Defense Production Act. 

The CHatrMan. Well, I am just wondering what jurisdiction we 
have over this subject, but you may continue. 

Mr. Loren. This amendment would remove the power from under 
the Defense Production Act to implement these controls that the 
IMC is engaged in. 

That is the reason we are supporting this amendment. 

The CuarrmMan. Well, we will consider that. You may go ahead 
with your statement. 

Mr. Lorer. The intergovernmental commodity concept contained 
in the Habana Charter and the International Materials Conference 
has been vigorously supported over a number of years by organs and 
agencies of the United Nations. To cite only a few instances (a more 
extended summary of actions by United Nations agencies in further- 
ance of the intergovernmental commodity concept is contained in an 
appendix to this statement), a report on national and international 
measures for full employment, prepared by a group of experts ap- 
pointed by the Secretary-General of the United Nations and made 
public in December 1949, recommended, as a means of stabilizing the 
incomes of producers of primary commodities, the use of international 
commodity stabilization schemes. 

The Economic and Social Council of the United Nations, in a reso- 
lution adopted on September 13, 1951, recommended that members of 
the United Nations ‘“‘continue to accept the principles of chapter V1 
of the Habana Charter for an International Trade Organization as a 
general guide in intergovernmental consultation or action with respect 
to commodity problems.” 

Another United Nations report entitled ‘‘Measures for International 
Keonomic Stability,” prepared by another group of experts appointed 
by the Secretary-General and published in November 1951, also 
recommended the employment of intergovernmental commodity 
agreements as a means for “stabilization of world commodity markets 
in the face of the temporary ups and downs of demand and supply.” 
The report expressed the hope ‘that the current discussions of the 
international allocation of scarce materials will be accepted as an 
opportunity for introducing permanent stabilization schemes for a 
number of commodities,’ adding that “the possibility should be con- 
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sidered of converting these emergency (IMC) schemes into permanent 
stabilization arrangements.’’ The report expressed the further belief 
that no new international agency was needed to administer a com- 
prehensive scheme for intergovernmental commodity agreements, 
stating that existing international bodies, including the International 
Materials Conference, could be used for this purpose. 

Mr. Patman. Mr. Chairman, since we are going to meet at 11 
o’clock, and we will have to leave here before 11, this gentleman 
has some very interesting information, but we cannot get through 
by 11 if he reads his entire statement. I wonder if he would consent 
to answering some questions and filing his statement? 

The CuarrMan. The statement may be inserted in the record and 
then he may answer questions. 

Mr. Lorer. The foregoing United Nations report entitled “Meas- 
ures for International Economic Stability” is now on the agenda for 
consideration at the May 1952 meeting of the Economic and Social 
Council. 

As regards the efforts that are currently being made through the 
International Materials Conference to effectuate the commodity 
objectives of the Havana Charter without congressional approval, it 
will be pertinent to mention that, at the time of the above-mentioned 
hearings before the Senate Finance Committee in 1947, the Acting 
Secretary of State sent a letter to the chairman of the committee, 
stating that, “insofar as such commodity agreements impose any 
obligations on the United States requiring legislative implementation 
in any way, it is the intention of the Department that they should be 
submitted to the Congress.” 

Apparently, the Department of State feels that it has found a 
means through the International Materials Conference to effectuate 
intergovernmental commodity agreements without requiring “legisla- 
tive implementation in any way.”’ At any rate, the IMC allocation 
and price-control agreements have been formulated and put into 
effect without consultation with or the sanction of Congress. 

It might be argued that the implications of the International 
Materials Conference are not as broad as those of the commodity 
provisions of the Havana Charter. But, as stated, the Council 
believes that the aims of the commodity provisions of the Charter and 
those of the International Materials Conference are identical. 

The National Foreign Trade Council appears here today in support 
of H. R. 7157 because the Council believes that United States partici- 
pation in the activities of the International Materials Conference 
should not have been undertaken without congressional sanction and 
without legislative guidance governing such American participation. 
Further, the Council is opposed to the International Materials Con- 
ference in the principle and believes that United States participation 
in it is undesirable. 

It may be pointed out that the International Materials Conference 
was set up following a meeting between former Prime Minister Attlee 
of Great Britain and President Truman in December 1950, and 
subsequent consultation with the French Government. In January 
1951 the Governments of the United States, Great Britain and France 
announced that an International Materials Conference would be 
formed for the purpose of allocating scarce materials among the 
countries of the free world. 
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As of today, provision has been made for seven International 
Materials Conference commodity committees. These include com- 
mittees relating to copper, zinc, and lead; sulphur; tungsten and 
molybdenum; manganese, nickel and cobalt; cotton and cotton 
Jinters; wool; and pulp and paper. Of these committees, the first four 
mentioned have allocated materials within their jurisdiction on a 
regular periodic basis. The Pulp and Paper Committee, on the other 
hand, has not yet found it necessary to allocate the entire free world 
supply of pulp and paper, but has made emergency allocations to meet 
specific shortage situations. The two other committees, those dealing 
with cotton and cotton linters and wool, have as yet taken no alloca- 
tion action. 

A brief survey of the operations of the active committees of the 
International Materials Conference shows the following results: 

The Copper, Zinc, and Lead Committee, consisting of 12 nations, 
distributes the free world’s supply of copper and zine among 40 
countries by issuing to them so-called entitlements for consumption. 
In accepting these allocations, goveraments assume responsibility for 
seeing that their entitlements are not exceeded. 

The Sulphur Committee, comprising 14 countries, distributes the 
total free-world supply of sulfur among 32 groups of countries. In 
effect, 90 percent of the supply is contributed by the United States. 
To accomplish this distribution, the International Materials Confer- 
ence has assigned export quotas to the United States and to three 
other exporting countries. The United States quota has been met 
by restricting domestic sulfur consumption through allocations and 
by holding the domestic price below the export price so as to assure 
the necessary supply for export. It might be of interest in this con- 
nection to note that the Unitea States internal price ceiling on sulfur 
is approximately $23 per ton and that the United States export price 
is about $26 per ton, while Italian sulfur has been quoted at prices 
in excess of $100 per ton. It may also be noted that Mexico, one of 
the other three countries assigned an export quota by the International 
Materials Conference, has banned all exports of sulphur until all 
domestic needs of that country have been satisfied. 

The Tungsten and Molybdenum Committee, consisting of 11 na- 
tions, has established import and export quotas for these commodities 
for all nations of the free world. As a principal supplier of molybden- 
um, the United States has been assigned an export quota. In allocat- 
ing tungsten for the third quarter of 1951, the committee took an 
additional step and decreed that no producer of tungsten concentrates 
in any nation could demand a price higher than $65 per ton and that 
no importing country could purchase at less than $55 a ton. Thus, 
this committee operates as a world OPS for this commodity. 

The Manganese, Nickel and Cobalt Committee, comprising 11 
countries, has allocated the free world supply of these critical com- 
modities to 38 nations. 

All of the above-mentioned allocations have been implemented in 
the United States through a combination of the allocation and price 
control powers of the Defense Production Act. The enactment of 
H. R. 7157 would make it impossible for the United States Govern- 
ment to employ these powers to implement the allocation and price 
control action of the International Materials Conference. 
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While the Pulp and Paper Committee has not made any over-all 
allocation of pulp or paper, it has made emergency allocations to a 
number of countries including, among others, Greece, India, Pakistan, 
Yugoslavia, Israel, and Spain. The International Materials Con- 
ference, in making these allocations, stated : 

As sufficient newsprint for this emergency allocation was not obtainable through 
normal trade channels, the newsprint allocated will be supplied from North 
American sources by diversion from contracts between Canadian and United 
States mills and publishers in these countries. 

While this diversion may have been arranged with the cooperation 
of mills and publishers, the National Foreign Trade Council would 
regard as especially dangerous and undesirable any allocation agree- 
ments which might require the abrogation of contracts between 
private-enterprise firms, whether of the United States or any other 
country. 

An especially objectionable feature of the International Materials 
Conference program has been its interference with the stockpiling 
program of the United States, as authorized by Congress. Under the 
stockpiling program of this country, the Munitions Board, not the 
Defense Production Administration, is charged with the responsibility 
of carrying out the Congressional mandate relating to stockpiling. 

There is ample evidence that, as a result of International Materials 
Conference operations, the stockpiling program of the United States 
is not being carried out as contemplated under the Stockpiling Act of 
this country. For example, G. J. Ticoulat, Deputy Administrator of 
the Defense Production Administration and principal United States 
representative on the International Materials Conference, in referring 
to International Materials Conference copper allocations in a recent 
written statement filed with the Senate Committee on Banking and 
Currency, stated (Defense Production Act amendments, hearings 
before the Committee on Banking and Currency, United States 
Senate, 82d Cong., 2d sess., on S. 2594 and S. 2645, pt. 2, March 17, 
18, 19, 20, and 21, 1952.): 

In the first quarter of 1952, owing to the acute shortage, no specific provision 
was made for stockpiling. 

Similarly, a report on operations of the International Materials 
Conference, released by the International Materials Conference for 
publication on April 30, 1952, stated (p. 25): 

In the allocation plans for the first quarter of 1952, the Copper-Zine-Lead and the 
Manganese- Nickel-Cobalt Committees found it inadvisable to provide any special 
allowance for stockpile purposes, but maintained the principle of making such 
provisions in connection with future allocations when the supplies were sufficient 
to permit it. 

Apparently, the Defense Production Administration and the Inter- 
national Materials Conference have taken over the functions of the 
Munitions Board without congressional sanction. 

Besides preventing or curtailing additions to the United States 
stockpile of strategie and critical materials, International Materials 
Conference activities have also resulted in the removal of important 
commodities from this country’s stockpile of such materials in order 
to meet International Materials Conference allocations to foreign 
nations. The outcome of both of these International Materials 
Conference operations seems to be a plain frustration of the aims of 
Congress in enacting the Stockpiling Act. 
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The International Materials Conference is, in effect, a supergovern- 
mental cartel. Governmental representatives, sitting on International 
Materials Conference committees, make decisions affecting the 
economy, living standards, and national income of all countries of 
the free world. The International Materials Conference has con- 
cerned itself not only with allocation of materials for defense, but has 
undertaken to distribute all of the free world supply of commodities 
embraced in International Materials Conference among all free 
nations, neutrals as well as our allies in the NATO group or in the 
Pacific defense pacts. As a matter of fact, the bulk of allocations 
in respect of many commodities embraced in the International 
Materials Conference program has been for civilian, rather than 
military, uses. 

It may be noted that. these civilian allocations embraced substantial 
amounts for economic-development purposes in underdeveloped 
countries. The grant of International Materials Conference alloca- 
tions of scarce materials to underdeveloped countries follows in its 
application a resolution adopted August 13, 1951, by the Economic 
and Social Council of the United Nations, which recommended that 
industrialized countries— 


make every possible effort to insure that supply difficulties do not interfere with 
the development plans of underdeveloped countries. 

The enforcement of the International Materials Conference com- 
mitments has resulted in unemployment in the United States because 
materials produced in this country have been diverted to foreign 
nations; because the International Materials Conference has allocated 
to the United States inadequate quantities of materials not produced 


in this country; or because the International Materials Confereace 
has prevented American producers from supplementing their alloca- 
tions by purchasing in foreign countries available materials and 
importing them into this country. 

One of the most harmful consequences of International Materials 
Conference operations has been their effect on marginal producers of 
scarce raw material commodities in this country. One of the func- 
tions of the price mechanism under a free-enterprise economy is to 
bring into production the marginal producer. This is accomplished 
by arise of prices to the level necessary to make profitable the opera- 
tion of marginal producers. 

By refusing to permit prices of scarce commodities to rise to the 
level required to obtain the output of marginal producers, those 
responsible for operation of the International Materials Conference 
program have denied to this country and to the free nations generally 
the increased production of scarce commodities vitally needed to meet 
the defense and civilian requirements of the free world. 

The ultimate effect of the Government-sponsored International 
Materials Conference international cartels is to lower the American 
standard of living. Because of lack of raw material supplies due to 
International Materials Conference activities, American firms are 
prevented from producing needed consumer goods, both for domestic 
consumption and export; the American consumer cannot buy those 
goods which he is able and willing to purchase; and his inability to 
buy these goods will contribute ultimately to additional unemploy- 
ment in the United States. 
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Even if the International Materials Conference commodity allo- 

cation schemes were acceptable on grounds of principle, which they 
are not, they would still be objectionable because of the way in which 
they have been operated. Mr. Ticoulat, in the above-mentioned 
statement filed with the Senate Committee on Banking and Currency. 
stated that— 
the method back of the International Materials Conference distribution plan was 
a priority for direct defense requirements, provision for minimum strategic 
stockpiles, and the distribution of the remaining supply for civilian requirements 
on the basis of consumption in 1950. 
On this basis and using data supphed by United States Government 
officials before congressional committees and statements made by 
other officials of our Government, the allocations received by the 
United States under the International Materials Conference, despite 
assertions to the contrary by administrators of the United States 
defense program, have been considerably less than this country is 
entitled to under the International Materials Conference’s own 
formula. 

For example, under the International Materials Conference formula, 
this country should receive 19.6 percent of the total available copper 
supply of the free world for defense purposes and 36 percent of the 
supply for its civilian requirements, or a total for both purposes of 
55.6 percent of the free world copper supply. However, under the 
International Materials Conference copper agreement the United 
States allocation is only 49.1 percent of the free world’s s copper supply, 
or 6.5 percent less than the proportion to which this country should 
be entitled on the basis of the above-mentioned formula. This de- 
ficiency of 6.5 percent of the free world’s copper supply to which the 
United States is justly entitled on the above-stated basis is presently 
equivalent to 214,000 tons of copper per year. 

In 1943, in which United States copper consumption reached its 
all time peak of approximately 1,700,000 tons, the copper production 
of the free world amounted to a total of about 3,000,000 tons. In 
1952, according to International Materials Conference estimates, the 
free world production of copper will total 3,283,000 tons. This 
represents an increase of 283,000 tons. Yet, despite this inerease in 
the free world production of copper, the United States copper alloca- 
tion in 1952 is 88,000 tons less than this country consumed during 
the peak year 1943 

To cite another example, in 1950 the United States obtained 48.2 
percent of the total available free world’s supply of zinc. But the 
proportion of the free world’s zine supply allocated under the Inter- 
national Materials Conference zine agreement to the United States 
amounted during the first quarter of 1952 to only 46.9 percent, not- 
withstanding that this country’s requirements for zinc have greatly 
increased due to the expansion in production of military weapons and 
other products which the United States has undertaken to meet its 
own needs and those of the rest of the free world. In order to meet 
these needs the United States must, of course, curtail its consumption 
of zine for civilian purposes. It is obvious that the International 
Materials Conference formula was not applied in this instance. 

To mention one additional commodity, sulfur, the free world pro- 
duction of this commodity in 1952 is estimated by the International 
Materials Conference at about 6,000,000 tons. The International 
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Materials Conference estimate of United States production of sulfur 
for the same year is approximately 5,300,000 tons, or about 88 per- 
cent of the total free world production. The estimated United States 
production of sulfur for 1952 represents an increase since 1937 of 
approximately 2,560,000 tons, or over 93 percent. In spite of this 
tremendous increase in United States production, American con- 
sumption of sulfur has been restricted due to the necessity of meet- 
ing an International Materials Conference export quota. This export 
quota was assigned to the United States by the International Ma- 
terials Conference because foreign nations naturally preferred to pur- 
chase American sulfur at about $26 per ton instead of purchasing 
sulfur from Italy, an important export source, at prices reported to 
be in excess of $100 per ton. 

As to prices of International Materials Conference allocated com- 
modities of which the United States is a net importer, it is obvious that 
this country may not receive even the quantities of materials allocated 
to it so long as the OPS is induced to set unrealistic price ceilings on 
the affected commodities substantially below world prices. The fact 
is that this country gives other nations dollars which are used to bid 
up the free market prices of such commodities. During the period 
from July 3, 1948 to June 30, 1951, the ECA furnished almost $326 
million to European countries for the purchase of copper, 78 million 
for the purchase of sinc, and 57 million for the purchase of lead. Thus, 
United States dollars have been used by European countries to com- 
pete with the United States in bidding up the prices of materials con- 
trolled by the International Materials Conference. 

Prices affected by the practices just mentioned varied greatly in 
different countries. The following examples are illuminating. Accord- 
ing to the March 1952 issue of International Financial Statistics, 
published by the International Monetary Fund, the price of copper 
in the United States in January 1952, was 24.5 cents per pound. As 
of the same date, the prices of copper per pound in certain European 
countries, expressed in United States currency, were as follows: United 
Kingdom, 28.4 cents; the Netberlands, 43.6 cents; France, 45.3 cents; 
and Italy, 60.8 cents. 

In the case of lead, prices per pound on the above-mentioned date 
were as follows: United States, 19 cents; Italy, 21.2 cents; United 
Kingdom, 21.9 cents; and France, 26.8 cents. 

As regards zinc, the prices per pound on the date mentioned were as 
follows: United States, 21.3 cents; United Kingdom, 23.8 cents; France, 
29.7 cents; and the Netherlands, 30.3 cents. 

While it is not contended that other factors did not influence these 
differences in prices, certainly it must be accepted that the prices 
shown above are to a large extent extremely artificial and due almost 
entirely to the establishment of controlled prices on commodities 
produced on a world-wide basis. World prices should be established 
in a competitive free market based on the natural laws of supply and 
demand. 

The effects, which International Materials Conference operations 
have had on commodity prices, and the harmful consequences to the 
American economy, which have resulted from International Materials 
Conference commodity allocations, serve to emphasize the dangers 
inherent in the International Materials Conference to the economic 
welfare of the American people and to the free enterprise system of 
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this country. As has been indicated, the Council does not consider 
the allocation and other agreements arrived at through the Interna- 
tional Materials Conference and its commodity committees as proper 
foreign policy objectives of the United States Government. 

It is not proper for the United States Government to endeavor, 
either through the International Materials Conference or through 
other means, to supply raw materials to enable other countries to 
meet civilian needs or to hold down prices of raw material commodities 
needed by these countries from abroad. Nor is it necessary or de- 
sirable for our Government to endeavor to stabilize production or 
prices of primary commodities or other products produced by foreign 
countries or to assure to underdeveloped countries raw materials or 
other products needed for their economic development. It is par- 
ticularly undesirable for the executive branch of our Government. to 
enter into arrangements with other governments to accomplish these 
purposes. The claim that these “voluntary” arrangements are not 
commitments is disingenuous. 

The restriction on importation of commodities embraced in these 
agreements has the further undesirable result of reducing the total 
volume of imports that would otherwise come into this country and, 
thus, operates to cause or intensify balance-of-payments difficulties of 
other countries vis-A-vis the United States. Such restriction on im- 
ports of the affected commodities, a great proportion of which comes 
from underdeveloped countries, deprives these countries of dollars 
required for purchase in the United States of productive facilities 
needed for the economic development of these countries. And this, 
in turn, has resulted in increased outlays of United States Government 
funds for economic aid to underdeveloped countries and the consequent 
imposition of needless heavy burdens upon the American taxpayers. 

At this point it may be observed that the restrictions, which the 
International Materials Conference places on United States imports 
of primary commodities produced by underdeveloped countries, run 
counter to one of the principal declared objectives of the point 4 pro- 
gram. This was to bring about an expansion in the international 
exchange of goods and services, not to reduce such exchange as do the 
International Materials Conference commodity agreements. 

As regards the price-fixing features of the International Materials 
Conference commodity agreements, it should be pointed out that the 
United States Government, in seeking to bolster the economies of our 
partner nations in Europe by utilizing these agreements to keep down 
the prices of primary commodities required by these countries from 
abroad, contributes to the economic difficulties of countries such com- 
modities and, thus, tends to cause resentment against the United 
States among the latter countries. Latin American countries, in 
particular, strongly resented action taken by the United States in 
restricting the prices of raw material commodities and, thus, tends to 
cause resentment against the United States among the latter countries. 
Latin American countries, in particular, strongly resented action taken 
by the United States in restricting the prices of raw material com- 
modities purchased from them by this country during World War II, 
and similar resentment is resulting from the present price restricting 
activities of the International Materials Conference. The avoidance 
of such resentment against this country should, alone, constitute 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 14383 


sufficient ground for abandoment of the International Materials Con- 
ference commodity programs. 

The National Foreign Trade Council is strongly opposed to restric- 
tions on the domestic consumption and it can be justified only if 
necessary to enable the United States to meet the requirements of 
its own rearmament program or to assist cooperating free nations in 
carrying out similar programs. The council does not favor trans- 
forming the American economy into an economy of austerity. 

The prime objective is certainly an adequate supply of raw ma- 
terials essential to the defense program of the United States and 
cooperating free nations at reasonable prices. The council believes 
that the realistic way to attain this objective is to permit the operation 
of the factors of supply and demand. This, in turn, means removing 
those allocation and price controls which are required for the imple- 
mentation of the International Materials Conference program. 

As indicated, the council does not regard the International Ma- 
terials Conference allocation agreements as either necessary or 
desirable. Even if they were otherwise acceptable, they should not, 
in the opinion of the council, have beer undertaken without legis- 
lative sanction and prescribed stipulations by Congress governing 
United States participation in such agreements. Such legislative 
authorization would have involved congressional appropriations and 
controls, whereas under the International Materials Conference 
scheme the United States Government can give away American raw 
materials without any limitation by Congress. 

For all of the foregoing reasons the National Foreign Trade Council 
strongly urges the enactment of H. R. 7157, thereby eliminating those 
allocation and price controls which are primarily directed at the 
implementation of our commitments under the international materials 
program. 

Mr. Chairman, I would like to have inserted in the record appendixes 
A and B, attached to the statement. 

The CHairMan. They may be inserted. 

(The information referred to is as follows:) 


APPENDIX A 


SuMMARY OF ANALYSIS AND CONCLUSIONS OF NATIONAL FOREIGN TRADE COUNCIL 
REGARDING INTERGOVERNMENTAL COMMODITY PROVISIONS OF THE HABANA 
CHARTER 


The report, entitled ‘“‘Position of the National Foreign Trade Council With 
Respect to the Habana Charter for an International Trade Organization,’’ con- 
tained a detailed analysis of the Charter provisions relating to intergovernmental 
commodity agreements. The views of the Council regarding the commodity 
provisions of the Charter are indicated by the following excerpts from the Council’s 
report: 

eon the opinion of the National Foreign Trade Council, intergovernmental com- 
modity agreements are objectionable not only in principle but also because they 
inject government into trade, to the ultimate detriment both of private enter- 
prise and of producers and consumers of the commodities to which the agreements 
relate. The Council’s objection to the provisions of the Charter relating to inter- 
governmental commodity agreements runs both to the basic principles and com- 
mitments*embraced in these provisions and to many of the proposals set forth in 
the Charter for their implementation.” 

“Tn view of the Council, intergovernmental commodity agreements are designed 
primarily to do the very things that are prohibited to private enterprise under the 
provisions of the Charter relating to restrictive business practices, namely, to 
restrict output, allocate markets, and regulate prices. * * * It is certain that, 
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because of their very nature, intergovernmental commodity agreements will not 
only prove inefficacious as a means of preventing or eliminating maladjustments 
in the supply and demand for particular primary commodities but will produce 
consequences which may endanger both the national economy and the American 
way of life.’’ 

“No scheme for restricting production and regulating the price of a primary 
commodity can be successfully operated without a large measure of govern- 
mental control and regimentation of the affairs of the producers of such com- 
modity ; and, since schemes for production control and price maintenance normally 
result in the development of lower-priced substitutes and other attempts to 
circumvent such schemes, it is very probable that, in an endeavor to make such 
schemes work, governments will eventually tell consumers what they can and 
cannot buy or, rather, so control materials, labor and credit that only the things 
can be produced which governments want produced. And the ultimate conse- 
quence of any extensive resort to inter-governmental commodity agreements, 
which the charter would encourage, will very likely be complete regimentation 
of the national economy and of the lives of the people concerned. For the 
United States this would mean the end of the liberties and way of life which the 
American people have come to cherish. 

“The only real solution of the problem of overproduction in a particular in- 
dustry is the shift of productive facilities and producers out of such industry. 
And the most—-in fact, the only—effective means of bringing about such shift is 
the unfettered operation of the supply and demand factor on the price of the 
commodity in question. 

“In this connection, there is one basic fact that must not be lost sight of if the 
people of the United States—or of any other country, for that matter—wish to 
preserve free enterprise and the free institutions and liberties that go with it. 
That fact is that it is not possible, under a free enterprise system, for government 
to stabilize both prices and production. For the price of a given product is the 
barometer which determines the amount of that product which should be produced. 
If too much of a product is being produced in relation to the effective demand for 
the product, the price will fall and output will decline; if, on the other hand, the 
demand for the product exceeds the supply, the price will rise and production will 
increase. Price thus is the mechanism in a free enterprise economy which regu- 
lates output in relation to effective demand. It, however, can perform this 
function only if it remains unfettered. If prices are arbitrarily fixed or controlled 
by government, then there is no means by which the economy can regulate pro- 
duction and this function must, of necessity, be undertaken by government. But, 
as we have pointed out, government can undertake this function only at the 
expense of free enterprise and of the free institutions and liberties on which the 
free enterprise system is based.”’ 

“Summing up its position regarding the provisions of the charter relating to 
intergovernmental commodity agreements, the council believes that these pro- 
visions are unsound and unworkable and would serve only to aggravate the con- 
ditions which they seek to rectify. The council further believes that even a 
restricted application of these provisions would involve the United States in 
onerous and futile financial outlays. and that any attempt to apply them on an 
extensive scale could endanger the financial and economic structure of this country. 
The council, therefore, strongly opposes acceptance by the United States of the 
charter provisions relating to intergovernmental commodity agreements.” 





APPENDIX B 


SuMMARY OF AcTIONS BY UNITED Nations AGENCIES IN FURTHERANCE OF 
INTERCOVERNMENTAL ComMopity Concept oF HavANA CHARTER 


Following is a brief outline of steps taken by organs and agencies of the United 
Nations in promoting the Havana Charter concept for dealing with primary 
commodity problems through intergovernmental commodity agreements. 

The Eeonomie and Social Council, in a resolution adopted on March 28, 1947, 
recommended that, pending the establishment of the projected International 
Trade Organization, members of the United Nations, in dealing with problems 
affecting primary commodities, be guided by the principles laid down in chapter 
VI of the Havana Charter. The resolution also requested the Secretary-General 
of the United Nations to appoint an Interim Coordinating Committee for Inter- 
national Commodity Arrangements’’ to keep informed of and to facilitate by 
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appropriate means such intergovernmental consultation or action (as envisaged 
under chapter VI of the Havana Charter) with respect to commodity problems.” 

In view of the failure of the Havana Charter to obtain ratification by the United 
States and the consequent failure of the projected International Trade Organiza- 
tion to come into being, the Economic and Social Council, on September 13, 1951, 
adopted a resolution, recommending that members of the United Nations ‘‘con- 
tinue to accept the principles of chapter VI of the Havana Charter for an Inter- 
national Trade Organization as a general guide in intergovernmental consultation 
or action with respect to commodity problems.”’ 

In addition to the resolutions of the Economie and Social Council discussed 
above, the Department of Economic Affairs and various agencies and commissions 
of the United Nations have made studies and recommendations designed to effec- 
tuate the objectives of the charter regarding primary commodities. Among 
studies dealing with this subject is a report on National and International Measures 
for Full Employment, which was prepared bv a group of experts appointed by the 
Secretary-General at the request of the Economic and Social Council. This 
report, issued in December 1949, stressed the need, from the standpoint of pro- 
moting full employment, of stabilizing the incomes of producers of primary com- 
modities. In this connection, the report stated: ‘‘The most suitable method for 
maintaining agricultural incomes is the stabilization of the prices of staple com- 
modities in the world market, either through international commodity st»biliza- 
tion schemes, such as the International Wheat Agreement, or through the na- 
tional commodity stabilization schemes of those countries which control a. sub- 
stantial part of total world trade in any particular commodity.’’ The Inter- 
national Wheat Agreement, obligating participating wheat-producing nations to 
export and participating wheat-importing nations to imrort specified quantities 
of wheat at fixed prices during a 4-year period, is among the types of agreements 
provided for under the Habana Charter. 

The most recent United Nations action with respect to the question of primary 
commodities was the publication of a report on Measures for International 

<conomic Stability, prepared by another group of experts appointed by the Secre- 

tary-General pursuant to a resolution of the Economic and Social Council. This 
report, made public in November 1951, declared that the essential objective, in 
dealing with primary commodities, should be “the stabilization of world com- 
modity markets in the face of the temporary ups and downs of demand and 
supply.” The report stated that, for this purpose, ‘‘many different arrangements 
may be suitable for different types of commodities, including long-term contracts, 
multilateral quota systems of the Wheat Agreement type, and buffer stocks, 
either alone or in combination.” With regard to intergovernmental commodity 
agreements that involve buffer stocks, the report suggested that the International 
Bank for Reconstruction and Development might indicate a willingness to assist 
in the financing of such schemes. 

In connection with its proposals for dealing with primary commodities, the 
report further stated: ‘‘We hope that the current discussions of the international 
allocation of scarce materials will be accepted as an opportunity for introducing 
permanent stabilization schemes for a number of commodities. * * * The 
possibility should be considered of converting these emergency schemes into 
permanent stabilization arrangements.” 

At another point the report stated: ‘‘We do not believe that any new interna- 
tional agency to administer a comprehensive scheme for a range of different com- 
modities is necessary or practicable. The arrangements needed differ from 
commodity to commodity, and must be worked out and put into effect by the 
countries mainly concerned in each case. Coordination of general structure and 
policy amongst the various schemes is important, but international bodies—such 
as the Interim Coordinating Committee for International Commodity Arrange- 
ments and the International Materials Conference—already exist and can be 
used for this purpose.”’ 

Another international agency, though not directly related to the United Nations, 
has, through its espousal of price stabilization activities of the International 
Materials Conference, given support to some of the objectives of the commodity 
provisions of the Habana Charter. The Organization for European Economic 
Cooperation (the Marshall plan organization for Europe), in a report on financial 
stability and the fight against inflation, published in November 1951, stated: 

“International cooperation in the distribution of the major raw materials such 
as that dealt with by the International Materials Conference is an essential part 
of the measures required to prevent inflation. A fair distribution of supplies is 
necessary if production is to be maximized. A most important aspect of raw 
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material distribution is the prevention of price rises, except when they are justified 

by the necessity of expanding production. The rise in raw material prices over the 

last year has been one of the most important factors causing the general rise in 
rices; a further injection of this sort of inflation would have serious consequences 
or European countries.” 

Mr. Mutter. I was going to suggest, Mr. Chairman, that he tell us 
something about his personal background to supplement his statement, 
if he would, please. 

Mr. Lorer. I am sorry, I did not hear you. 

Mr. Mutter. In order to supplement your statement, would you 
tell us something about your personal background and interest in 
the subject? 

Mr. Loren. Well, I was vice president of the Guarantee Trust Co. 
of New York and engaged in foreign business for some 30 years, 
being in charge of all their foreign business, and I have been chairman 
of the National Foreign Trade Council for the last 5 years, having 
retired at the end of 1946. 

Mr. Mutter. How is that council made up, sir? 

Mr. Lorer. That council is made up of about a thousand members 
from all people interested in foreign trade. 

Briefly, they are bankers, insurance people, transportation people, 
exporters, importers, people who have investments abroad—all types 
of people. 

Mr. Mutrer. Thank you, sir. 

Mr Coe. Mr. Chairman. 

The CuarrmMan. Mr. Cole. 

Mr. Coun. H. R. 7157, which you support, is an amendment to 
section 101 of the Defense Production Act of 1950 as amended. 

Mr. Lorer. That is correct. 

Mr. Coie. Will you briefly and in your own words state what the 
impact of that amendment would be? What would it do? 

Mr. Loren. The impact of that amendment would be to prevent 
the use of price and allocation controls by the Defense Production Act 
to implement the allocations of the International Materials Conference 
beyond those that are necessary for defense operations, our own and 
those of people allied with us in those operations, and our stockpiling 
effort, and will leave free for our own economy, the other supplies that 
are in the world. 

Mr. Coir. How will that be in contradiction with any agreements 
which our State Department has made, or which any other branch of 
our executive department has made in connection with the Interna- 
tional Materials Conference? 

Mr. Lorer. Well, I am not sure that our State Department admits 
that there are agreements. 

Mr. Cote. I see. 

Mr. Lorer. But they have the effect, apparently, of agreements, 
because the International Materials Conference, which has some 12 
committees, have undertaken to allocate to all the free world certain 
percentages of the world supply of critical materials. Some of those 
committees have not functioned. The Cotton Committee and the 
Wool Committee, I believe, have not set any percentages, but, for 
example, take the copper situation, which has been to the fore in a 
good many people’s minds. They have allocated to the United States 
some 49 percent of the world’s production of copper, which is about 
what we received before we entered into the defense program. 
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And now, they have allocated to other countries an increased 
portion, whereas our defense allocation must come out of what we 
always received, practically. 

Mr. Coir. Let me ask one more question, then. If this admend- 
ment were made part of the law, and if any commodity is in excess 
of the amount necessary to meet allocations for defense, stockpiling, 
and so on, then there shall be no restriction or limitation imposed 
upon the right of any person to import such commodity from any 
foreign country; is that right? 

Mr. Lorer. That is about what the amendment does, yes. 

Mr. Cour. That is all. 

The CuarrmMan. Would that give any preference or immunity to 
imported goods over domestic goods of the same character? 

Mr. Loreg. No; that would not give any preference. 

The CuHarrMan. Would it make them freer from allocations? 

Mr. Loree. It would make them freer from allocations. 

The CHarrMAN. Well, that is a preference, is it not? 

Mr. Lorusz. No, sir, because that would also apply to the domestic 
goods beyond the need. 

Mr. Cote. Who would make the finding that domestic production 
is in excess of the amount necessary? 

Mr. Lorex. Who would make the finding? 

Mr. Cote. Yes, sir. 

Mr. Lorez. I believe the President would make the finding. 

Mr. Coxe. Thank you. 

The CuarrMAN. Well then, those priorities, as far as their use in 
this country is concerned, would be subject to the Defense Production 
Act just as other priorities? 

Mr. Lorer. That is right, as far as defense and stockpiling and all 
the rest is concerned, but it would probably save us from having to 
take out of stockpiles all the time. Here in this morning’s paper it is 
indicated that we are going to have to take another 20,000 tons out 
of copper stockpiles. We took some 200,000 tons out last year. The 
picture as we see it is, taking the 1950 figures, our allocation out of 
1,300,000 tons, which would come to us out of the copper production 
of the world is some 520,000 tons of that, and that would have to be 
allocated for defense, leaving only 780,000 tons to take care of our 
ordinary domestic commercial needs, which normally took 1,300,000 
tons. 

The allocation for 1952 of some of our other people in the defense 
effort, such as Belgium—Belgium got a 25-percent increase in its alloca- 
tion. The United Kingdom got a 4-percent increase. France got a 
15-percent increase. The United States got a decrease. And that 
caused unemployment, which was partly saved by the release by the 
President, from stockpile, of 200,000 tons of copper. 

The Chairman. How would your bill stimulate the increased pro- 
duction in the United States? 

Mr. Loree. Because that would lay open to us the outside supply. 

The CuarrmMan. There would be no restriction on that? 

Mr. Loree. No, sir, not after we had provided what was necessary 
for defense, stockpiling, and for the defense efforts of our friends. 

The CuarrMan. Who would decide that? 

Mr. Lorer. The President would decide what was required for 
those parts of our economy, and when he had decided we had received 
all of that we needed, the rest of it would be free for our economy. 
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Mr. Cote. Mr. Chairman, may I ask another question? 

The Cuarnman. Mr. Cole. 

Mr. Coun. Has the Foreign Affairs Committee done anything 
with this particular amendment or bill? Have they had any hearings 
on the point which you are raising? 

Mr. Lorex. So far as I know. they have had no hearings since the 
half and a quarter was formed. 

Mr. Nicwotson. Hasn’t some committee of Congress looked 
into this matter of metals, and the importation and distribution 
of them? 

Mr. Loner. I do not think that there has ever been any reference 
to any general committee of Congress of the executive branch’s 
participation in these international controls. 

Mr. Coxe. I think you have a very important subject here and a 
very interesting one. I am only concerned about the fact that, 
personally, so far as I am concerned—and I would not be surprised 
if that were not true of the rest of the members of the committee—we 
are a little at sea on this proposal and I am afraid you are not going to 
get the proper consideration you should have. It seems tome to bea 
subject which would require considerable study. I wish we could 
give it the study. 

The CHARMAN. It is a question that is primarily within the juris- 
diction of the Foreign Affairs Committee. 

Mr. Lorer. With your permission, we would like to submit this 
same statement to the Foreign Affairs Committee. And perhaps 
to the military, because it does seem to us that our stockpile is threat- 
ened with these international allocations. 

The CuarrMan. I suggest that you do submit the same statement 
to the Foreign Affairs Committee and let them study it. 

Mr. Lores. Thank you. 

Mr. Mutter. Mr. Chairman, I do not want to delay the matter 
too much because it seems that it does belong before another com- 
mittee, but I must point out this: Under section 2 of the bill you would 
vitiate everything you attempt to do in the Defense Production Act. 
Under that section if the country needed every ounce of copper that 
was coming into the country for the defense effort, and you wanted 
to buy abroad, you, individually, or your company, wanted to buy 
abroad, all the copper you could lay your hands on, to bring into this 
country and make ashtrays of it, under section 2 you would be per- 
mitted to do so. 

Mr. Lorer. No, sir, not if I read it correctly. This bill provides 
Mr. Mutrer. Let me read it to you. Section 2 says: 





No rule, regulation or allocation under this title shall apply to purchases by any 
person of any material outside of the United States or its Territories and posses- 
sions for importation into the United States of America for his own use or for 
fabrication by him into other products for resale. 

If it does not mean that, I would like to have your explanation—— 

Mr. Lorer. Don’t you have to read the first part of this before you 
get to the second? “If the domestic production * * * 

Mr. Mutter. The first section amends section 101 of the Defense 
Production Act, and your second section amends section 402 of the 
act. 

If it is not your intent to accomplish what I say the bill accom- 
plishes, then I think you ought to have the bill corrected. That is my 
impression from a hasty reading. 
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Mr. Loren. No, I think what would happen—as you know, under 
the Defense Production Act, there are two methods of control. One 
by price and the other by allocation. 

Take copper, for example. Copper is really not the thing that is 
of much concern. Actually, up to now, anybody who was engaged in 
the manufacture of anything with copper could buy at any price he 
wanted outside the United States, and bring it into the United States, 
as long as he didn’t sell it. 

If I wanted to pay Chile $1.50 a pound for copper, I could have done 
it, and have brought it in and used it to make something that I was 
manufacturing. 

But, if I brought it in, then my tickets on allocation would be re- 
duced, and it would apply against my quota. We are not suggesting 
that that control be taken away. The only thing that we are sug- 
gesting is that we be permitted to buy it, and that we are not subject 
to the control of the International Materials Conference and its allo- 
cations, and that after the Defense Production people have received 
what they need for defense purposes, then we can be free to buy it and 
use it. 

The CuHarrman. Are there further questions? If not, you may 
stand aside. 

(The following statement was submitted for inclusion in the record: ) 


STaTEMENT oF Sreriine St. Jonn, Jr., oN BenALF or THE UNITED STATES 
Foreicgn-TrRADE Zones BY THEIR JOINT REPRESENTATIVE, WuHo Is ALso 
CHAIRMAN OF THE SPECIAL CoMMITTEE ON ForREIGN-TRADE ZONES OF THE 
AMERICAN AssocIATION OF Port AuTHoRITIES, OF WuHicH ALL UNITED States 
ForeiGn-TRADE Zones ARE MEMBERS 


Mr. Chairman and members of the committee, the United States Foreign-Trade 
Zones are facilities established, operated, and maintained in domestic ports of 
entry to expedite and encourage foreign commerce under authority of the Celler 
Foreign-Trade Zones Act of 1934 (Public Law 397, 73d Cong., 48 Stat. 998) as 
amended. 

At the present time there are six foreign-trade zones operating under grants of 
the Foreign-Trade Zones Board, which is composed of the Secretary of Commerce, 
Chairman, the Secretary of the Treasury, and the Secretary of the Army. These 
Six are: 








Estab- 
Grantee lished 
Pe At 1 
Foreign-Trade Zone No. 1_..---.....---- Cee ENO MM ca eA on a soniin gh minnie = Ja achewpene | 1937 
Foreign-Trade Zone No. 2_........-.-.-- Board of Commissioners for the Port of New Orleans_.| 1947 
Foreign-Trade Zone No. 3_.......-.----- Board of State Harbor Commissioners for San Fran- 1948 
cisco. 
Foreign-Trade Zone No. 4........--..--- CA O8 A IIe ce ciacpe enintenh dcceisepesceene 1949 
Foreign-Trade Zone No, 5_....-.-------- I I ae ee eae P tect tcl Ena, 1949 
Foreign-Trade Zone No, 6....-..-..----- Scobey Fireproof Storage Co. of San Antonio, Tex_---- 1950 








The functioning of these zones has been seriously interfered with by administra- 
tive interpretations of the Defense Production Act of 1950, as amended, by certain 
public agencies deriving authority therefrom and concurred to by the Depart- 
ments of Commerce, Treasury, and the Army. 

Section 3 of the Celler Foreign-Trade Zones Act of 1934, as amended, reads in 
part: 


“Sec. 3. Foreign and domestic merchandise of every description, except 
such as is prohibited by law, may, without being subject to the customs laws 
of the United States, except as otherwise provided in this Act, be brought 
into a zone and may be stored, sold, exhibited, broken up, repacked, assembled 
distributed, sorted, graded, cleaned, mixed with foreign or domestic mer- 
chandise, or otherwise manipulated, or be manufactured except as other- 
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wise provided in this Act. and be exported, destroyed, or sent into customs 
territory of the United States therefrom, in the original package or otherwise; 
but when foreign merchandise is so sent from a zone into customs territory 
of the United States it shall be subject to the laws and regulations of the 
United States affecting imported merchandise;”’ 

and section 15 (c) reads: 

“The Board (the Foreign-Trades Zones Board) may at any time order 
the exclusion from the zone of any goods or process of treatment that in its 
judgment is detrimental to the public interest, health, or safety.” 

From the time of their establishment, the grantees and users of the Foreign- 
Trade Zones have predicated their operations upon the basis that the articles 
prohibited by law from entering the foreign-trade zones were those specifically 
and absolutely prohibited from entering the territory of the United States; 
that articles which Congress by law had deemed inimical to the morals, health, 
or best interests of the Nation if they were so much as discovered within the 
sovereign limits of the United States were in like manner denied admittance to 
the foreign-trade zones. 

On the other hand, laws and legal regulations thereunder which denied or 
restricted the introduction of articles into the domestic commerce of the United 
States have long been considered by zone grantees and users not to be applicable 
to the bringing of merchandise to foreign-trade zones unless specifically excluded 
by the foreign-trade zones board under section 15 (c) of the act quoted above. 

In construing section 3 of the act quoted above, the zone grantees and users 
have operated on the assumption that foreign and domestic merchandise of every 
description properly in a zone was not subject to the customs laws and, further, 
that foreign merchandise was not subject to the laws and regulations of the 
United States affecting imported merchandise until and unless such foreign 
merchandise was sent from a zone into the customs territory. 

Now the laws and regulations of the United States affecting imported mer- 
chandise are far broader than the customs laws and govern the conditions under 
which foreign merchandise may enter into the commerce of the United States. 
Such conditions may be imposed not only under the Tariff Act but by laws under 
which the Department of Agriculture, the Pure Food and Drug Administration, 
the Department of Commerce, and other agencies including the emergency 
agencies are given power to regulate conditions of importation and processes of 
treatment. 

It is with deep concern for the integrity of the Celler Foreign-Trade Zones Act 
of 1934, and the continued functioning of the United States foreign-trade zones 
that zone grantees and users have viewed the assumption of jurisdiction over 
merchandise and processes of treatment within foreign-trade zones by agencies 
other than the legally constituted foreign-trade zone board. 

Under section 104 of the Defense Production Act of 1950, as amended, the 
Production and Marketing Administration of the Department of Agriculture 
defines ‘“‘import”’ in section 1 (g) of their regulation DFO-3 as follows: 

““*Tmport’ means to transport in any manner into the continental United 
States, Puerto Rico, the Virgin Islands, or any territory or possession of the 
United States from any foreign country. Jt includes shipments into a free 
port, free zone, or bonded custody of the United States Bureau of Customs 
(bonded warehouse) in the continental United States, Puerto Rico, or the 
Virgin Islands and shipments in bond into the continental United States, 
Puerto Rico, or the Virgin Islands for transshipment into Canada, Mexico, 
or any other foreign country.” [Italics supplied.] 

This assumption of jurisdiction is taken despite the Secretary of Agriculture’s 
statement of policy in his Determination Relating to Imports Under the Defense 
Production Act (Fed. Reg. of Aug. 11, 1951): 

“It is hereby determined that imports (other than by the Government of 
the United States) into the commerce of the United States of the commodities 
and products hereinafter listed, except as herein specified, would with re- 
spect to each such commodity or product (a) impair or reduce the domestic 
production of a commodity or product specified in said section 104 below 
present production levels, (b) interfere with the orderly domestic storing and 
marketing of a commodity or product specified in said section 104, or (c) re- 
sult in an unnecessary burden or expenditure under a Government price- 
support program.” [Italics supplied.] 

The receipt in a foreign-trade zone of butter, cheese, and the other products of 
section 104 cannot possibly be considered as having entered the commerce of the 
United States and to exclude these products from the zones could not have been 
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intended by Congress under the Defense Production Act or by the Celler Foreign- 
Trade Zones Act. 

The second Government agency which has assumed jurisdiction over mer- 
chandise in foreign-trade zones under the Defense Production Act is the National 
Production Authority. Their definition of “import” (regulation M~-8 as amended 
April 2, 1951), which it is to be noted differs from that of the Production and 
Marketing Administration although arising out of the same statute, follows: 

‘«<Tmport’ means to transport in any manner into the continental United 
States from any foreign country or from any territory or possession of the 
United States. It includes shipments into a United States foreign-trade 
zone, or bonded custody of any United States collector of customs (bonded 
warehouse) in the continental United States and shipments into the con- 
tinental United States for processing or manufacture in bond for expor- 
tation. ‘Import’ does not include shipments in transit in bond through the 
continental United States without processing or manufacture to Canada, 
Mexico, or any other foreign country, or shipments through United States 
foreign-trade zones to a foreign country without processing or manufacture. 
However, if any material in such shipments in transit in bond is because 
of a change in plans, to be sold or used in the continental United States, or 
subjected to processing or manufacture in the continental United States, it 
becomes an ‘import’ for the purposes of this order and requires the reports 
specified in section 14 of this order.”’ 

This definition, too, is not consonant with the Celler Foreign-Trade Zones Act, 
for it brings within the jurisdiction and control of NPA foreign merchandise that 
is processed or manufactured in a zone. The NPA has stated that its authority 
goes beyond regulating the importation of articles into the customs territory of 
the ‘United States that have been processed or manufactured in a foreign-trade 
zone. It claims the authority to prohibit or control manufacture and processing 
of anv commodity, domestic or foreign, within a zone. 

It is again pointed out, however, that the Celler Foreign-Trade Zones Act 
excludes foreign merchandise from the application of import laws and regulations 
until such merchandise is brought into customs territory, despite the broad appli- 
cation of the Defense Production Act, and it is the firm belief of the zone grantees 
and users that the NPA should not control the processing and manufacture of 
foreign materials within zones. It may be within their realm to control the 
bringing of foreign products into the customs territory and so control, indirectly, 
processing and manufacture within a zone; but under the Celler Act, foreign 
merchandise brought to a zone has not been imported into the commerce of the 
United States nor such importation signified by the making of a customs entry. 

The third Government agency which is presumed to have authority within 
foreign-trade zones under the Defense Production Act is the Office of Price 
Stabilization. This agency, too, has a definition of “import’’ which differs from 
those of the Production and Marketing Administration and the National Produc- 
tion Authority. The OPS definition as found in CPR 31, section 2, follows: 

“A commodity is imported which is transported from a place outside the 
continental limits of the United States to a place inside the continental 
limits of the United States, its territories, and possessions. However, com- 
modities shipped into the United States, its territories, and possessions from 
outside thereof and entered in a foreign-trade zone or under general order 
or in a bonded warehouse for transshipment and actually transshipped to a 
destination outside the continental limits of the United States shall not be 
deemed ¢o be ‘imported’.” 

Of the three agencies, the Office of Price Stabilization has gone farthest to 
preserve the purpose of foreign-trade zones and the status of foreign merchandise 
therein. It does not presume to impose its control regulations upon sales of 
foreign merchandise in zones. The OPS takes the position that when such 
merchandise is sent from a zone into customs territory, then it comes within the 
jurisdiction of the OPS. If the merchandise is transshipped to a foreign country, 
the OPS has no interest. 

To summarize, we have the situation of having three separate Government 
agencies taking their authority from one statute, the Defense Production Act, 
writing three separate definitions for imported merchandise, each one different 
from the other, although all three have claimed full jurisdiction over zone mer- 
chandise for such purposes as they choose to exercise. The foreign-trade zones 
board has supported these agencies in their application of authority to zones and 
zone merchandise. Foreign-trade zone grantees and users do not subscribe to 
this view of diverse authority. They maintain that the Cellar Foreign-Trade 
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Zones Act has not been repealed or superseded in its intent to exempt foreign 
merchandise in a zone from ‘“‘the laws and regulations of the United States affect- 
ing imported merchandise.”’ They also feel that Congress in enacting the Defense 
Production Act did not intend that the usefulness of foreign-trade zones be 
impaired. 

It is therefore requested that the Currency and Banking Committee of the 
House write into H. R. 6546 or a subsequent similar bill a provision that— 

“Foreign merchandise brought to a foreign-trade zone in the United States 
for any purpose shall not be deemed to have been imported into the con- 
tinental United States for the purposes of this act.”’ 

Assurance is given that by thus preserving the integrity of the foreign-trade 
zone principle by stopping the jurisdiction of the foregoing agencies at the zone 
boundaries, no weakening of the purposes of the Defense Production Act will 
result. It will remain within the authority of these agencies to apply all legal 
controls on merchandise if and when withdrawn from zone areas. 

For example, all commodities subject to section 104 could not enter customs 
territory from the zones except under the same conditions as though they arrived 
directly from abroad. Hence, the Secretary of Agriculture’s statement of policy 
“that imports * * * into the commerce of the United States’ of certain 
commodities would be controlled, is properly interpreted. In like manner, the 
National Production Authority could determine the terms and conditions under 
which commodities in a zone shall enter the customs territory of the United States, 
as could the Office of Price Stabilization. 

For purposes of clarity, although the agency is not involved in this act, the 
powers of the Export Control Board of the Department of Commerce would 
continue to be effective insofar as any Merchandise is withdrawn from a zone 
for shipment abroad in the same degree as such powers are effective for merehan- 
dise in transit through the United States. 

Respectfully submitted. 

SrerLING Sr. JOwN, Jr. 
(For and on behalf of Foreign-Trade Zone No. 1, New York; Foreign- 
Trade Zone No. 2, New Orleans; Foreign-Trade Zone No. 3, San 
Francisco; Foreign-Trade Zone No. 4, Los Angeles; Foreign-Trade 
Zone No. 5, Seattle; Foreign-Trade Zone No. 6, San Antonio.) 

The Cierx. The next witness is Mr. Leo Goodman, representing 
the CIO. 

The CHarrMan. Mr. Goodman, you may proceed. Do you have a 
written statement? If so, you may read it or put it in the record, as 
you desire. 


STATEMENT OF LEO GOODMAN, DIRECTOR, COMMITTEE ON HOUS- 
ING, CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Mr. Goopman. Thank you very much, Mr. Chairman. 

On the behalf of the CIO and the CIO housing committee, I appear 
here this morning particularly in regard to title I] of H. R. 6546, 
supplementing the testimony of James B. Carey, who appeared here 
last week on the whole bill. 

The CIO sent me on a trip throughout the United States to make 
a first-hand study of the effect of this committee’s work on rent 
control these past few years, and I hope to have an opportunity to 
present the full report of that trip to the committee. 

This committee has considered this subject seven times in the last 
5 years, and I would like to call the attention of the committee to one 
set of the hearings, and information you have had on this subject. 
This is the hearings conducted in 1947, 1948; 1947 has 600-odd pages; 
1948, 460 pages; 1949, 852 pages; 1950 





Mr. Corz. That is solely on rent control? 
Mr. Goopman. Solely on rent control. 1950, 560 pages; the special 
act, for temporary extension, again in 1950, 51 pages, and then it was 
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included in the extensive hearings on the Defense Production Act, as 
amended, in 1951, and the separate hearings on those further exten- 
sions. 

There you have thousands of pages of testimony, gentlemen, re- 
garding the problems.of rent control in this country, and this Congress, 
which works as hard as it does, I think just as a time saver, ought to 
adopt the provision which the chairman has put in this bill extending 
the act for at least 2 years, so that you will not once again have to 
have another one of these thick volumes every 6 months, as you have 
had, and overwork yourselves and the other Members of the Congress, 
who take the time to read these hearings, to be familiar with the 
testimony that has been brought before this committee, and vote the 
action which the facts require. 

The CIO has been interested in this subject because rent and housing 
costs have constituted the largest single expenditure of its members, 
and the CIO’s interest is expressed each year in a resolution which is 
adopted by its annual convention—its governing body—and I have 
handed to each of you a copy of this resolution and would like, at this 
time, Mr. Chairman, to insert it in the record. 

The CHarrman. It may be inserted at this point. 

(The resolution referred to is as follows:) 


CIO Reso.ution No. 30 on Housine ano Rent Controu, CIO TutrTeenta 
AnNnuAL CoNnveNnTION, New York, N. Y., NovemsBer 5-9, 1951 


With millions of American families already without adequate housing, the 
mobilization program since the Korean war started has created new and addi- 
tional housing problems throughout the country. With the supply of building 
materials once again growing short, the shortage of housing once again impedes 
the production-program schedules. 

Millions of families forced to live in slum areas are being compelled by greedy 
real-estate interests to pay an increasing portion of their family income for rent. 
The census of 1950 reveals the astounding fact that a growing portion of low- 
income families, particularly those with incomes of $3,000 a year or less, are 
paying 35 percent or more of their income for housing. In return for this ex- 
orbitant charge, more than 2% million families are only able to rent units de- 
scribed by the Bureau of the Census as dilapidated, and an additional 6% mil- 
lion families secure housing either without running water or without private 
toilet facilities. Despite these deplorable conditions, the National Association 
of Real Estate Boards is conducting a campaign to “raise the whole scale of 
residential rents * * * to from 35 to 50 percent of family income.” 

Though it extended rent control for another year, the last session of Congress 
was pursuaded by the real-estate interests to provide a 20 percent increase 
above the rent level in effect in the middle of 1947. 

Congress also provided for continuation of decontrol under local option. Thus, 
while permitting Federal rent control in critical areas affected by the mobiliza- 
tion program, the local-option loophole makes possible the immediate decontrol 
of these areas by local governing bodies subservient to real-estate interests. 

Federal housing officials have also used their powers to evict families from, 
and to destroy, Lanham Act World War II housing in areas where there is a 
shortage of low-rent housing but a surplus of over-priced apartments, built 
with Federal credit, at rentals beyond the ability of workers to afford. 

Concentration of the Federal program on the manipulation of credit con- 
trols has rationed the reduced supply of new housing to those who can afford 
to pay most, rather than those who need housing most. Meanwhile construc- 
tion in military and defense areas has dropped off due to withholding of funds 
by the mortgage banking industry in its campaign to force higher interest rates, 
particularly on GI home loans guaranteed under the GI bill of rights. While 
the Government guaranty protects the mortgage lenders, veterans who have 
purchased housing under the GI bill are not being protected from unscrupulous 
speculative builders who fail to meet contract specifications provided in the law. 
The House of Representatives has set up a special committee to investigate fail- 
ure of the Veterans’ Administration to make the required inspections. 
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Congress responded to the position taken by the CIO on regulation X by sus- 
pending this regulation in critical areas in order to make housing available at the 
place, time, and rental needed to assist the mobilization effort. The restrictive 
effect of regulation X on home buying and home building already has caused an 
excessive use of trailers and other types of mobile housing as substitutes for — 
manent housing in vital production centers throughout the United States. Thus 
workers’ families are being forced into high-cost inadequate temporary housing 
in areas where housing is needed for permanent use for many years to come: Now, 
therefore, be it Ri, ; 

Resolved: 1. That the Administration should recommend, and Congress should 
enact, amendment of the Rent Control Act to provide for stabilization of rents 
throughout the United States as long as the defense mobilization effort continues 
and the housing shortage prevents normal bargaining relationships between 
landlord and tenant. The act should permit decontrol of rents in a local commu- 
nity only when the vacancy ratio in low and middle income housing in that 
community is equal to 10 percent of the housing supply. 

2. The CIO urges President Truman to call a conference to review housing 
legislation and administration of the present housing program, such a conference 
to include representatives of labor, veterans, farm, church, welfare, and other 
organizations concerned with the interest of the millions of families who need 
good housing at rents and prices they can afford to pay. 

3. That Congress should provide for the full use of all Lanham Act World 
War II housing located in defense production areas without reservation as to 
veteran status of defense workers eligible to occupy such housing. The Govern- 
ment must properly maintain this valuable asset. 

4. That Congress should enact a middle-income housing program to permit 

workers in newly established production centers to meet their housing needs 
through mutual and cooperative associations eligible for long-term, low-interest 
rate contruction and mortgage loans from RFC. 
5. That Congress should authorize sale of Government-owned low-rent housing 
to occupants whenever 50 percent or more of the occupants exceed the existing 
income ceiling for occupancy of such housing. Proceeds of such sales should be 
used to build additional housing for low-income families. 

6. That Congress should remove the restriction in the present appropriation 
act which limits public housing to 50,000 units a year, and it should permit the 
public housing program to proceed up to 135,000 units a year, insofar as materials 
are available, in accordance with the 1949 Housing Act. 

Mr. Goopman. The total presentation which I hope to make this 
morning is an implementation of the recommendations contained in 
that resolution, and to amplify those recommendations with the 
experiences which I have had in the production lines, in the factories, 
and with the workers who are producing the war goods throughout 
this country, and their experiences with the administration of the act 
which this committee has put on the books. 

Probably the most serious effect which our organization attempted 
to bring to the attention of the Congress last year was stated most 
succinctly by the mayor of the city of Los Angeles, Calif., who at that 
time had said, in a bulletin, a copy of which each of you has, a reporting 
of our economic outlook entitled “The Housing Fiasco.” ‘‘ Manpower 
requires houses. No house, no manpower, no airplanes.” 

And gentlemen, today in San Diego, Calif., aircraft workers are 
living in automobiles. 

ry. . 

The effect of that was stated to the Congress here just a day or so 
ago by Secretary of Defense Robert A. Lovett, when he said that the 
increase in military plane production ‘‘was not good enough.” 

The reason for that is that we have not implemented, to the intents 
and purposes of this committee, the Rent Act which is on the books, 
and the Rent Act which is now law has a loophole and a weakness 
which I hope to illustrate to you in some detail. But before I go into 
that, in amplification of Mr. Lovett’s statement, I would like to insert 
into the record the report of the experience of some two hundred em- 
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ployers throughout the United States, in their attempt to secure ade- 
quate manpower, in the face of the housing shortage and rent diff - 
culties which exist in their communities. 

For example, in Gary-Hammond, Ind., the personnel director and 
public-relations representative of the United States Steel Corp. states: 


The United States Steel Corp. companies will not employ anyone who does not 
already have housing now, and they will not further import any families. 


The Inland Steel Corp., represented by Mr. Ralph Hoover, person- 
nel manager, states: 


The company is now recruiting single men in Texas, because men with familics 
eannot find housing. 


He reported a shortage of the skilled machinists and the older 
experienced workers, who could not be imported because of the lack 
of family housing. 

And so, all through the country, plant after plant, employer after 
employer, are having these difficulties, of the inability to secure 
workers that are needed in their defense plants because of the housing 
and rent situation which exists in their communities. 

Mr. Chairman, I would like to put this whole report into the record 
so that the members may see it without my taking the time at this 
point to read it. 

The CHarrmMan. That may be inserted into the record. 

(The report referred to is as follows:) 


Reports From EmMpLoyvers REGARDING EFFECT OF Hovusina SHORTAGE ON 
MANPOWER SUPPLY 


1. Calumet area, Indiana (Gary, Hammond, East Chicago, and Whiting), October 
1950 

United States Steel Corp.: Mr. Bancroft Yarington, public-relations represent- 
ative of the United States Steel Corp., stated that United States Steel Corp. 
companies will not employ anyone who does not already have housing, and will 
not import families. 

Inland Steel Corp.: Mr. Ralph Hoover, personnel manager, Inland Steel Corp., 
stated that his company was recruiting single men, in Texas, because men with 
families could not find housing. He reported a shortage of machinists, and com- 
mented that older, experienced workers could not be imported because of the lack 
of family housing. This corporation; with more than 18,000 workers anticipated 
an increase of 1,000 employees by 1951. 

2. Pueblo, Colo., October 1950 

Colorado Fuel & Iron Corp.: Mr. Milton Andrew, employment superintendent 
and Mr. William Heath, his assistant, said their firm had increased its employ- 
ment from 7,900 to 8,100 over the past year and that the corporation was unable 
to import unskilled or skilled workers because there was no available family 
housing. Mr. Heath said most of the employees could not afford to pay more 
than $60 per month for rental housing. 

Pueblo Ordnance Depot: Col. Charles H. Keck, commanding officer, said the 
depot anticipated a total employment of 4,500 persons by January 1951, com- 

ared with the current total of 4,100 and with 2,000 a year ago. Mr. L. A, 
Smith, personnel officer stated that 25 to 30 persons were turning down jobs each 
month because they could not find adequate housing. 


8. New Castle, Ind., April 1951 

Perfect Circle Corp.: Mr. Dallas Lunsford, general manager, and Mr. Alan J, 
Fromuth, personnel manager, said that they were aware of a shortage of housing 
in New Castle and that it was difficult to retain employees who were unable to 
find accommodations for their families. 

World Bestos Corp.: Mr. W. J. Nanfeldt, general manager, said that he knew 
of no housing available for the corporation’s employees in New Castle, and that 
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good employees had often been lost to the corporation because of the lackYof 
housing for their families. 

Davis Foundry Co.: Mr. J. F. Shank, vice president and general manager, 
said that the shortage of housing was hindering the company in its plans for 
expansion. 

Chrysler Corp.: Mr. James W. Lonabaugh, personne! director, said that several 
employees had resigned because of their inability to find housing accommodations. 
He felt that there was a definite shortage of all types of housing in the city and 
that the expected increase of employment in the near future would create a prob- 
lem. The corporation expected to increase its personnel very shortly by 300 to 
500 employees. 

3. (a) Kansas City, Mo., October 1950 

Bendix Aviation Corp., Kansas City division, Missouri, B. M. Walter, director 
of industrial relations: “* * * During the first year of our operation certain 
key personnel were brought into the area by us. Our records indicate that these 
people experienced a waiting period of from 60 to 180 days before finding suitable 
housing for themselves and their families. 

‘“Many of the people who have been transferred in or hired out of the area have 
been obliged, against their wishes, to buy homes due to their inability to meet 
the prevalent rental rates. 

‘The present labor market in this area will not adequately cover our anticipated 
needs. It is felt that we will experience considerable difficulty in assisting new 
employees who have been recruited from outside the area in obtaining adequate 
housing. The problem becomes especially acute due to the fact that the available 
rental facilities are in the $100 bracket and our average base hourly rate amounts 
to $1.504 making it impossible for these employees to consider these facilities.” 

3. (b) Overland, Ferguson, and Jennings, Mo., September 1950 

MeDonnell Aircraft Corp., Mr. R. B. Hansen, manager of properties, said that 
this firm had increased its employment by about 1,000 over a 4-month period, 
and expected to add 3,400 more employees within the following 18 months. He 
said that frequent resignations occurred because of the inability of employees to 
find housing at rentals they could afford. 


4. Canton, Ohio, July 1951 

tepublic Steel Corp.: During the year of 1951 we have been faced with a 
shortage of both skilled and unskilled labor which could not be filled locally and 
it has been necessary for us to recruit employees from other areas. We have 
observed that these people whom we have recruited from other areas have had 
difficulties in finding housing. Generally sleeping rooms are available, but when 
facilities for their families are sought such as houses, apartments, or housekeeping 
rooms, they are very scarce. Many of these newly recurited employees have 
resigned and left this area due to these conditions. We feel that housing condi- 
tions have increased labor turn-over greatly. (Mr. A. J. Blantz, superintendent, 
industrial relations.) 


6. Lorain, Ohio, October 1950 

American Shipbuilding Co.; Mr. C. Rigo, assistant employment manager, 
with an employment of about 400, said that the company was recruiting 200 
workers from the east and west coasts within a month and would expand its 
personnel to 2,000 by mid-1951. The company was warning applicants that 
family housing was not available in Lorain, but that accommodations for single 
men were available. Difficulty was anticipated in retaining new personnel, 
despite the warning. 

National Tube Co.; Mr. W. H. Reese, supervisor of personnel, said that 
* %* * there was a need for an estimated 1,500 famlily dwelling units in Lorain. 


6. Marion, Ohio, December 1950 

Marion Power Shovel Co.; Ralph W. Workman, personnel director. ‘In the 
past 9 months our plant and all other plants here in Marion have considerably 
increased their working forces. In addition to this increase we have two new 
employers whom I understand expect to employ several hundreds of people. 
This expansion in industrial employment has not been met entirely and cannot 
be met by local residents. Therefore our community has witnessed an influx 
of workers, many of whom have not yet been able to bring their families to 
Marion. Thus our requirements for housing are large and the supply is in- 
adequate.” 
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7. Painesville, Ohio, September 1950 

Industrial Rayon Corp.: Officials of the Industrial Rayon Corp. (about 2,100 
employees) said that the company operated two busses for employees housed in 
Ashtabula and Geneva. Three round trips were made daily, with capacity 
loads of 32 passengers plus standees. Attempts to find housing in Painesville 
for these workers proved unsuccessful and had been discontinued by the com- 
pany. Mr. B. W. Slater, special assistant to the president, and Mr. J. E. Ander- 
son, personnel director, anticipating a need to import workers during the next 
few years, expressed serious concern about the shortage of housing. 


8. Sandusky, Ohio, December 1950 

The Apex Electrical Manufacturing Co.: Mr. R. T. Nemecek, personnel direc- 
tor, said: ‘‘It appears that due to the shortage of houses in this area, our labor 
turn-over is about 30 percent higher than normal. About 35 percent of our em- 
ployees who leave state as a reason for leaving that they are unable to secure a 
home. Due to the influx of industries in this town, it is necessary to employ 
people who come in from neighboring States. They generally stay here awhile 
and then, being unable to secure homes, they return to their native States.” 


9. Erie, Pa., October 1950 

Erie Forge Co.: Carl J. Held, personnel director, said: ‘‘We are having diffi- 
culty in finding skilled as well as unskilled help for our plants and would be able 
to attract help from outside areas if we could find houses for their families. Many 
of our employees are compelled to live in with other families, and others are forced 
to travel a great distance to and from their work; and, therefore, we are forced 
to lose men because of the shortage of houses in this area.”’ 

General Electric Co.: Mr. C. A. Traphagen, director of personnel, said that 
the company had reinstituted a wartime rental-finding service for its employees. 
This service had a list of 26 persons requesting assistance in locating units for 
rent, and had two furnished houses offered which were beyond the means of the 
employees. Mr. Traphagen commented: ‘‘* * * we have been very unsuc- 
cessful in finding rental units within the income bracket of the hourly employee 
whose average income is approximately $60 a week.” 


10. Harrisburg, Pa., October 1950 

Central Iron & Steel Co.: Officials of the Central Iron & Steel Co. reported 
that the firm does not hire out-of-town applicants unless they have arranged for 
housing or have automobile transportation. They said that within the past 
several months about 50 applicants had been refused employment because they 
had no local family housing and had no assurance that they could get any. 
Rooms were said to be available for single men, but married men with families 
could not get houses or apartments. 

Bethlehem Steel Co.: Mr. W. R. Page, management representative, said that 
while the company had no official contact with the average employee concerning 
his housing problems, an occasional effort was made to find accommodations for 
replacement employees in the higher echelons. He reported that great difficulty 
was encountered in these situations, even though the personnel involved could 
pay higher than average rents. 

Pennsylvania Railroad Co.: Mr. J. A. Wickenhaven, chief clerk, said that 
when higher-paid officials were assigned to the area they had great difficulty in 
finding decent housing. 


11. Scranton, Pa., September 1950 

General Electric Co.: Mr. Grant, personnel supervisor, reported that importation 
of a large number of employees from outside the city had been retarded by the 
local housing shortage. : 

The Murray Corp. of America: Mr. L. R. VanDeusen, personnel manager, said: 
‘# * * we had had difficulty in bringing people in here from other areas, 
because of the difficulty which these prospective employees had in finding what 
they consider to be adequate housing, and commensurate to the housing they were 
accustomed to in the areas in which they were then living.” 

12. Aberdeen, S. Dak., September 1950 

Officials of the Chicago, Milwaukee, St. Paul & Pacific Railroad Co. said that 
the critical shortage of housing had forced a number of employees to purchase 
homes beyond their means in order to have a place to live. 
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13. Seattle and Renton, Wash., October 1950 


Renton Realty Co.: Mr. G. W. Beanblossom, owner and manager, said that the 
housing situation was more critical than at any time during the war and that he 
did not see how the city could house the personnel necessary to operate the Boeing 
airplane plant. 

nton Chamber of Commerce: Henry J. Reynolds, secretary-manager, said: 
“As you are doubtless aware, Renton was primarily a coal-mining community 
and as late as 1940 had a population of only 4,488 ,and the official census of 1950 
now shows a population of 16,037 and still growing. This increased population 
was due to the Boeing Airplane Co.’s plant here in Renton, which brought people 
from all over the country to help build the famous B-29. At the conclusion of 
the war, having liked this part of the country and its climate, these people stayed 
here, with the result that our population has remained constant. The Boeing 
Airplane Co.’s Renton plant has been operating for 2 years past in the manufacture 
of the O-97, and indications point to a continuance of this operation for the next 
few years. 

“We have had during the past 5 years, and including the present time, applica- 
tions for rental property, and during this period have had to tell these people that 
rental property is nil. We now have increased pressure placed upon us by Boeing 
employees and expected increase in employment in the Pacifie Car & Foundry 
Co., who have orders for tanks. * * *” 

14. Parkersburg, W. Va., metropolitan area, September 1951 

American Viscose Corp.: Mr. H. E. Hays, salary administrator, said that the 
housing situation in the Parkersburg area was critical, and that there will probably 
be an influx of workers within the near future incidental to the expanded activity 
of many industries in the area. 

Corning Glass Manufacturing Co.: Mr. L. W. Larson, plant supervisor, said 
that the housing situation was definitely tight, and that rents of available accom- 
modations were too high for most of the employees. Mr. Larson also stated that 
it had been difficult to secure housing for key personnel who had been recruited 
from outside the Parkersburg area. 

Vienna, W. Va.—Libbey-Owens-Ford Glass Co.: Mr. Homer Frame, personnel 
manager, said that there appeared to be a shortage of housing accommodations 
in the local area. 

Belpre, Ohio.—Mr. F. Stone Trautman, postmaster, said that the housing situa- 
tion in Belpre was very critical. The only vacancy that he was aware of was a 
unit in very poor condition. 


15. Seattle, Wash., October, 1950 

Boeing Airplane Co.: Les Isaacson, personnel Manager, said: ‘‘* * * total 
employment at the Boeing Airplane Co. has increased from approximately 18,000 
to 22,000 workers, or a net increase of about 1,000 workers per month. Further 
increases are expected during the next 3 to 6 months. * * * In view of the 
above statement, we estimate that there will be a minimum of 300 workers per 
month for the next 3 to 6 months who will need low-cost family housing. Nearly 
all of these will have to be housed in public-housing projects, as there is practically 
no housing available now in the low-income bracket on the private market. 
* * * Jn summing up, it appears that sometime in the next few months we 
will face a critical housing shortage that-may affect our ability to utilize immigrant 
workers. This shortage will probable be between 700 and 1,200 units.” 


16. Huron, S. Dak., October 1950 

Reclamation Bureau: Mr. Edwin M. Bean, district administrative officer, said 
that employees found it impossible to obtain rental accommodations except at 
rents beyond their ability to pay. He also said that the Bureau, which supplies 
23 trailers for its employees, will have to provide 20 additional trailers for new 
employees. 


17. Sioux Falls, S. Dak., October 1950 

John Morrell & Co.: Mr. H. W. Hahn, personnel manager, said that the rents of 
available housing accommodations in Sioux Falls, which ranged between $75 and 
$100 per month, were beyond the means of the company’s employees. 


Richmond, Calif., September 1950 

American Radiator & Sanitary Corp.: Mr. J. T. Gallagher, director of employ- 
ment (1,000 to 1,500 employees), said the corporation lost many skilled employees 
due to the inadequate supply of housing to rent at $40 to $70 per month. 
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Ford Motor Co.: Mr. Paul Ogden, personnel director (approximately 1,200 
employees), said that about 60 percent of the company’s employees were veterans 
living in accomodations managed by the Richmond Housing Authority, and that 
the company had a problem in housing for nonveteran employees. He stated 
that there was a demand for rental. in the $40 to $60 levels. 

Standard Oil Co.: Mr. R. W. Cardiglia, personnel director (about 3,600 em- 
ployees), said that his company was having a serious problem in finding suitable 
accommodations for new employees and that recruitment in progress was bringing 
new workers to the area and increasing the need for rentals ranging from $40 to 
$60 per month. 


19. Gary, Ind., November 1951 


{Standard Steel Spring Co.: Mr. R. W. Graham, personnel manager, said: 
4 * * @ serious labor shortage and an unusually heavy labor turn-over as a 
can of the constant increase in employment and the tight labor market in the 
Gary area. New employment at present consists mostly of in-migrant labor. 
A number of employees have resigned due to their inability to secure suitable hous- 
ing for their families. A number of employees have also been forced to rent or 
purchase trailers on account of the housing shortage. 

Pittsburgh Serew & Bolt Corp. (Gary screw and bolt division): Mr. R. G. Roy, 
assistant general manager, wrote that labor turn-over was rather high. Some of 
this turn-over was attributed to the difficulty of emplovees from outside the area 
in securing adequate housing accomodations. A considerable number of employ- 
ees live in outlying communities, some in localities as distant as Michigan City and 
La Porte, Ind. 


20. Ashtabula, Ohio, September 1950 

Union Carbide & Carbon Corp.: Mr. W. H. McDougall, supervisor of safety, 
electrometallurgical division, said that the company had lost some personnel 
because of their inability to find rental housing, and that it would be difficult to 
find housing for families of new workers if it were necessary to recruit from outside 
the area. 

Timken Detroit Axle Co.: Mr. C. L. Goddard, personnel manager, said that it 
had been difficult to recruit personnel because of the shortage of rental housing, 
and that the company had lost a number of desirable employees who were unable 
to find rental housing or could not afford the high rentals asked. 

National Distillers Chemical Corp.: Mr. Cliff Hughes, personnel director, said 
that some employees had been unable to move their families to Ashtabula on 
account of the housing shortage, and that the plant had thereby lost some good 
workers. He also stated that the company was in need of additional employees 
who would have to be recruited from outside the area. 

Great Lakes Engineering Works: Mr. Paul Norris, personnel director, said that 
the company had refused to accept new work on account of the difficulty in 
recruiting labor from outside the area caused by the scarcity of housing accommo- 
dations in Ashtabula, 


Antioch, Calif., September 1950 


Fiberboard Products: Mr. F. M. Williams (1,356 employees) said that difficulty 
had been encountered in recruiting and retaining employees because of the 
scarcity of adequate housing at appropriate rent levels. 


22. Pittsburgh, Calif., September 1950 

Columbia Steel Corp.: Mr. George H. Carr, employment supervisor (4,600 
employees), said there had been difficulty in recruiting and retaining employees 
due to the lack of rental housing accommodations. Fight hundred additional 
emplovees were being recruited from areas outside Pittsburgh. Mr. Carr felt 
that there was an immediate need for rental units at $45 to $60 per month. 


28. San Luis Obispo, Calif., October 1950 


Southern Pacific Co.: J. E. Schwartz, trainmaster, ‘There is definitely a shelter 
problem existing among personnel employed by this company here in San Luis 
Obispo. Since the Korean crisis our volume of business has increased to the 
extent of necessitating the employment of many new men. I recall numerous 
complaints from employees seeking suitable dwellings prior to the Korean crisis 
and now with our increased employment requirements the housing problem will 
no doubt become acute. As you May realize, this company is greatly concerned 
over the housing facilities available for its employees as a required employment 
force is only secured if employees are afforded living quarters for their fami- 
litle et 
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24. Kokomo, Ind. 

Haynes Stellite Co.: Mr. Morgan said that the housing shortage was so acute, 
and the housing conditions of the workers so bad, that the company has con- 
sidered building houses for sale at cost to employees. The company is operating 
a payroll savings plan and advancing down payments for purchasing houses, as 
part of a program to improve conditions for employees living in brooder houses 
and trailers. He said that units for rent at $75 and up or for sale at $15,000 or 
more were available. However, Mr. Morgan stated that all local manufacturers 
felt the housing shortage would get worse for middle- and low-income families. 


25. Conneaut, Ohic, October 1950 

True-Temper Co.: Mr. R. E. Campbell, personnel manager, said that only half 
of approximately 50 new workers hired during the past year had been able to 
obtain housing accommodations. The other half were unsuccessful in their 
efforts to find housing accommodations and eventually resigned from the company. 


26. Fremont, Ohio, April 1951 

Fremont Rubber Co.: Mr. Art Dittman, manager, said that he was convinced 
that high rentals and the shortage of adequate housing was affecting personnel 
turn-over and recruitment, particularly in the case of in-migrant workers. He 
believed that there was a definite need for additional housing. 


Reports REGARDING EFrrect oF Hovusinc SHORTAGE ON MANPOWER SvuPPLy 


1. Contra Costa and Alameda Counties, Calif. 

The acting manager of the Oakland office of the California Department of 
Employment reported a drastic shortage of skilled labor in the area and commented 
that any future Government contracts might require importation of skilled labor, 
resulting in a shortage of housing. 


2. Indianapolis, Ind. 

M. K. Coleman, industrial relations officer, Navy Department, United States 
Naval Ordnance Plant, ‘‘* * * While some of these new employees have 
found housing accommodations, a number have been unable to do so and have 
resigned after a short period of time to return to their homes. In fact, as I am 
dictating this letter to you, another resignation comes over my desk effective 
immediately for the same reason. 

“In recent months a recruiting team representing this station has visited 
Louisville, Ky., and Cincinnati, Ohio, in an effort to interest skilled workers in 
employment here. Because of the lack of suitable rental housing we have confined 
our recruiting efforts to single men or those who are married but have no chil- 
dren: ©) 

3. Belpre, Ohio, September 1951 

Mr. H. R. Richards, subdistrict representative, United Steel Workers of America, 
wrote that the construction of housing has not kept up with industrial expansion 
in the Parkersburg area, and that there was a desperate need for low-rental housing. 
He said some union members were still living in trailers, basements, and buildings 
‘Jittle better than chicken coops,’’ and that decontrol of rents would lead to 
undue hardship. 


Mr. GoopMan. Now, what happened in San Diego? On February 
22, 1951, the Navy announced that their personnel, civilian personnel 
of the Navy shipyard in San Diego, was being seriously affected by 
the excessive rents that were being cbarged there. 

A study by the Navy showed that there was a 39-percent increase in 
rents since the time of decontrol. Mr. Chairman, I would like to put 
the Navy report and the news report from the Evening Tribune and 
San Diego Union, of Thursday, February 22, into the record at this 
point. 

The CHarrMaANn. Without objection, that may be done. 

(The newspaper article referred to is as follows:) 
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[From San Diego Union, February 22, 1952] 
Rent Boosts Arrect Navy PERSONNEL 


About two-thirds of the houses and apartments rented by the naval air station 
personnel have had rent increases averaging 39.6 percent since rent control was 
lifted in San Diego, Tighe Woods, national housing expediter, yesterday informed 
Wilder D. Baker, Eleventh Naval District commandant. 

A breakdown showed that of 752 units formerly under rent control, 525, or 
65 percent, had had rent increases. Of the remainder, 168 units had no rent 
change and 49 units had rent reductions averaging 14.9 percent. 


LOW COST RAISED 


Cheapest quarters showed the largest percentage rent hike, Woods reported. 
Those renting for less than $20 were up 117.6 percent. The largest class, renting 
from $30 to $39 a month, were up 44 percent. Units renting for more than $75 
& month were up an average of 28.7 percent. 

Woods also reported on 1,383 units which had not been identified as formerly 
under control. ‘their rents ranged from $12 to $215 a month. Four-room dwell- 
ings made up the most numerous class and rented for an average of $41.27, but 
some rented for as much as $160. Five-room dwellings bring an average rental 
of $69.86, the report said, and cover a range of from $23 to $215. 


PERSONNEL QUERIED 


Woods said that the report was based on a questionnaire distributed to all 
North Island personnel quartered off the base. A total of 2,135 forms was 
returned. They were checked against registration statements on file at the area 
rent office in San Diego. 

Neither the expediter nor the Navy explained the reason for the survey. It 
followed demands made by Navy officers and industrial groups to furnish more 
housing here to meet a greater military and civilian need occasioned by the current 
defense program. It also followed agitation to increase rents in Government- 
owned projects in the San Diego area. 


Occupants Protest INCREASE IN PETITION 


Kighteen occupants of a 26-unit residential colony on Titus Street near Five 
Points protested approaching rent increases yesterday in a petition to the city 
council. 

They asked the council to “use means available to you, by recommendation to 
the Federal Government or otherwise, to reestablish rent control.” 

The tenants said their rents would be raised from 25 to 85 percent on or about 
March 15. 

[From Evening Tribune, February 22, 1951] 


Mayor Knox ConpEMNED FOR HousinG PuB.Licity STAND 


Editor: Your newspaper deserves great commendation for the more than 
ample coverage you have given recently in pointing up the housing need in San 
Diego. You rank right next to the administration itself in Washington for your 
efforts in contributing to the inflationary spree. Real estate and rental increases 
can certainly attest to the effect of your efforts, as they seem to have reacted 
regularly to the stimuli of your panicky releases. 

Mayor Knox (responsible for killing rent control at a critical time) says ‘“de- 
fense’”’ workers (and I use the word ‘‘workers’’ with a charitable construction) 
cannot pay $90 a month for rent. Are there any large wage-earning groups in 
San Diego who can? As a group, aircraft workers should be just as able as any 
other to pay high rent. Why single them out for special consideration? Giving 
any group special distinction in importance to the defense effort was a mistake 
made in the last war. 

Publie housing should be available to anyone with a low income, regardless of 
type of employment. All taxpayers contributed to the creation of the housing. 
In the first place, who can determine what group of citizens is the most essential? 

The San Diego County Laundry and Dry Cleaners Association have pledged 
their trucks as ambulances in the event of emergency. The drivers are taking 
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first-aid training. Surely those people are just as essential as some who are just 
putting in the time on a labor-hoarder’s payroll. 

Another angle which might relieve a little the urgent housing situation would 
be for the services to discourage wives and families from following their overseas- 
bound husbands out to the coast. Tough? Maybe, but isn’t this an emergency? 
It happened to many of us during the last war. 

Rosert J. MIuuer. 


39 Percent INcREASE Founp 1n 8. D. Rents—Navy Gives Ficures AFTER 
Survey or Homes Occupiep BY PERSONNEL 


Rent increases ranging from 21.7 to 117.6 percent have hit naval air station 
personne! since abandonment of controls, the Navy reported today. 

The rent boosts, averaging 39.6 percent, were reported by Tighe Woods, National 
Housing Expediter, to Rear Adm. Wilder D. Baker, Eleventh Naval District 
commandant. 

The report said that out of 752 dwelling units identified as having been under 
rent control, 525, or 65 percent, had had rent boosts. No rent increases were 
shown by 168 other units, and 49 showed decreases averaging 14.9 percent. 

Largest percentage of increase was shown by the cheapest dwellings, Woods 
reported. Those renting for less than $20 were up 117.6 percent. The largest 
class, renting from $30 to $39 a month, was up 44 percent. Those renting for 
more than $75 a month were up an average of 28.7 percent. 

The report also listed 1,383 units which had not been identified as having been 
under rent control. Their rents ranged from $12 to $215a month. Most numar- 
ous class was of 4-room units renting for an average of $41.27, but some rented for 
as much as $160. Five-room dw+llings bring an average of $69.86, the report 
said, and cover a range of $23 to $215. 

The report, Woods said, was based on a survey of the rental problems of all 
North Island personnel quartered off the base. Reason for the survey was not 
explained. It followed demands by naval officers and industrial groups to furnish 
more housing here to meet the needs occasioned by the defense program, 


Mr. GoopMan. Subsequently, under the Defense Housing Act, the 
Administration sought to secure the construction of some 9,500 housing 
units in San Diego, to relieve the serious crisis ig 

The Wall Street Journal of October 24, 1951, shows that while 
6,000 units had been authorized up to that point, only 7 houses 
were actually being built. And I checked, as of today, when I was out 
in California last week, there were 77 under construction, and only 
17 completed houses—a full year after the Navy pointed out the 
necessity of some 9,000 houses being built in the community. Seven- 
teen complete houses under the defense housing program. 

Mr. Chairman, I would like to put that report in the record. 

The CHatrMan. That may be done. 

(The Wall Street Journal article is as follows:) 


{From Wall Street Journal, Oct. 24, 1951] 


Hovustna MuppLe—Derense&-Home Houp-vup In San Direco FiaAsHes WARNING 
ro OrnerR AREAS—Srx THovusaNnp Dwe.unc Units Were AutTHorizep Last 
May; Seven ARE UnpER Way—Price Cremincs Hetp Too Low 


By John David Rees 


San Diego, Calif—Loca! builders call it the great housing foul-up. 

The Government took a hand in this war-booming town last May in an effort 
to create more needed housing. 

It named San Diego a defense-housing area and authorized builders to construct 
6,000 dwelling units. 

Today, 6 months later, exactly seven single houses are under way in this big 
aircraft. production center and naval base. The timetable called for the entire 
number to be started by last July. 

Says a leading local builder: ‘No one, least of all Uncle Sam himself, knows 
when the 6,000 units will be launched—conce ding they ever will get under way.’ 
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ADVICE TO OTHER AREAS 


Because 40 other communities across the Nation also have been named defense 
housing areas, San Diego’s experience has more than local interest. To other 
war production centers which may be heading into the defense housing category, 
a contractor here counsels: ‘‘The Government may tell you that your housing 
problems will be solved, but you’ll probably find that thev’ll be aggravated.” 

When the program was announced here in May, by the Federal Housing and 
Home Finance Agency, 91 builders from all parts of the country submitted appli- 
cations requesting certification to build from one to several hundred of the proposed 
6,000 units here; 2,000 were designated for sale and the other 4,000 as rental units. 

On the for-sale group, the principal rub has been that the HHFA, which takes 
sweeping control when it sets up a defense housing area, has extablished price 
ceilings which builders say are too low; the ceiling is $8,500 for the proposed 
1,250 two-bedroom houses and $9,500 for the other 750 three-bedroom dwellings. 
The HHFA says the ceilings are in line with what defense workers can afford. 


NEEDS $1,000 CEILING RAISE 


Nels Severin, head of a building firm, applied to construct 600 for-sale dwellings, 
but he says the price ceilings must be raised $1,000 before he can build homes which 
would satisfy local building requirements. ‘‘Even if these requirements were 
waived,” he declares, ‘‘we couldn’t sell the cracker boxes that would be built 
under the price ceilings set by the Government.” 

To date only two builders have met these Government-fixed sales prices ‘and 
are building houses. One is putting up a single dwelling, the other is constructing 
six. The other builders have been unable to go ahead under the present price 
ceilings. 

So far, not a hammer has swung on the programed 4,000 rental units—because 
of the HHFA’s pricing schedules for the rents. It has fixed rent ceilings of $55 
a month for a one-bedroom dwelling, $65 for a two-bedroom unit and $75 for 
three or more bedrooms. 

‘The return on such rentals is too low for a builder to get any financing,’ says 
Capt. B. F. Jenkins, executive vice president of San Diego Associates, Inc., local 
building firm. ‘‘An insurance company told me it won’t go in any place where 
rentals are fixed but costs can climb,”’ adds the captain who, after looking at the 
proposed project here, decided against even entering his firm on the list of com- 
panies seeking building certifications. 


A DUBIOUS ADVANTAGE 


Do any real advantages accrue to a community designated as a defense housing 
center? 

It’s true that the community is extended priorities on building materials. 
“But that’s a dubious advantage because there is no noticeable shortage of build- 
ing materials,” says B. B. Margolis, local builder who originally applied to put up 
150 for-sale single dwellings, but has not started any. 

Another asserted advantage is that obtaining of mortgage money is made 
easier. The Government’s Federal National Mortgage Association is authorized 
to buy up mortgages as soon as they are issued instead of waiting 2 months as 
under normal procedure. It can also agree, in advance of the start of a project, 
to buy up to 50 percent of the mortgages to be issued on the project. 

“But,” says one local builder, ‘‘what good is this mortgage help? To use it, 
we must first start building the houses, and we can’t do that under the present 
ceiling set-up.” 

“Builders here are faced with a real dilemma,” says Charles A. Taylor, secretary 
of the local chapter of the Building Contractors Association. ‘They can’t build 
the houses without losing money, and Government officials threaten to construct 
more public housing here if the houses aren’t built privately.’’ Several builders 
are convinced that ‘‘Uncle Sam, in a left-handed way, is trying to force through 
a public housing project.” (San Diego already has 15,137 public housing units 
built here in 1941-46.) 

COSTS ABOVE PRICE 


“Take a look at my costs on that two-bedroom house the Government says 
should sell for $8,500,” says a typical builder: ‘‘Developed land cost is $1,700; 
carpenter and common labor, $1,090; plaster and lath, $1,015; plumbing, $855; 
garage $800. Just these five items run $5,460 and don’t include such items as 
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lumber, concrete, millwork, painting, roofing, ete. Altogether these costs roll up- 
to about $9,500.” 

To build or not to build a garage? This could be the question. 

Builders here say that, just as stringent local building regulations boost costs, 
so do those of the Federal Housing Administration. This Federal agency requires 
that single homes in San Diego include garages—if it is to insure mortgage loans. 
And mortgage lenders will not advance money for low-price local homes without 
this insurance. - 

Builders hear rumblings from Washington which suggest they may be authorized 
to eliminate garages so as to keep under price ceilings. Says one builder: ‘But 
this is a community which is used to having garages with its houses. I doubt 
whether the homes can be sold without them.” 

This, say builders, is one example of what happens when a bureaucracy, 3,000 
miles away in Washington, tries to solve local housing problems. 


CAN’T SELL AT HIGHER PRICE 


Another example: Buyers of the houses must agree not to sell within 5 years at 
a price higher than they paid. Says Milton J. Brock, of M. J. Brock & Sons, 
Ine., big southern California tract developer: ‘‘Aside from this being a cockeyed 
provision in an inflationary era, let’s consider it from another angle. Supposing 
we are allowed to eliminate garages and the buyer builds one himself. Could he 
tack the cost onto the sale price if he wanted to sell the house? No one has 
answered this one.” 

Federal rent control, imposed here this month on established dwellings because 
of the defense boom, is working too, to tighten the housing situation here, say 
local contractors; the controls provide for a rollback of rents to last January 1. 

Builder Severin recently completed a group of duplex rental units for 18 
families. He says: ““They’re vacant today because I can’t get a landlord to buy 
them; investors won’t risk rental investments in a rent-controlled area.”’ 

Chimes in builder T. J. Lords: ‘‘A client just canceled 20 rental units he wanted 
to build; rent control scared him out.” 


PRIVATE HOME BUILDING RISES 


Actually builders point out private construction of homes here has been moving 
along remarkably well without Government help—up till the time rent controls 
went back on. The city planning commission reports 5,165 new dwelling units 
were started in San Diego in the first 9 months of 1951, an impressive 26.5 percent 
more than in the like 1950 period. Home building around the country has been 
lagging well behind the record year-ago pace. 

Builders here concede there is a need for even more housing; San Diego popula- 
tion climbed steadily from 289,854 in 1946 to 334,387 last year and is continuing 
to grow because plane plants still are expanding production. 

But says Captain Jenkins: “I don’t think housing is tighter here than many 
other places; certainly it is not so great that Uncle Sam had to move in.”” Mr. 
Taylor notes: “For-rent ads in the papers are running ahead of ads placed by 
folks seeking homes.” 

The planning commission reports the big increase in building here this year 
has resulted from multiple-unit housing starts; single-family starts are a bare 
1 percent ahead of 1950. It adds: ‘Several large rental housing projects con- 
taining a total of over 2,500 units are under active consideration by their sponsors 
and may swell the year’s total of privately constructed multiple units to an 
all-time high for San Diego.” 

But the commission contributes this qualifying note: ‘‘Rent control is a new 
factor which may affect decisions of individual builders of multiple units.” 


Mr. Barrertr. May I ask a question there? You are speaking now 
of this construction in a decontrolled area? 

Mr. Goopman. It was decontrolled, and under the critical area 
procedure, was recontrolled. But I would like to discuss that at a 
later point in my statement, if I may. 

I am merely showing at this point the urgent necessity for this act, 
the urgent necessity for a stronger provision in the law than now exists. 
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In Tulsa, Okla., the personnel director and vice president in charge 
-of personnel of the Douglas Aircraft Corp., stated on August 1, 1951: 


Our problem is a shortage of homes at a price our employees can afford. 


This is in a plant that is going, in 2 years, from three hundred 
employees, to 18,000 employees, to produce the aircraft so vitally 
needed to match the expansion of the Soviet aircraft production. 
And yet, gentlemen, to this moment, the effort of the Douglas Aircraft 
Corp. to seek some assistance, so that they could meet their manpower 
needs in Tulsa, Okla., has been ignored by the Government agencies. 

The Tulsa Tribune of August 7, 1951, in a lead editorial states, 
under the headline, ‘‘Sure, it’s critical.’ 


The dispute over whether Tulsa is a critical defense area for housing that sees 
the Chamber of Commerce and the city’s homes builders ranged on the ‘‘No” 
side and some labor leaders and Douglas Aircraft Co. plant officials on the other 
side seems to us a little silly. 


The newspaper editorial goes on to point up the urgent necessity 
of meeting the manpower needs to get the aircraft out. This is 
August 7, 1951. 

I would like to have both those placed in the record. 

The CHarrMaAn. That may be done. 

(The newspaper articles referred to are as follows:) 


{From the Tulsa Tribune, August 7, 1951] 
Surg, It’s Criticau 


The dispute over whether Tulsa is a critical defense area for housing that sees 
the chamber of commerce and the city’s home builders ranged on the ‘‘No”’ side 
and some labor leaders and Douglas Aircraft Co. plant officials on the other seems 
to us a little silly. 

Of course Tulsa is a critical defense area for housing and is heading into a 
shortage. The country can’t superimp%se a multibillion dollar annual war 
production job on top of a clogged civilian economy in a hundred populous 
centers, of which Tulsa is one, without bringing forward a demand for more homes 
in a hurry in these centers. 

We are just beginning to get the measure of the job our aircraft plant must do. 
The House Appropriations Committee yesterday approved a record budget of 
about $20 billion for the Air Force of which $15 billion is to go to build what the 
committee called “the most powerful striking force ever placed in the hands of any 
nation.”? In Tulsa the general manager of the Douglas operation, Mr. Harry 
Woodhead, said 1,500 had already been employed and that hiring will continue 
until more than 15,000 are at work producing B-—47 stratojet bombers and modify- 
ing C-124’s, the world’s largest cargo-carrying planes. 

We'd better also get the measure of the assignment of Tulsa and every other 
city which has essential defense plants. It is to provide workers and housing 
as well as shopping facilities, transportation, schools, hospitals, etc. 

Whether we like it or not, Tulsa is a key defense center with its oil refining and 
aircraft manufacturing facilities, and this dees lay additional burdens on us. 
We not only have to send our young men to Korea but we have to turn our older 
men and women into defense plants to make the hardware the fighting men must 
have to win. We wouldn’t want to do less. 

Congress and the home builders and the unionists and the chamber of com- 
merce ought to be realistic about the housing job. Maybe if Congress would act 
sensibly the other groups would fall into line quickly. Congress should do two 
things at once: 

(1) Determine from the procurement plans of the Department of Defense the 
communities which are to carry the production load for the next few years and 
declare them critical housing areas, as they are bound to be, whether anyone 
objects or not. 
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* (2) Assume that it is just as important to provide a house for a defense-plant 
worker as to erect an addition to the plant where he is employed, and make this 
possible by relaxing credits for buyers and granting priorities and allocations for 
materials to builders for homes in the same way new plants are encouraged by 
such regulations. 

This is not the time to get mired down in disputes such as we are having in 
Tulsa. This is not the time to introduce or keep in the housing picture the subject 
of low-cost public housing, which has nothing whatever to do with the defense 
effort. Socialized housing has its place for the very low income group. But the 
poor, as well as the rich, have to sacrifice during times like these by postponing 
many of their schemes. 

Defense plants pay notoriously high wages, and their employees can purchase 
better homes than clerks or half the professional people in a community. There- 
fore it is not sensible to insist that only rental housing be built in vital defense 
areas. Aircraft workers in the Tulsa district will be able and we believe willing to 
buy new homes in the pleasant vicinity of their employment if credit regulations 
are relaxed in line with the true theory that it is just as important to house the 
worker as it is to tool him up at the plant. (As a matter of fact, in a city like 
Tulsa where the State constitution provides for $1,000 homestead exemption from 
all taxes, it actually requires less out-of-pocket cash the first few years to buy a 
home with a 5-percent down payment, which small defense homes should carry, 
than to rent.) 

The whole secret to the success of the scheme we have outlined depends on 
just one thing, and that is the willingness of Congress to set up the country’s 
defense areas and relax home buying credits and materials allocations in those 
communities only. There ought to be enough statesmanship in Congress to see 
and carry this out. If there is, some will build for-rent homes and some for-sale 
houses. Together they will get the job done. 

A general fighting the country’s battles in Korea would have little success if 
every time he planned an offensive he had to make a proportionate levy on all 
the U. N. forces, or if in the face of an attack he couldn’t make a stand until he 
had equalized the defending force. Some nations, and some communities, in war 
or the threat of war, have to do more than others, and some of the latter should 
get more of the Nation’s help in their tasks than the others. 

The Member of Congress or a labor union or a chamber of commerce who 
doesn’t understand this and doesn’t work consistently to bring about the simple 
change we have outlined and rest on that, simply doesn’t understand the job 
ahead of the United States. 


[From The Tulsa Tribune, August 2, 1951] 
Hovusine Costs Hicu, Dovetas AipE WARNS 


A warning that Tulsa’s rents and home costs are too high for the average de- 
fense worker was laid before a meeting of local real-estate men, builders, and loan 
agencies Wednesday. 

The warning came from Howard P. Maginniss, public relations director for the 
Tulsa division of Douglas Aircraft Co., who was representing Harry Woodhead, 
Douglas vice president and general manager. 

“Our problem,” said Maginniss, ‘is a shortage of homes at a price our em- 
ployees can afford. 

“We feel that both the price of new homes and rents are too high.” 

Maginniss spoke during a conference of approximately 100 persons at the 
chamber of commerce, called to discuss the possibility that the city might be de- 
clared a critical defense area. 

Several real-estate men and builders argued that the city has an adequate per- 
centage of vacant houses and apartments at the present time, and that they are 
ready and able to build more housing in any required price range to meet any 
demand which may develop. 

At the same time, they insisted that high materials and labor costs, and short- 
age of low-cost housing sites, make it difficult to hold final costs down. 

A survey of the city’s housing situation, sponsored by the chamber of commerce, 
was laid before the meeting. It indicated 3.3 percent of the city’s 65,000 dwelling 
units of all tvpes now are vacant, and that 1,317 new units now are under con- 
struction or due to start soon. 

A breakdown of the vacancies indicates that 1,083 single-family units are 
available. Also vacant are 306 two-family homes, 547 apartments, and 233 
garage apartments. 
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The area surveyed included all of the city and nearby built-up areas. 

A similar survey, made 2 years ago, indicated 2.9 percent of all dwelling units 
were vacant. 

Maginniss informed the conference that the work program outlined for Douglas 
is likely to be larger than at first believed, and that employment will begin to 
build up before long. 

He also stated that Douglas General Manager Woodhead, in an address before 
the chamber of commerce on March 1, had urged the city to set up an over-all 
housing committee which could work with the Douglas company in plans for 
future housing, but that nothing had been done. 

Verser Hicks, chamber vice president, who presided at the meeting said that 
it was intended as a discussion forum for expression of opinion from interested 

arties. 
: The meeting took no action, but Russell S. Rhodes, chamber executive vice 
president, announced he would recommend to his board that it take the lead in 
setting up a housing coordinating committee. 

Mr. Goopman. The greatest obstacle to meeting these problems 
has been a narrow interpretation of the act which you enacted last 
year, taken by the Department of Labor. 

Its interpretation of the requirement, under Public Law 96, for the 
term “substantial in-migration” has been so narrow that they have 
repeatedly made recommendations against the designation of an area 
as critical, and against the extension of rent control, so that the major 
production sections of this country have not received the benefit of the 
act, which this committee intended when you passed Public Law 96 
last year. 

Mr. Coun. Are you going to list those? 

Mr. Goopman. Yes, I will be happy to. 

We have gone off onto what seems to me to be a discussion of the 
semantics of the term “substantial,’? and I hope that before this 
committee acts they will receive the assurances from the Critical 
Areas Advisory Committee, that they will no longer act as a bottle- 
neck to the designation of the communities that need this control, but 
rather will expedite and assure the Congress that they will bring the 
early designation that is essential. 

When you discussed this problem last year, and when the Senate 
committee discussed this problem last year, they included the discus- 
sion of the serious situation produced by the first quotation I read 
from an employer in the steel-production center of Gary-Hammond, 
Whiting, and East Chicago, and both this committee and the Senate 
committee chairman, stated that in their opinion Gary, as a leading 
steel-production center, required an early designation as critical under 
the law. 

On August 22, a delegation from East Chicago waited upon all of 
the Federal authorities concerned, here in Washington, August 22, 
1952. The delegation included Alderman George Lamb, speaking 
for a majority of the members of the city council, and two leaders of 
the steel workers who constitute almost the total population of those 
communities. 

Their visit was reported in the newspapers in East Chicago and 
Gary-Hammond, on August 22, 1951, and I would like to insert in the 
record at this point the newspaper reports of their efforts entitled 
“Seek Action to Return Rent Curbs,” in Gary-Hammond and East 
Chicago. 

The CHarrMAN. Without objection. 

(The newspaper article above referred to is as follows:) 
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Sreex Action To Return Rent Curss 


An East Chicago delegation of two United Steel Worker union representatives 
and a city councilman Tuesday will seek action in Washington which could mean 
the return of rent controls to the Calumet area. 

Although they are principally interested in East Chicago, the delegation, with 
the help of the CIO and Congressman Ray. Madden, will ask Defense Mobiliza- 
tion Director Charles Wilson and Defense Secretary George C. Marshali to declare 
the Calumet area a vital defense area. 

The delegation consisting of Frank Gordon, chairman of Inland Steel Co., 
CIO local 1010 USW, legislative committee, Sydney Thomas, grievance committee 
for Youngstown Sheet & Tube Co., local 1011, USW, and Alderman George 
Lamb, will also meet with Federal Housing Expediter Tighe Woods. 

The three are all members of the East Chicago fair rent board investigating 
exorbitant rent increases since the city dropped rent controls. 

If the Calumet region is declared a vital defense area councils of cities in the 
area will have the power to recall Federal rent controls. Ordinarily cities which 
have once dispensed with controls cannot vote them back. 

However, the chief objective of the East Chicago delegation will be to obtain 
Federal aid and approval of Federal housing in East Chicago to ‘‘meet the existing 
emergency caused by the extreme housing shortage.” 

In a joint statement released by Alderman Lamb and the area’s two largest 
union locals, they said a request that Calumet region, especially East Chicago, 
be declared a vital defense area, will be made to Marshall and Woods. 

The group seemed confident that with the backing of the national CIO and 
with the Calumet area ranking near the top of areas vital in defense production, 
their requests would be readily granted. 

“The dire need for immediate action was determined after a thorough and 
complete survey by the above committee, together with 32 volunteers from 
Youngstown and Inland employees,” the delegation said. 

In connection with the housing shortage the committee found the lack of 
housing so extreme that many abandoned old stores and garages were being used 
as living quarters in spite of fire hazards and lack of modern facilities. 

The three-man committee, endorsed by the membership of both union locals, 
expects to meet in Washington for 3 days. 

Mr. Goopman. Mr. Chairman, their efforts to secure designations 
under rent control finally succeeded, this morning. This morning, 
the DPA issued a press release certifying two critical defense housing 
areas, Gary-Hammond and East Chicago. 

Imagine that, this committee and the Senate committee recom- 
mended, when you had this bill up last year, that this area be desig- 
nated, and it took until today for the slow, cumbersome process 
which has been set up under Public Law 96, through the Critical 
Areas Advisory Committee, with its dozens of members, with its 
hundreds of reports and studies, with all of its excuses, for failing to 
apply the act, to an area which was recognized as critical both by 
the Senate and House committees, a full year ago. 

I would like to put that release in the record. 

The Cuarrman. That may be done. 

(The press release referred to is as follows:) 


{Press release of Defense Production Administration, May 20, 1952] 
CriticaL DEFENSE Hovustna AREAS 


Certification of two critical defense housing areas—Gary-Hammond-East 
Chicago, Ind., and Farmington, N. Mex.—for the stabilization of rents was 
announced today by the Defense Production Administration. Both designations 
were under Public Law 96. 

The Gary-Hammond-East Chicago area consists of all of Lake County, except 
the townships of Cedar Creek, Eagle Creek, and West Creek. 

The Farmington, N. Mex., area consists of all of San Juan County. 

There is a heavy concentration of industries in the affected Indiana area. The 
labor demand is met partially by steady immigration. Housing construction has 
lagged considerably behind both population increase and family formation. 
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Doubling-up and overcrowding in Gary and East Chicago, with a substantial 
volume of substandard housing, is reported. Gary, East Gary, and Griffith have 
been continuously under limited rent control. 

Government officials report there have been excessive rent increases in com- 
munities in the Indiana area which have decontrolled rents since 1951, and there 
is a definite threat of further rent boosts. 

The economy around the Farmington area has centered around the petroleum 
industry. Nearly half of the area’s workers-are engaged in the drilling of oil and 
gas wells or in the production and distribution of natural gas. 

The Government reports that new discoveries of natural gas and oil in the area 
and subsequent exploration and development have been responsible for more than 
@ 50-percent increase in emplovment during the past vear. 

San Juan County has never been under rent control. A Government survey in 
April 1952 showed that rents have risen 10 to 185 percent in the county. Local 
Officials report that many skilled and unskilled workers were being lost to the 
communities due to the housing shortage and high rents. 

Mr. GoopMan. Reasons for that are made clear in this story of the 
“FHA Prods Reluctant Home Builders in the Area.”” The Govern- 
ment is trying to take applications for 3,000 critical dwellings, but 
the home builders don’t want to build them. 

And here we have this terrific need for housing in this community, 
to increase steel production, and in spite of the comment made in 
the first report that I heard, I am now advised that the steel corpo 
rations are importing workers from Puerto Rico, five airplane loads 
a day, and are putting them into abandoned stores in the community 
because there is no adequate housing for them. 

And so here we have it, gentlemen, from San Diego, Calif., to 
Gary-Hammond, Ind., and many other communities which I could 
cite, being held up from receiving the benefits of this act. 

The CHarrMan. I believe there is a roll call on the floor. Could 
you return Monday? 

Mr. Goopman. If the chairman would prefer, I could return at 
that time. 

The CuHarrMANn. Well there is a quorum call in the House, and we 
are reading a bill under the 5-minute rule. We all have to be there, 
as it is a very important bill. 

So I suggest that we adjourn now to reconvene on Monday. We will 
recall you at 2:30 on Monday. You will be the only witness at that 
time. 

Mr. Loren. Thank you. Mr. Chairman, I wonder if the record of 
the National Foreign Trade Council could show that it has been in 
favor in the past, and is now in favor of the repeal of section 104? 

The CuarrMan. Yes; the record will show that. If you desire to 
be heard further, you may come back at 2:30 on Monday. 

Mr. Lorex. Thank you, sir. 

(Whereupon, at 11:10 a. m., the committee adjourned to reconvene - 
at 2:30 p. m., Monday, May 26, 1952.) 
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MONDAY, MAY 26, 1952 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 2:30 p. m., pursuant to adjournment, the 
Honorable Brent Spence, chairman of the committee, presiding. 

Present: Chairman Spence, presiding, Messrs. Brown, Patman, 
me Bolling, Fugate, Kilburn, Cole, Hull, Scott, Nicholson, and 

etts. 

The CHarrMAN. The committee will be in order. 

Mr. Goodman, you may resume your testimony, which was inter- 
rupted on Friday last. 


STATEMENT OF LEO GOODMAN, SECRETARY AND DIRECTOR, 
NATIONAL HOUSING COMMITTEE, CONGRESS OF INDUSTRIAL 
ORGANIZATIONS 


Mr. Goopman. Thank you, Mr. Chairman. When we recessed 
last Friday, I was discussing the failure of the Critical Areas Advisory 
Committee to designate the substantial number of critical areas which 
were needed in order to implement both the intentions of this com- 
mittee in the statute, Public Law 96, which you enacted. 

I had pointed out that there existed a large number of vital defense 
production areas which needed designation under this act, which 
sought designation, and yet, under the slow cumbersome procedures 
which had been established, did not receive the benefit of the law 
which this committee had intended that they should receive. 

On September 13, Walter Reuther, chairman of the CIO housing 
committee and president of the UAW-CIO, wired to Charles E. 
Wilson, then the Director of Defense Mobilization, and urged him 
personally to intervene in clarifying the procedures of the Critical 
Areas Advisory Committee and in securing designation of some of the 
areas which so vitally needed the protection of this statute. 

He wired as follows: 

Strongly urge your personal intervention to break the bottleneck of confusion 
regarding the designation of critical areas for purposes of establishing rent control 
under provisions of Public Law 96 approved by the President on July 31. Though 
the Congress enacted this law at our urging that its provisions were immediately 
necessary, 40 days have expired and no action has been taken on any area, not 
even on those areas which were affected by the Kansas- Missouri flood, where the 
American Red Cross says 50,000 homes have been destroyed, nor have those re- 
activated military camps been put under control. The Senate Preparedness 
Subcommittee report on rent gouging of military personnel proves its urgent 
necessity around many military areas. Likewise my office has had substantial 
complaints from many new steel and aircraft production centers, and the ex- 
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panded and newly established Atomic Energy Commission installations, urging 
the establishment of rent control. 

I urge immediate action to establish controls. The delay in itself is a decision 
against controls. 


I would like to hand the members of the committee copies of this 
wire, because it states the total basic issue which is before this com- 
mittee. 

The Critical Areas Advisory Committee has failed, and should be 

. rm . 5 ’ . . 
abolished. The committee has prevented the application of the 
provisions of the statute which this Congress has enacted, and has 
proved itself a complete bottleneck to the successful operations of 
this act. 

Mr. Chairman, I would like to place into the record the replies that 
Mr. Reuther received from the Secretary of Defense, Robert A. Lovctt, 
and the then Defense Mobilizer, Charles E. Wilson. 

The CuarrMan. That may be done. 

(The information referred to is as follows:) 

Tuer SECRETARY OF DEFENSE, 
Washington, September 25, 1951. 
Mr. WALTER P. REUTHER, 
National Advisory Board on Mobilization Policy, 
Detroit, Mich. 

Dear Mr. RevrueEr: I have your telegram of September 12, 1951, concerning 
critical defense housing areas, and want to assure you that we are making every 
possible effort to expedite the consideration and designation of such areas under 
the provisions of Public Law 96. 

Procedures have now been established for handling cases in conformity with 
the law. As you may know by now, a number of areas have already been cer- 
tified. These include several military areas and several atomic energy areas you 
referred to in your wire. A considerable number of additional areas are cur- 
rently under consideration and immediate action will be taken as soon as the 
facts are developed. 

For your information, certification of larger areas, such as Kansas City, must 
be based on findings by a number of other agencies including the Department of 
Labor and the Housing and Home Finance Agency, and procedures have been 
developed under which such findings can be coordinated by the Defense Produc- 
tion Administration. 

Apart from and in advance of the relief available under Public Law 96, housing 
credit restrictions have been relaxed in the entire Kansas-Missouri flood area for 
housing damaged or destroyed by the flood, since that has been possible under 
the emergency provisions of Federal Reserve Board regutations. Also, 1 under- 
stand that the Housing and Home Finance Agency has developed a program to 
encourage private construction of housing for flood victims under relaxed credits. 

I fully appreciate the urgency for prompt certification of defense areas in which 
critical housing situations exist, and wish to thank you for your interest and 
concern about the problem. 

Sincerely yours, 
Rosert A. Lovert. 


SEPTEMBER 26, 1951. 
Mr. Water P. RevtHer, 
President, United Auto Workers, CIO, 
Detroit, Mich. 

Dear Mr. Revrner: This is in further reply to your telegram of September 12, 
urging immediate action in designation of critical areas for purposes of establishing 
rent control, and will supplement the preliminary verbal reply given you by 
Mr. H. Dewayne Kreager, of my staff, when you were here on September 13. 

As of the date of your telegram, this office and the Department of Defense 
were in the process of declaring six areas to be critical within the provisions of 
the law. The areas which have been declared critical to date are as follows: 

Savannah River area. 
Arca-Blackfoot-Idaho Falls, Idaho. 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1463 


San Diego, Calif. 

Davenport-Rock Island-Moline area. 
Brazoria County, Tex. 

Borger, Tex. (includes Hutchinson County). 
Fort Leonard Wood, Mo., area. 

Camp Cooke-Camp Roberts, Calif., area. 
Valdosta, Ga., area. 

You may be assured that we are attacking this problem as rapidly as possible. 
In fact, at the present time we have approximately 100 areas that are under 
active consideration to determine whether or not they should be declared critical 
in the terms,of established reference. Announcements of additional designations 
will be forthcoming soon. 

A procedure for expediting the required interagency participation in the 
investigation and certification process has been formalized. In this connection 
we have created within the Defense Production Administration an office specifi- 
cally responsible for the handling of these matters. A copy of the press release 
setting forth these arrangements will be sent to you when it is released. 

As I iadicated at last week’s meeting of the National Advisory Board on 
Mobilization Policy, I fully appreciate the urgency of the matter and want to 
let you know that we are working as rapidly as possible in order to alleviate the 
many problems attendant. 

Sincerely vours, 
CHARLES E. WILSON. 

Mr. GoopMan. These communications show the intention and the 
purpose to follow the critical area designation procedure set up in the 
act, and yet, the committee established a procedure for securing in- 
formation on manpower in-migration into these communities, which 
proves that the committee itself has set up an impossible hurdle and 
bottleneck that made impossible the proper functioning of the com- 
mittee. 

They produce what is called a labor-market condition report for each 
of the areas under consideration. 

Mr. Chairman, I have here in my hand a series of reports, which 
were submitted to this committee regarding the labor-market condi- 
tions in the San Francisco-Oakland area, in the Lake County-East 
Chicago area, in the Milwaukee, Wis., area, and in the area of Tulsa, 
Okla. 

These reports show the most substantial in-migration into these 
communities, in an effort to meet the production problems that these 
communities were faced with, and yet we have, in each of these areas, 
a decision by delay, with the one exception being the Lake County 
area, which was designated as of last Friday. 

Mr. Chairman, I hold in my hand a report of the Aircraft War Pro- 
duction Council, Ine., consisting of the management of Boeing, Con- 
solidated Vultee, Douglas, Lockheed, Northrup, North American, 
Ryan, and Vega. 

This report is entitled ““Manpower as a Limiting Factor in Airplane 
Production” and proves that for the period of World War II, when 
we failed to solve this housing problem in the communities affected, 
it was impossible to keep up the production schedules of aircraft that 
these companies had contracted with the armed services to perform. 

Today, Mr. Chairman, we are faced with the identical situation as 
was covered by this report, in our inability to complete the production 
schedules in many of our war production areas and factories, because 
the Critical Areas Advisory Committee has taken it upon itself to set 
up impossible conditions to prevent the possibility of the effective 
enforcement and application of Public Law 96. 
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I would like to read, in confirmation of that statement, from the 
Economic Report of the President to the Congress. 

He said, on page 23: 

Although rent controls cover only a part of the total rental housing in the 
country, they are of great importance in stabilizing rents in major industrial areas 
and should be continued. Vigorous use is being made of the authority provided 
last July by the Congress to reinstitute rent controls where necessary in critical 
defense housing areas, including areas around military posts. 

Yet in contrast to that, Mr. Chairman, the Critical Areag Advisory 
Committee has just released a memorandum, the opening sentence of 
which says: 

Originally the Critical Areas Committee, after extensive discussion, adopted a 
policy of trying to limit the number of areas to be declared critical, since it seemed 
from the discussions in the Congress and from the approach set forth in the legis- 
lation, that it was not the will of the Congress to introduce rent control or other 
programs throughout the Nation. 

Instead of applying the intent and purposes of the act, they decided’ 
to interpret it, to limit it, and to prevent its application in industrial 
areas. 

The Labor Department Bureau of Employment Security each 
month issues an analysis of the manpower situation in the major 
manpower areas in this country. On September 21, 1951, they issued 
the follow:ng report regarding Tulsa, Okla. 

A sharp rise in aircraft, a seasonal jump in farm employment, offsetting 
major construction lay-offs, continued brisk aircraft expansion, metal processing, 
increased boost fall hiring. Tight balance in the labor supply expected to be 
maintained, partly by in-migration. 


On November 29, they amplified that report by saying: 


Gains in construction trades, service and aircraft considerably outweigh lay-offs 
in petroleum production and other scattered industries. Scheduled tremendous. 
aircraft expansion expected to deplete the local supply and absorb many new 
in-migrants. 

Yet in the face of both those reports, this committee, the Critical 
Areas Advisory Committee, has voted not to extend the critical area 
designation to Tulsa, Okla., and not to give the Douglas Aircraft 
management the protection which they sought in the earlier exhibits 
which I introduced earlier. 

When the representative of the National Association of Manu- 
facturers appeared before this committee, he said, “I think there are 
areas where there are housing needs.” 

There certainly are. all over the United States. But we failed to 
get the adequate protection of this statute because we have placed, 
throughout the agencies of Government, representatives of those 
interests who desire to make the greatest possible profit out of the 
existing housing shortage situation. 

And I think it timely to point out to this committee exactly what the- 
objectives are, of this real estate lobby. 

I do not think we have had as complete and as full and as clear an 
explanation of the objectives of the lobby as I have recently been able 
to find by going to the lobby’s own literature, its own documents, and 
seeing what it 1s that they say. 

Before proceeding to that, I would like to point out to the com-. 
mittee, in the charts which I have put on your desk, from the 1950) 
census, on page 5, that we have not cut down on the number of 
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dilapidated units, the number of substandard units, or the number of 
units that lack the minimum standards of plumbing or facilities, but 
that we continue to have millions of substandard homes, and in com- 
plete violation of decency, in the face of the growing population, which 
has just urgent need for adequate housing. 

On page 7 you have a chart, which shows that 2% million homes 
are dilapidated, and that of those that are not dilapidated, there are 
4 million without private toilet or bath, or which do not have piped 
water, and 2.3 million homes which do not even have piped running 
water. 

The census showed that while there were a total of 2,680,000 
vacancies, or 6.8 percent of the total supply, 2.8 percent were seasonal, 
in resort areas, and were therefore not available for all-year occu- 
pancy, 266,000 were dilapidated and unsafe for human occupation, 
and 628,000, or 1.6 percent, were off the market and being held either 
for men who were in service or families that were away on a trip, and 
were therefore not available. 

So that the effective yacancy rate for the whole United States was 
1.7 percent, out of our total housing supply, as of April, 1950. There 
were only 689,000 units available. 

And now we have the real intent and purposes of the real estate 
industry. 

I am going to read to you from their manual. This is the booklet 
which they have said is now used as a text, according to Mr. Herbert 
U. Nelson, in 127 colleges and universities throughout the United 
States. This book is copyrighted by the National Association of Real 
Estate Boards. 

It is entitled: ‘‘Principles of Real Estate Management, Prepared by 
the Division of Education of the Institute of Real Estate Management, 
a Division of the National Association of Real Estate Boards.” 

And here is what it says about what the real estate industry intends 
to do in a period of shortage. . 

Let us illustrate. This point of shortage exists, when an able-to-buy family is 


unable to find suitable accommodations available for occupancy. In most cities 
this means when the residential occupancy is 98.5 percent— 


or to put it the other way, vacancy rate is 1.5 percent or less. 


The effect of having reached this point of shortage is the answer to the second 
question, 

For example, the Jones family, which has an income of $200 a month, during 
depression the family was able to find an apartment to fit its requirements as to 
space and living standards, at a monthly rental of $35, or 17.5 percent of its total 
income. 

In the early part of the increased occupancy cycle— 


this is when housing became short— 


they were given nuisance raises, two of them at $2.50 a month, bringing their 
monthly rental to $40, or 20 percent of their income. 
Now comes their property manager— 


the occupancy level has now been raised to 98.5 percent, or a 1.5 
percent vacancy— 
and his current check of the facts has told him that there is 99 percent occupancy 


now, and he comes to this family now with a notice that their rent is to be raised 


to $60, or a boost of 50 percent. 
The first reaction of the Jones family is to tell their manager that such a raise 


is impossible. 
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I would not be surprised if actually they used more violent language 
than that. . 

Mr. Jones instructs Mrs. Jones to start out the next day and look for an apart- 
ment. For 1 day, for 2 days, for a whole week, Mrs. Jones combs the neighborhood 
for a place to live. She finds nothing comparable to her present quarters. In 
fact, in all her search, she finds only one available apartment, a much inferior 
unit in a poor location at a monthly rental of $55. The Joneses in despair, hurry 
back to their property manager to tell him that they will stay at $60 a month, or 
at a raise of 50 percent. 

After having had two previous raises, nuisance raises, the book calls 
them, of $2.50 each. 

And here is the interesting chapter, because this draws the purpose 
and the program. 

The lesson to the property manager, from this illustration, is that there is no 
fixed relationship between the level of rents and the level of family income. 
Rent is an independent factor, governed by its own law of supply and demand. 
It moves up and down on the axis of residential oeccupaney. True, there is a 
level of rental at which the families will withdraw from the housing consumer 
market, but the whole scale of residential rents may be raised at times when 
residential occupancy is at the point of shortage, to ffom 35 to 50 percent of the 
family’s income. 

That is what this game is all about, gentlemen. They want to 
maintain the shortage. 

Mr. Coxs. Are you quoting 35 to 50 percent of the family income? 

Mr. Goopman. I would appreciate it if the Congressman would 
read it for himself. 

Mr. Cour. I just asked if you were quoting. 

Mr. Goopman. It is in the instructions to the new and upcoming 
real estate students, being trained—I am sorry to say—in some 
States by requirement of law, to be a realtor before they can go into 
this business. And this is the philosophy that they are being 
trained to. 

Mr. Cots. Were you quoting? That is what I was getting at. 

Mr. GoopMan. Yes; I was reading from the book. 

Mr. Couz. Thank you. 

Mr. Goopman. The book makes an interesting after comment. 
It says: 

At such times the property manager must proceed cautiously, must be sure of 
the strength of his occupancy situation. He must know enough about the income 
level of his tenant families to accurately gage the point of diminishing returns in 
his rent raises. 

Mr. Coun. What year is that? 

Mr. Goopman. This is copyrighted 1948. 

The CuarrMan. Who is that published by? 

Mr. Goopman. The National Association of Real Estate Boards, 
Mr. Herbert U. Nelson, whom I take it advised one of the committees 
of this Congress that he thought “democracy stinks.”’ 

Mr. Mutrer. Can that book be purchased in the market? 

Mr. Goopman. No, it is not possible, unless you take a course 
under the direction of the universities who collaborate with the 
National Association of Real Estate Boards. 

Now, gentlemen, in contrast, I have put on your desk—I hope each 
of you still has the-—— 

Mr. Mutrsr. Before we leave that very interesting work, I would 
be willing to pay for one if you would get it for me. 
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Mr. GoopMan. I would be glad to ask Mr. Nelson if he would make 
a copy available to this committee. 

Mr. Coxe. I think that would be a good idea. 

Mr. Goopman. In contrast to that, | have gone through the litera- 
ture of the real-estate industry all over the United States and I would 
like to call to your attention the following quotations taken from other 
documents, published by the real-estate industry. 

For example, I would like to quote this one here: 

Real Estate Appraising, by Mr. James D. Henderson, published 
by the Banker & Tradesman’s Publishing Co., in Cambridge, Mass. 

On page 240, it says: 

The healthy vacancy ratio: Rental surveys made by the appraiser himself, or 
by local real estate exchanges, chambers of commerce, boards of trade, or the 
National Association of Building Owners and managers, will furnish a vacancy 
= for rental condition upon which the appraiser may start to build a con- 
e1usion. 

Most authorities agree that a 10-percent vacancy in either office building or 
apartment homes in large communities, is a healthy condition, tending to stabilize 
rent levels by giving the tenants fair opportunity of selection, without compulsion 
on their part to take the first office or apartment offered, and precluding sharp 
rental advances caused by shortages of accommodations, all of which act to the 
detriment of the public if a materially lower index existed. 

Now in case one might think that is a solitary and single quote, I 
have given each of the members quotations from a number of other 
standard sources in the real estate industry. 

And item 2, which you have in this compilation I have put on your 
desk, is taken from a series published by the Massachusetts Institute 
of Technology, under the heading ‘‘The evolving house.”’ Volume 2 
is entitled ‘‘The Economics of Shelter.” This is authored by Profes- 
sor Albert F. Bemis. 

On page 126 it shows the standard ratios of vacancy of the elements 
constituting an economic rent, on single-family homes, and the rentals 
range, from 8 percent for a brick single-family dwelling, 8 percent for 
a frame family dwelling, 11.5 percent for a walk-up dwelling, and 
8 percent for an apartment with elevator service. 

One of Mr. Herbert U. Nelson’s associates in the real-estate industry 
in Chicago is a Mr. Homer Hoyt, who has just published a standard 
text entitled “One Hundred Years of Land Values in Chicago.’ 

On page 455, Mr. Homer Hoyt calculates the allowable vacancy 
ratio for different types of residential buildings in 1926 in Chicago. 
Mr. Chairman, he calculates an 8-percent basis for each type of 
resident building, as shown in the figures, both tables of which I would 
like to insert in the record at this point. 

The CHarrMaNn. That may be done. 

(The information referred to is as follows:) 


97026—52—pt. 2——-43 
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TABLE 23.—Elements constituting an economic rent of single-family urban dwellings 
and of apartment houses in the United States, 1930 


[Average percentage on total investment '] 





| 
| 
| 























Single-family dwellings | Apartments 
eee pki 
With ~ 
+ , vator an 
. Brick Frame Walk-up other 
services 
Sie A STR I A SN RRO eR 2.5 2.5 2.5 2.5 
Maintenance____-_- . : rt 2 | 1.5 2.0 2.5 2.5 
Administration and service ?.___.-_____-____- - | .6 6 1.0 4.0 
Vacancies and bad accounts ?______..-__.----_- | + 7 1.5 1.0 
Insurance . _- ME Re ee 2 2% an my 
Depreciation ‘and obsolescence... ..------ CE SEA NS 1.0 2.0 | 2.5 | 2.0 
Subtotal dabei Aires led 6.5 8.0 | 10. 2 | 12.2 
Net return (assumed)?_....-.---.---.--------------- 6.0 6.0 | 6.0 | 6.0 
Total economic rent.....-.-..---------- Bidatacs, 12.5 14.0 | 16. 2 | 18.2 





! Allowing for the fact that certain items do not apply to the value of the land. 

2 Not applicable in the case of an occupying owner; see p. 128. 

3 Figure most commonly used. In some localities it might approximate the first-mortgage rate, but in 
any case it must be largely empirical. Obviously, to the extent that 6 percent is above or below a reason- 
able net return, the total economie rent would be reduced or increased. 


Source: The Evolving House, vol. Il, The Economics of Shelter, by Albert Farwell Bemis, p. 126. 


TaBLeE LXXIX—Land value developed on a 50-by-150-foot lot in Chicago by 
different types of residential uses, 1926 } 





Total | Allowance 


Total Number of | 





Number and type of buildings 2 building |  apart- Rent aod income | for 
cost, 1926 | ments | | apartune p 1926 | vacancies 
LIN gis 3 Fes ewiaes peice $5, 500 | 1 | $85 | $920 | $74 
2 bungalows. ___- 5 SUR empty sis 11, 000 | 2 | 85 1, 840 | 148 
Le pS ATES EE Sd SETS BRO ROE ELE 10, 500 | 2 85 | 1,840 | 148 
=a Sa SSE See ee 21, 000 4 85 | 3, 680 | 292 
Se ee ree PERSE E) 16, 000 3} 85 3, 060 244 
| ee ee =e ee ee ne 32, 000 | 6 85 6, 120 | 488 
i... Se aS , ae 35, 000 | 6 | 85 6,120 | 488 
Sera ghxebelbobidl ete 59, 000 | 12 | 85 12, 240 | 976 
18 flats. ....... sae RS Fie | 72, 000 | 18 70 | 15, 120 | 1, 210 
Kitchenette apartments: | | | 
3-story Lien ephad & ‘Gicedsédeocinezdudil 95, 760 42 60 | 30, 000 2, 400 
7-story __.. is sailite ee ee ba 250, 000 | S4 75 75, 600 6, 048 
cD . REP “SEEEL OE LiGitetinn daw 430, 000 | 144 75 129, 600 | 10, 368 


IN hiicnip pddatpite inne pcp ee Neg ke ae 640, 000 | 216 75 194, 400 15, 600 


1 Computed by the writer from data furnished by contractors and real-estate operators. 
2 Number of rooms per apartment in each building. 


Source: One Hundred Years of Land Values, by Homer Hoyt, p. 455. 


Mr. Goopman. So here we have it, gentlemen. In the real-estate 
industry, a drive to force rentals up to 50 percent of family income, 
with workers being pressed and pressed and pressed, by this largest 
single element of their cost of living, and we wonder why there are 
demands for wage increases, and we wonder why the pressure is on 
to justify further readjustments in income level for low income families. 

This force of the real-estate industry is the greatest single inflation- 
ary pressure which exists in our economy. 

There are two solutions. 

The CHarrMan. Have you any statistics on what your members 
pay, what portion of their income your members pay for rent? 

Mr. Goopman. Yes, sir, Mr. Chairman; I am very happy that you 
raised that question. I am very happy to answer that. 
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I have here a tabulation and a study of the statistics, which has 
been made available to this committee, showing the number and 
percentage of families living in substandard units, who are forced to 
pay 35 percent or more of their income for rent and the breakdown 
of those tables showing those who have been required to pay, by 
income groups—and I would like again to insert this in the record, 
and analyze this in terms of the statistics which have been made 
available to this committee. 

The CHarrman. That may be inserted. 

(The information referred to is as follows:) 


1950 census of housing—Substandard and dilapidated units—Percent of renters 





who pay 
Rent as percent of family Rent as percent of family 
| income i} income 
City and State | | | City and State 
| 35 per- 25 per- | 20 per- | 35 per- | 25 per- | 20 per- 
cent or centor  centor | cent or cent or. cent or 
more | more more || more | more | more 

Akron, Ohio 9.7 17.4 27.8 | Deeatur, Il 15.4 29. 4 40.3 
Albany, Ga. " 21:5 30.0 42.8 | Dennison, Tex....._._--- 8.4 18.2 27.3 
Albany, N. Y 7 i211] 223 33.9 | Detroit, Mich _- 2 11.9 22. 5 34.1 
Alexandria, Va... __. 12.0 23.8 34.4 | Washington, D. C 4 19.4 34.2 48. 4 
Aliquippa, Pa_._--.- 6.7 14.6 | 22.4 || Durham, N. C- . 13.1 23.0 31.1 
Allentown, Pa | 8.3 16.8 | 26.3 || Easton, Pa. .-_- rat : 10.6 28.4 42.1 
Ambridge, Pa $9; 13.9) 18.9 || E. St. Louis, Il__-.- a 13.1 21.7 29.0 
Anchorage, Alaska 5.0 9.1 | 16.6 | Edinburg, Tex.-._- 7.4 19.4 29.7 
Annapolis, Md... 19.4; 31.8) 44.3 | El Paso, Tex : 8.1 14.8 21.4 
Asbury Park, N. J__. 19.8 | 37.1] 51.6 || Fairbanks, Alaska. 6.4 16. 2 ys 
Astoria, Oreg . - . 661-158 19.6 || Farrell, Pa _._- 8.7 15.4 24.3 
Athens, Ga__. 10.9 19.2 | 27.8 || Florence, Als_ 10.3 18.1 25.8 
Atlanta, Ga 3.8} 26.2 | 36.5 || Ft. Worth, Tex : 13.6 25. 2 38.3 
Atlantic City, N. J_. 29.6 55.0 | 68.6 | Frankfort, Ky- 12.5 24.7 36.9 
Augusta, Ga Bare 19.0 | 29.6 || Frederick, Md. 11.3 24.6 37.8 
Avondale, Ariz. - 10.1 25. 2 | 34.4 Fresno, Calif 13.5 21.3 29.0 
Bakersfield, Calif... __- 15.6) 26.4 | 36.9 || Galveston, Tex. - 13.3 24.0 34.5 
Barstow, Calif...........| 5.8| 12.0 22.7 || Garfield, N. J- 6,2 12.4 22.9 
Bayonne, N. J__.._...-.-| 9.7) 17.8 25.5 || Goldsboro, N. C 12.9 24.3 38.0 
Beaufort, N.C. _--. 12.8; 20.0 29.6 || Granite City, Il - 5.4 10. 2 16,8 
Beaumont, Tex ccavof 3.8 Ba 35.7 || Greensboro, N. C___. 11.8 18.7 27.9 
Beaver Falls, Pa.___. 9.0} 17.9} 33.0 | Guadalupe, Calif. _. 10.0 20.7 29.5 
Benton Harbor, Mich 14.3 26.0 | 39.2 | Hagerstown, Md : 10.7 19.3 29.5 
Bethlehem, Pa 8.5 16.3 24.1 || Hamtramck, Mich- 5.4 12.9 23.1 
Biloxi, Miss 12.0} - 2 36.0 |, Harlingen, Tex. _- 7.1 18.0 26.5 
Bloomfield, N. J 9.7 22.1 37.7 || Harrisburg, Pa 13.5 26. 3 40.0 
Bogalusa, La 5.8 15.9 | 21.5 || Harrison, N. J 8.0 12.5 23. 2 
Borger, Tex 2 6.4 11.7 | 17.0 | Hartford, Conn. _- 14.8 26. 2 36. 2 
Boston, Mass 14.1 27.4 | 40.1 |) Helena, Mont 4.6 9.2 23.7 
Bridgeport, Conn __- 10.6 18.5 27.6 | Henderson, Ky. 14.4 26.0 38.2 
Bristol, Va Ti” See | 33.2 || Hoboken, N. J 8.8 12.3 19. 0 
Brownwood, Tex__. 9.0 19.9 28.9 Hopewell, Va 8.0 2.4 21.1 
Brunswick, Ga 19.2 31.4 42.6. Houston, Tex 18.9 32.0 45. 2 
Caldwell, Idaho 16.0 29.9 40.3 || Huntington, W. Va 14.1 23.2 31.7 
Cambridge, Mass G6 20.4 34.8 . Indio, Calif 15.9 24.5 33. 6 
Camden, N. J 15,2 28.9 41.2 | Jackson, Tenn 12.0 23. 3 345 
Charleston, S. C__. 17.9 31.3 | 41.8 | Jacksonville, Fla 18. 5 32.3 44.1 
Charlotte, N.C 15.1 28. t 40.7. Jacksonville, N.C 9.2 25. 7 37.8 
Chattanooga, Tenn 16.6 29.0 39. Jersey City, N. J 6.9 13.8 22.2 
Charlestown, W. Va 14.1 22.3 32.6 Johnstown, Pa 8.4 15. 1 21.5 
Chester, Pa 15.3 29,7 45.5 Juneau, Alaska 3.8 10.7 14.1 
Chino, Calif_- 4.7 13.0 21.9 | Kansas City, Mo 12.1 21.0 31.4 
Clairton, Pa- 6.3 11.8 20.9 || Kingsport, Tenn 15.4 21.9 31.5 
Cleveland, Ohio_- 10.3 19.4 | 29.2. Kno: ville, Tenn 15.0 26. 6 3e. 0 
Clinton, N. C 16.1 29.9 41.0 Lakeland, Fla 20.4 34.1 43 4 
Coalinga, Calif 4.0 8.7 14.7 || Laurel, Miss 17.5 29.9 43, 0 
Colton, Calif 5.9 10.4 17.2 Lawrence, Mass 12.5 21.4 33.1 
Columbia, S. C 16.6 29. 3 42.8 Lexington, Ky 19.9 33. 2 44.8 
Columbus, Ohio 12.2 22.2 32.9 Little Rock, Ark 16.5 29. 2 39.9 
Connellsville, Pa 10.7 20.9 31.6 || Lodi, N. J.. 7.2 16.6 31.0 
Corpus Christi, Tex. 10.8 21.2 32.4 Long Branch, N. J 17.3 35.3 50. 2 
Corsicana, Tex 12.7 24.0 37.1 Los Angeles, Calif 14.1 25. 3 32.5 
Cumberland, Md 16.5 25.0 35.7 || Louisville, Ky_-. 9.2 17.3 26.6 
Dallas, Tex ‘ 16.1 29.0 42.0 Lumberton, N.C 18.1 30.4 14.3 
Daytcn Beach, Fla 21.7 32.6 44.5 | McKeesport, Pa 10.2 19.5 30.6 
Decatur, Ga 11.5 24.9 38.4 |) MecKees Rocks, Pa_.- 6.1 13.7 21.8 
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1950 census of housing—Substandard and dilapidated units—Percent of renters 
who pay—Continued 


Rent as percent of family 
income 


Rent as percent of family 
income 


City and State ae 
35 per- 


cent or 


more 


Macon, Ga 12. ¢ 
Manchester, N. H j 8 
Marietta, Ga 
Martirisburg, W. Va 
Medford, Mass 
Memphis, Tenn 
Meriden, Conn 
Miami, Fla 

Miami Beach, Fla 
Monroe, La 
Morehead City, N. C 
Morristown, N. J 
Newark, N. J 

New Bedford, Mass 
New Boston, Tex 
New Britain, Conn 
New Orleans, La 
Newport, Ky 
Newport News, Va_. 
Norfolk, Va 
Oakland, Calif 
Omaha, Nebr 
Orange Cove, Calif 
Orlando, Fla 
Owensboro, Ky 
Oxnard, Calif 
Paducah, Ky 

Paris, Ky 

Passaic, N. J 
Paterson, N. J 
Pensacola, Fla 
Peoria, I] 

Phenix, Ala 
Phoenix, Ariz 
Phillipsburg, N. J 
Pocatello, Idaho 
Port Arthur, Tex 
Portsmouth, Va 
Pottstown, Pa 
Providence, R. I 
Quincy, Mass 
Racine, Wis 
Raleigh, N. C 
Reading, Pa 
Redlands, Calif 
Reedley, Calif 
Revere, Mass 


comnw 


SIN WH — to 


25 per- 


cent or 


more 


Sm w 


me 6 


mon wD IS 


nS oe ie 


on 


Saw 


20 per- 
cent or 


more 


OO OO mt Cec 


= 


~ 


) Pac 
AWTNIAIWH WS 


owe 


www 


Danone 


City and State 


Richmond, Calif. - 
River Rouge, Mich 
Roanoke, Va 

Rock Island, Il 
Rome, Ga__. 
Sacramento, Calif 
Sacramento Fringe, Calif 
Saginaw, Mich. -_. 

San Bernardino, Calif 
San Buenaventura, Calif 
San Francisco, Calif 
Savannah, Ga 
Scranton, Pa 

Selma, Calif. 

Sharon, Pa 
Spartanburg, 8. C 
Steubenville, Ohio 
Stockton, Calif 
Stockton Fringe, Calif 
Sweetwater, Tex 
Tacoma, Wash 

Taft, Calif 

Taunton, Mass 
Tempe, Ariz 

Texas City, Tex. - 


| Texarkana, Ark 


Tolleson, Ariz 
Trenton, N.J 

Troy, N. Y 

Tuckahoe, N. Y 
Union City, N. J- 
Uniontown, Pa_. 
Waco, Tex... 

Wasco, Calif 
Waterbury, Conn_. 
Waxahachie, Tex_____- 
West New York, N. J_- 
West Palm Beach, Fla 
Wichita Falls, Tex 
Willimantic, Conn 
Wilmington, Del : 
Winston-Salem, N, C_- 
Woodbridge, N. J__-- 
Woonsocket, R. I. 
Worcester, Mass. 
Yonkers, N. Y 

York, Pa.... 





35 per- 
cent or 
more 


25 per- 
cent or 
more 


; 20 per- 
cent or 
more 


11.0 | 
0 
9 | 


9.1 | 


_ 


> | 
2.9 


OF aN we ee 
Ft ee Rd? on ee en ) 


ne 


VOOonweY 
ee | 
ae ee eens 


Ue eK DOF 
DWONIWAIDOHWOSTe 
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wee 
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1950 census of housing—Structural condition of occupied substandard 


City 


Akron -_- 
Albany 
Albany 
Alexandria 
Aliquippa 
Allentown 
Ambridge 
Anchorage 
Annapolis 
Asbury Park - 
Astoria 
Athens 
Atlanta 
Atlantic City 
Augusta 
Avondale 
Bakersfield 
Barstow 
Bayonne 
Beaufort 
Beaumont 
Beaver Falls 
Benton Harbor 
Bethlehem _ . 
Biloxi. 
Bloomfield 
Bogalusa - - 
Borger 
Boston 
Bridgeport 
Bristol 
Brownwood 
Brunswick - - - 
Caldwell 
Cambridge 
Camden 
Chandler 
Chapleston 
Charlestown 
Charlotte 
Chattanooga- -.- 
Chester 
Chino 
Clairton 
Cleveland 
Clinton 
Coalinga - - - 
Colton... - 
Columbia. -- 
Columbus 
Connellsville. - 
Corpus Christi-- 
Corsicana. 
Cumberland 
Dallas__- 
Daytona Beach 
Decatur - 
Do.. 

Denison 
Detroit 
District of Columbia, Wash- 

ington. 
Durham 
Easton 
East Saint Louis 
Edinburg 
FE! Paso 
Fairbanks 
Farrell 
Florence 
Ft. Worth 
Frankfort... - 
Frederick 
Fresno. - - - pata ate 
Galveston. 
Garfield - 











State 


Ohio 
Georgia - - - - 
New York _- 
Virginia 
Pennsylvania 
_.do 
easteo mY 
Alaska. --.-- 
Maryland 
New Jersey --..--- 
Oregon 
Georgia - -- 
ae 
New Jersey - - - 
Georgia - - 
Arizona. 
California. 
...do 
New Jersey - . - 
North Carolina 
Texas _ 
Pennsylvania - -- 
Michigan - - 
Pennsylvania - -- 
Mississippi 
New Jersey - - - 
Louisiana 
Texas_ 


| Massachusetts - - . 


Connecticut 
Virginia. 
Texas - 


| Georgia-.- 


Idaho- 
Massachusetts - 
New Jersey 
Arizona 


| South Carolina 
| West Virginia 
| North Carolina 
| ‘Tennessee 

| Pennsylvania 


California 
Pennsylvania 
Ohio. 

North Carolina 


| California 


enn , 
South Carolina 
Ohio 
Pennsylvania 
Texas 

do 
Maryland 
Texas 
Florida. .-.-- 
Georgia - - 
Illinois 
Texas. 
Michigan . - - 


District of Columbia 


| North Carolina. - .- 


Pennsylvania - - 
[Illinois 
Texas 

do 
Alaska 
Pennsylvania 
Alabama 
Texas- 
Kentucky 
Maryland 


| California 
Texas 


New Jersey 


See footnotes at end of table, p. 1473. 


dwelling units 


| Number of 
substand- 
ard units 





1, 754 
, 147 


1, 683 


608 
970 

3, 369 
23, 994 
1, 037 
1, 144 
7, 866 
6, 904 
650 








050 | 


, 093 | 


Dilapi- 
dated ? 


facilities facilities 
12.0 | 2.9 | 5. 
50.4 36.3 | 23 
31.0 2.5 | 3. 
38.9 19.3 | 20 
47.5 73% 3 
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1950 census of housing—Structural condition of occupied substandard ! 
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1 A substandard dwelling unit is defined by the Public Housing Administration as a unit which is either 
dilapidated or does not have all of the following plumbing facilities: ‘ee toiletand bath inside the structure 
for the unit’s exclusive use, and hot running water. 

2 Dilapidation: A dwelling unit is considered to be dilapidated when it has serious deficiencies, is rundown 
or neglected, or is of inadequate original construction, so that it does not provide adequate shelter or pro- 
tection against the elements or it endangers the safety of the occupants. 
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Mr. Goopman. Now, some of the figures which vou have been 
getting here have been, in my opinion, strictly phoney. These rent 
index figures, which I will attempt to analyze on this blackboard, 
with the indulgence of the committee, have misrepresented the truth. 

If we were to take a standard block of eight lots, illustrated by 
this square on the blackboard, and had an enterprising builder who 
would build these lots into homes, A. B, C, and D, and in 1940 charge 
them an average of $50 a month rent—-and that was a fair rental at 
the time, four houses at $50 would bave meant an income of $200, or 
an average rental of $50. 

Now, the BLS took those four houses and included them in the 
BLS rent index. And it included them in 1935-39 average as 100. 
So vou have four units at 100, and your index came out to 100. 

Now, this committee saw fit to loosen up rert controls, in 1947, 
and substantial increases were permitted for various reasons, and so 
the rental on those four units was raised to $60, and in 1947, you had 
an average rental of $60, and the BLS index would go to 120 for each 
house. You have four houses at 120, or an average index of 120. 

Then in 1949, because of the success of some of the housing legisla- 
tion which this committee had enacted, an enterprising builder built 
four additional, and identical, houses, on the adjacent lots, W, X, Y, 
and Z, but because costs were higher, and because the market would 
bear it, these four houses were rented at $100 a month. 

Here you had identical houses renting for $60, but because the 
market conditions made it possible, four new identical housing rented 
at a hundred dollars. 

Let me show you what the BLS did with those four additional 
houses. Here you have four houses at $60, that produced $240 a 
month, and four houses at $100, that produced $400 a month, or a 
total of $640. Eight houses at $640 gives an average rental of $80 a 
month. 

The BLS took those new houses, and put them into the index as 
100. So you have four units at 120, four units at 100, or an average 
index of 110. 

The average rent had gone from $60 to $80 a month, the index 
went from 120 to 110. 

That is the kind of statistics that have been represented here be- 
fore you gentlemen in the last few years, on this rent issue. With 
the average rent, going up 33% percent, the index dropped 8 percent. 

Now, in 1951, as would inevitably happen over a long period of 
time—we are talking about 11 years here—let’s assume that Mr. B, 
the occupant in one house, died, and since these houses were identical, 
and four rented at $60 a month, and four at $100, the landlord of the 
second group was concerned that he might lose one of his tenants to 
the vacant house, and so he reduced his average rent from $100 to 
$80 a month. And there were some such cases. 

Now let’s see what happens to the BLS index, which has been used 
to misrepresent the facts to this committee. 

Here we have an average income from houses at $60 a month, that 
is $240, and four houses at $80 a month, that is $320, or a total of 
$560, with an average rental of $70 a month. 

The BLS takes that index, and here is what it does. You have 
four units renting at $60 a month, on the basis of fifty equals a hun- 
dred. Those are four at index 120. 
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In four units renting at $80 a month, on the basis that $100 equals 
a hundred, so you have four at $80, or index 80. 

And this procedure, until recently, the figures that this committee 
has operated on to date, is that an average rental of $50, raised to an 
average rental of $70, shows in the index, in both instances, as 100. 
Imagine that misrepresentation practiced on this committee. 

Mr. Corr. That is not misrepresentation if you understand the 
statistics; and I am not a statistician by a long shot, but there is a 
reason for that weighted average, Mr. Goodman, and you know it. 

Mr. Goopman. | agree. I know it, and I know statistics which 
have been brought before this committee have not reflected the truth 
or what the 1950 Housing Census has shown. You have been told 
that rents have gone up only slightly, vet the housing census shows- 
and here are the figures, and you have it in the chart before you, 
gentlemen—that between 1940 and 1950, rents went up 50 percent in 
the United States. And not the few points that the BLS index has 
shown. Rents went up 50 percent between 1940, when the average 
was $27 a month, and 1950, when the average was $42 a month. 

For some groups it was even more critical. As I will show you a 
little later in the census statistics, the lowest income groups were the 
greatest to suffer, and if one were to take the rural nonfarm population 
of the United States, the total rural nonfarm population, rents went up 
100 percent, from an average of $15 to an average of $30. 

Is that a rent freeze? This committee has been accused of freezing 
landlords from getting their fair income. That has been untrue. 
They have been getting substantial increases constantly. The law 
bas many provisions under which adjustments have been made, and 
if anything, the rent office has granted those increases much too 
liberally. 

I can show this committee studies made recently at such contrasting 
places—well, bere is one in Wichita, Kans. Wichita, Kans., has been 
verv seriously affected, as Mr. Cole knows, by an influx of aircraft 
workers, and the problem came as to whether or not Wichita should 
be designated critical. 

The CIO had recommended, as I read earlier, that it be done. 
Walter Reuther wired to Charles E. Wilson, recommending that the 
total community affected by the flood be declared critical. 

Gentlemen, I think the case for declaring that area critical is a 
prima facie one, and yet, it has not been acted on until this day. 

Kansas City, Kans., has not yet been designated, and we have 
communities like Parsons, Kans., a small rural community with a new 
defense contract, bringing 17,000 workers into that community, and 
that community needs to be declared critical now, so that the advan- 
tage of securing the credit X relaxation can be put to work to build 
some housing for those people now. 

What does this Wichita survey show? The survey shows that for 
all rental units, from June 1950 to September 1951 there was 26-per- 
cent increase in rents. 

But for those families under $30 a month rental, the increase was 
48 percent. And if one analyzed that group, from the period of 
March 1951 to September 1951 the increase was 64 percent. This is 
Wichita, Kans. 

Mr. Cour. I agree with you about the critical area committee and 
their actions. 
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Mr. Goopman. I am glad to hear you do. 

Mr. Cote. I do. 

Mr. Goopman. I hope the rest of the committee will recognize the 
serious nature of the problem, that those of us who have worked on 
this issue have found in trying to deal with this cumbersome machinery 
which has been set up under Public Law 96, and I hope that this com- 
mittee will vote to abolish the critical areas advisory committee as it 
now exists, and designate the Director of Mobilization, the Secretary 
of Defense, and the Director of the Office of Rent Stabilization— 
three men—to have the responsibility to implement the law which 
vou have on the books today. 

These statistics which they have been giving you are an illogical 
basis for operating. As I have shown you, these statistics are in- 
adequate. They do not reflect the accurate picture of what is going 
on around the country. 

The only fair basis for proceeding, either under control or decontrol, 
is the number of housing units that are available in the community. 
That is what this committee had in mind when it enacted this statute. 
That we should have enough housing so that we can get the man- 
power to perform the job in this struggle of preparation against ag- 
gression, and to date we have not had that consideration. 

The committee has become bureaucratic, has become narrow, 
has failed to recognize how other committees in the Government 
operate successfully. 

I would like to put into the record, Mr. Chairman, a statement of 
policy of the FHA, which provides for a 7-percent vacancy ratio in 
all of its calculations in the operations of real estate under its insured 
mortgage program. Seven percent. 

Homer Hoyt, in his booklet, shows an average of 8 percent. Mr. 
Henderson, in the book which I quoted, The Real Estate Appraiser, 
quotes 10 percent as a fair basis. And Prof. Albert F. Bemis shows an 
average ranging from 8 to 11% percent. 

And so, Mr. Chairman, the CIO recommends that you write into 
this statute a provision requiring a percentage vacancy rate, as & 
Federal standard, before areas can be decontrolled, before the local 
community can take and reverse even the complex, cumbersome, slow 
machinery which has existed to date, the local community, the next 
morning, could call a public hearing, and vote to decontrol. 

We had that problem in the State of New York. I have in my 
hand the report of the temporary State housing commission. Now 
New York has gone off, you know, on its own. What is good for the 
rest of the country is not quite good enough for New York. 

Mr. Mutrer. Hear, hear. 

Mr. Goopman. And New York has set up its own temporary State 
housing commission. They want to ride on your coattails, gentlemen. 
Whatever you do for the Federal Government, they will give New 
York almost the same treatment. 

And yet, in their own report, on page 33, they show that in their 
studies, made in the New York city area, a vacancy ratio ranging 
between 0.26 and 0.20. And in the face of that serious shortage, they 
are granting wholesale rent increases to every single group that comes 
in to apply. 

Mr. Chairman, I hope it will be possible to bring New York, in 
this regard, back into the United States, and give it the same treat- 
ment that every other community is given. 
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Mr. Brown. Is New York under State rental control? 

Mr. Goopman. Yes, sir, and we almost had——— 

Mr. Brown. Is there any objection to that? 

Mr. Goopman. Yes, I am recommending 

Mr. Mutter. That is a matter of difference in policy between the 
two major parties. The Republicans are for State control and the 
Democrats say it should be under Federal control. The Democrats 
in the State legislature fought the enactment of the State control 
law very vigorously, and as a last alternative they tried to make it 
as near our law as possible, but, unfortunately, they couldn’t get 
enough votes to do it. 

Mr. Nicnoison. What do you call those who do not want any 
control? 

Mr. Murer. They are free enterprisers, with a tremendous 
patriotic urge. 

Mr. Goopman. A patriotic urge to raise rents to between 35 and 50 
percent of the family income, and I might say, in regard to the desires 
of the people in New York, I understand that those who vote in favor 
of Federal control are generally supported by the tenants, while those 
who are in favor of State control are strongly supported by the 
landlords. 

Mr. Mutter. That is not quite fair, because I know many landlords, 
many property owners in Brooklyn and throughout the rest of the 
city, who were opposed to State control and to the State bill. 

We do have some fair-minded landowners and landlords in New 
York, who know that there are some people trying to take unfair 
advantage of others and who must be controlled. 

The CHarrMan. A good many of those fair people are in your 
district; is that not correct? 

Mr. Mutrer. Yes, sir, and most of them vote for me. 

The CuarrMan. Are there any questions? 

Mr. Goopman. One effect, Mr. Chairman, if I may say one last 
thing, of this tight squeeze on housing for rent, has been the increased 
use of trailers for family housing in many vital production centers 
throughout the United States. I am sorry to have to say that this 
is no longer true only in smaller cities and towns. We now have in the 
city of Chicago, a 4,000 trailer unit camp, in order to make up for the 
shortcomings of the critical areas advisory committee, in its failure 
to proceed more expeditiously in connection with the immigrant steel- 
workers, who work in Gary and Hammond, and the City Council of 
Chicago has approved the establishment of a trailer camp within the 
city of Chicago. 

And so we now have one family in a hundred, in the United States, 
living in a trailer. 

We do not object to the use of trailers for any purpose except long- 
term family housing. I went out, at the request of our organization, 
as I told you when I began this statement to get a look at the use of 
trailers as family housing and I found at Hanford, Wash., some 5,000 
trailers stretched off acorss the horizon, put there by the Atomic 
Energy Commission in 1945, 

Some of them were occupied by families 6 and 7 vears, without any 
community facilities, and if this is the kind of family housing that we 
associate with the newest and the most modern and the most effective 
scientific development of man, we ought to be ashamed of ourselves. 
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We ought to be ashamed to force families to bring children up in those 
narrow confines, where rainy weather puts a family in the close con- 
finement of a 6 by 8 or 10 interior, sometimes for 3 and 4 days, without 
any place to go and without anything but a mudhole outside the door. 

The use of family trailers by the Atomic Energy Commission in its 
permanent installations ought to be stopped. 

The use of trailers as permanent dwellings around military camps, 
ona permanent basis, ought to be reduced to a minimum. And where 
there are tenants who live in housing controlled by a Federal Govern- 
ment agency, this committee ought to insist—as it intended when it 
wrote into the act last vear that these tenants of Government-owned 
properties be treated as decent human beings and American citizens, 
no matter who their landlord is. 

When a group circulated a petition during my visit out at Hanford, 
asking that rent control be maintained and applied, the man who 
circulated the petition was fired and evicted by the Atomic Energy 
Commission. 

And now, in Oak Ridge, because the president of the C1O local 
union appeared before the county court of Anderson County, 
Tenn., and made what in my opinion is a brilliant presentation in 
favor of the continued protection, under Federal law, of rent controls 
in Oak Ridge—and I would like to place the opinion of the court into 
the record—that man, and all of his associates, are now being harassed 
by lie-detector tests every few weeks; because a man believes in decent 
housing he is now put to the test as to whether or not he is sabotaging 
the atomic-energy plant. 

When it was revealed that lie detector tests on a mass scale were 
used over at the Pentagon, a brilliant speech by your colleague, 
Senator Wayne Morse, put an end to it, and | call upon this committee 
to protect the housing and rent interests of the workers who are pro- 
ducing the most important single element in our whole defense pro- 
duction program, to stop their harassment through the use of the lie- 
detector tests. They are being pressured into voluntarily appearing, 
by the former security officer, who himself negotiated the contract, 
and immediately thereafter became the general manager of the Russell- 
Chatham firm, which secures a $10 fee for each and every worker who 
is put through this test. 

No wonder they have a frequent repetition of this lie-detector test. 
The very man who negotiated the contract for the Atomic Energy 
Commission is now the general manager of the firm running it, on a 
fee basis. 

And so, gentlemen, I urge, on behalf of the CIO, that you extend 
this law for 2 years, that you improve the administration of the critical 
areas committee, by abolishing the existing complex and cumbersome 
board, of some 20 members, and establish a simple board of three 
members, the defense mobilizer, the Secretary of Defense, and the 
Director of the Office of Rent Stabilization, and that you write into 
the act the requirement that no local community can reverse the 
findings of the Federal Administrators, unless and until they meet a 
Federal standard of at least 10-percent vacancy rate in the community. 
And I hope, Mr. Chairman, that the material which I have presented 
here before you will persuade you to take these three effective steps 
for improving the administration of this act. 
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I would like to submit for the record the report on the investigation 
of residential housing situation in Oak Ridge, Tenn. 

The CuarrMAN. It may be made a part of the record. 

(The report referred to is as follows:) 


BeroreE THE Renta Houstinc CoMMITTEE OF THE County Court oF ANDERSON 
County, TENNESSEE 


In the matter of investigation of residential housing situation in Oak Ridge, Fourth 
Civil Disirict, Anderson County, Tennessee 


OPINION, FINDINGS AND RECOMMENDATION TO COUNTY COURT 


Your Committee submits herewith its Opinion, Findings, and Recommendation 
to Hon. J. D. Yarnell, Judge, and Members of the Anderson County Court, 
regarding the above matter: 

OPINION 


Your Committee, appointed by Resolution of the County Court on August 25, 
1951, to investigate and hold open hearings or take any action necessary to deter- 
mine whether or not to request the Federal Housing Expediter to impose Rent 
Controls in Oak Ridge, located in the Fourth Civil District of Anderson County, 
Tennessee, duly published notice of a public hearing to be held in the new Oak 
Ridge High Schoo! Building in Oak Ridge, Tennessee at 7:30 p. m., Thursday, 
October 11, 1951, as provided in Public Law No. 96, Title II, Section 203 (k), 
enacted by the 82nd Congress on or about July 31, 1951, for the purpose of deter- 
mining whether rent controls should be recommended to the proper federal 
authority, as provided in said Act of Congress. Said hearing was duly held and 
many citizens of Oak Ridge testified before Your Committee regarding this 
matter, and several representatives of the Atomic Energy Commission appeared 
and testified at said hearing. Your Committee endeavored to conduct said hear- 
ing with absolute fairness and impartiality, and we believe we did so conduct it. 
We gave every citizen present at said hearing an opportunity to testify and every 
citizen present was afforded an opportunity to submit questions to any one and 
every one who did testify. The hearing lasted several hours and at the con- 
clusion of said hearing the Chairman of Your Committee inquired whether the 
Atomic Energy Commission representatives, or any other citizen present, desired 
to submit any further information or briefs, and no request was made by anv 
person for any further opportunity to submit any further information, brief or 
argument, and the Chairman then openly announced that the public hearing 
phase of this investigation had been concluded and that this Committee would 
have the transcript of all proceedings and testimony offered at said hearing 
transcribed. All of said proceedings and testimony have been taken at said 
hearing by tape recording provided by a member of Your Committee, Hon. Art. 
Metzler, Justice of Peace from the Fourth Civil District, and that the Committee 
would thereupon thoroughly study said record, and would duly report its findings 
and recommendation directly to the County Court. This course appeared to be 
satisfactory to all concerned. The transcript of the complete record of said 
hearing is transmitted herewith and it will be referred to hereinafter as ‘““Record.”’ 

We have carefully studied said record in its entirety, and we have given this 
entire matter thorough consideration, and we have concluded, as the result of 
our deliberation, that there exists such a shortage in rental housing accommoda- 
tions in Oak Ridge, Fourth Civil District of Anderson County, Tennessee, as to 
require Federal rent control in Oak Ridge, Fourth Civil District of Anderson 
County, Tennessee. Both sides of the question were vigorously pressed upon us 
at said hearing, as even a casual review of the Record will disclose, but we can 
reach no other conclusion that the foregoing upon the basis of this Record. We 
will now review the reasons which have led us to this conclusion. 

The strong preponderance of the evidence, and certainly the best evidence, 
support the above conclusion. Mr. Jerry A. George, who is Chairman of the 
Oak Ridge Town Council, testified strongly in support of this conclusion, and he 
offered more factual information than any other witness. Representatives of 
the Atomic Energy Commission who testified contended that there is no short- 
age in such housing, and they contended that the rents at Oak Ridge should be 
raised substantially, but, in spite of the fact that they must have access to all 
records, these representatives did not supply, or offer to supply, very much factual 
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information. The main witness for the Atomic Energy Commission (hereinafter 
referred to as ‘““AEC’’) was Mr. Fred Ford, Director, Community Affairs, AEC, 
who, we understand, has general and over-all supervision of said housing. Mr. 
Jerry A. George testified that there were approximately 19,000 persons employed 
at Oak Ridge on June 30, 1949, at which time there were about 9,300 housing 
units in Oak Ridge; and that on June 30, 1951, there were approximately 24,000 
persons employed at Oak Ridge, yet on the latter date there were only about 
8,800 housing units available in Oak Ridge (Record, p. 7). He further testified 
that there are now pending at least 400 new applications for housing aecommoda- 
tions at Oak Ridge and there are now pending about 1,600 applications for 
change of quarters by persons who are dissatisfied or who have inadequate hous- 
ing facilities; and that said group of 400 applicants for housing consists of persons 
working at Oak Ridge in essential work who come from distances greater than 
forty-five miles from Oak Ridge, but who live in dormitories and hotels and can- 
not obtain housing necessary to house their familes in Oak Ridge because they 
are told there is no such housing available in Oak Ridge (Record, pp. 7, 58- 
59). Mr. Fred Ford, Director, Community Affairs, AEC, testified at length 
before Your Committee, and he testified that the above figures submitted by 
Mr. George relative to the numbers of housing and employment are correct 
figures (Record, p. 34). It is very significant that this same Mr. Fred Ford 
testified before a Subcommittee of the Congress of the United States on April 
21, 1949, that housing in Oak Ridge was allocated at that time because of the 
shortage of housing in Oak Ridge (Record, p. 70). We must indulge a very 
strong assumption that Mr. Ford testified truthfully on said occasion. We 
understand that it is a serious felony to testify falsely before a Congressional 
Committee. There is nothing in this Record to substantiate any reasonable 
argument that the situation has improved since April 21, 1949. 

Mr. George further testified that 50 percent of the workers at K-25, the main 
production plant, live outside of Oak Ridge, and many of those living outside 
would like to live in Oak Ridge but they cannot live in Oak Ridge because there 
is no available housing (Record, p. 24). Mr. Ford testified that housing is still 
allocated in Oak Ridge, as it was on April 21, 1949 (Record, p. 48). Mr. Ford 
appeared to evade giving a direct answer to the question as to whether the present 
allocation policy is due to shortage; he testified before the Subcommittee of 
Congress on April 21, 1949, that the allocation policy was due to the housing 
shortage (Record, pp. 43-44). Mr. Ford contended that it is questionable whether 
there is now a housing shortage, taking into consideration the availability of 
housing within a radius of 45 miles of Oak Ridge (Record, p. 49). This contention 
is weakened, however, by his admission that AEC has made no survey of housing 
within said commuting area, and AEC bas no listing ef houses outside of Oak 
Lidge (Record, p. 55). We believe that the more satisfactory basis of determining 
whether there is a housing shortage is to simply determine whether the supply of 
housing at Oak Ridge satisfies, or substantially satisfies, the demand for housing 
at Oak Ridge. We believe the demand exceeds the supply, and that no other 
conclusion can be reached on the basis of this Record. Mr. Ford was asked the 
direct question: ‘‘Has there always been a large waiting list?’’ To which question, 
Mr. Ford.replied in part: ‘‘There has been a list at all times, either for change of 
quarters or for anew house” (Record, p. 73). Mr. Ford testified that one-half of the 
family heads employed at Oak Ridge reside elsewhere (Record, p. 28). Mr. Ford 
also testified that he does not know how many occupants of housing in Oak Ridge 
have been forced to move into higher-priced housing accommodati*ns as a condi- 
tion of remaining in Oak Ridge (Record, p. 45). Mr. Georze testified that there 
are about 2,000 persons on waiting lists for housing at Oak Ridge (Record, p. 57). 
Mr. Ford testified: “I do not know how many are unhoused”’ (Record, p. 60). 
We are not impressed by Mr. Ford’s testimony before your Committee that 
houses in Oak Ridge were “going begging’’ two years ago, because said statements 
appear to us to be utterly inconsistent with his above-mentioned testimony bef>re 
a Congressicnal subcommittee that there was then a housing shortage in Oak 
Ridge on April 21, 1949 (Record, pp. 66, 73). 

Furthermore, other witnesses testified positively that there is a housing shortage 
in Oak Ridge. Mr. Walter Rothermel, who is a newly elected member of the 
Town Council of Oak Ridge and a practicing attorney in Oak Ridge, testified 
that it is a matter of common knowledge that there is a ‘critical shortage’’ of 
housing facilities at Oak Ridge, and that he is informed that many persons 
working at Oak Ridge, but forced to live elsewhere, would like to move to Oak 
Ridge in order to reduce cost of living due to transportation expense, but are 
unable to obtain housing at Oak Ridge (Record, p. 23). Mr. Rothermel urged 
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Your Committee to give favorable consideration to the petitions of the citizens’ 
organizations represented at this hearing (Record, p. 23). Mr. Rothermel testified 
as to his persona! knowledge of the concern of our Representative in the United 
States House of Representatives, Hon. Howard H. Baker, regarding this matter 
and the efforts Mr. Baker made to secure the passage of the federal act which 
now allows rents in Oak Ridge to be controlled, and under which said public 
hearing was held (Record, p. 23). Mr. Herbert Young and Mr. C. F. Stanford 
each testified that they have lived at Oak Ridge for several years, during which 
time each of their families has increased, but they cannot succeed in obtaining 
adequate housing accommodations. Neither has succeeded in obtaining anything 
larger than a two-bedroom house; Mr. and Mrs. Young have three children, and 
Mr. Stanford has two children, a boy twelve years of age, and a girl eight years 
of age (Record, pp. 24, 37). It is obvious to us that these citizens do not have 
adequate housing, and they both testified that they have always received the same 
answer to their applications for three-bedroom houses, namely, that three-bedroom 
houses are not available. It matters not what the situation may be 45 miles 
away from Oak Ridge, or even twenty miles away from Oak Ridge, it seems clear, 
beyond any reasonable doubt, that citizens in the category of Mr. Young and Mr. 
Stanford are suffering from the housing shortage at Oak Ridge and we do not know 
how many of the above-mentioned 1,600 applicants for change of quarters may 
be in the category of Mr. Young and Mr. Stanford, We do not regard it revelant 
or-material to our inquiry as to whether there may be a shortage of housing or a 
nonshortage of housing within 45 miles of Oak Ridge, and, in any event, this 
Record is barren of any competent evidence on this subject. There is no sug- 
gestion whatever that Congress intended in the passage of the above-mentioned 
Rent Control Act had any such considerations in mind; and, if AEC may arbi- 
trarily consider a radius of 45 miles, it could just as arbitrarily consider a radius 
of 145 miles. If persons desire to work in the Atomic Energy plants at Oak 
Ridge, and the desire is strong enough, could they not travel each day from Cin- 
cinnati, Ohio, or other points by airplane? We do not believe Congress intended 
for us to inquire as to the shortage in other places in connection with our present 
inquiry in this connection. 

Mr. Ford suggested the question as to whether rent controls could be invoked 
under the federal act as to Oak Ridge without invoking said controls as to the en- 
tire unincorporated area in Anderson County outside of Oak Ridge as well, although 
he would not express any opinion on the question (Record, pp. 28, 35, and 54-55). 

Ve do not consider this a serious question, however, as we are of the opinion that 
the situation at Oak Ridge is unusual and conditions existing there exist nowhere 
else in Anderson County. It seems absurd to even contend that because we 
determine that there is a shortage of housing at Oak Ridge we must also find 
that there is a shortage in the New River Section of this County, or in Marlow, 
or in Andersonville. Our determination as to Oak Ridge can have no bearing 
whatever on the situation outside of Oak Ridge. The United States owns all 
housing at Oak Ridge, approximately 9,000 residential units (Record, p. 10). 
Thus, there is a monopoly of all housing at Oak Ridge, and the forces of compe- 
tition cannot operate there, which cannot be said of any other part of Anderson 
County, incorporated or unincorporated. Oak Ridge is already under federal 
control, regardless of our determination of the pending issue. Apparently, AEC 
argues that the occupants of housing at Oak Ridge have none of the legal rights 
of tenants and no rights of tenure, and that said occupants are analogous to 
roomers in a rooming house, which is the position the government recently took 
in federal court in the McLaren case (Record, p. 14). Not only do the citizens of 
Oak Ridge have no recognized rights of tenure, but it is common knowledge that 
the houses at Oak Ridge have no basements, no garages, few garden spaces, and 
the houses have inadequate closet spaces. We know of no analogous, or com- 
parable, situation in Anderson County anywhere. We cannot follow Mr. Ford’s 
argument based on so-called comparability, and we do not believe said compara- 
bility argument factual enough to be suond, At least, it is not acceptable to us 
in this connection. 

The suggestion that this Court will unduly interfere in the affairs of AEC, an 
important federal agency, by conducting this hearing and by determining that 
there is a housing shortage in this connection is wholly without merit. Under 
our system of government, which we believe to be the best system there is on the 
face of the earth today, the Congress of the United States is the supreme law- 
making power within the federal jurisdiction. The legislative history of the 
Act of Congress under which this hearing was conducted plainly shows that 
Congress intended the particular area at Oak Ridge to be included under the 
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federal program of rent control. The remarks of Congressmen Baker, Spence, 
and others in the lower House, and of Senators Maybank and McKellar in the 
Senate can leave no doubt on this question; neither can the wording of the Act, 
which in Section 206 thereof specifically defines person as used in the Act to 
include ‘‘The United States or any agency thereof’’ (Record, pp. 9-12). On the 
very day the Act finally passes in the Senate, Senator Maybank, Chairman, 
Committee on Banking and Currency, stated to the United States Senate: 
“T certainly hope that the passage of this act will stop some of the outrageous 
rent increases that are about to go into effect on Oak Ridge * * *.”’ (Record, 
p. 11.) Not a single Senator differed with Senator Maybank’s views in this 
connection. 
FINDINGS 


Your Committee, as the result of said hearing, and for the reasons mentioned 
in the foregoing opinion, hereby declares and expressly finds as a fact that there 
exists such a shortage in rental housing accommodations in Oak Ridge, Fourth 
Civil District, which is an unincorporated area in Anderson County, Tennessee, 
as to require Federal rent control is said unincorporated area. 


RECOMMENDATION 


Your Committee respectfully recommends to the County Court that it adopt, 
ratify, and confirm the foregoing Opinion and Findings as the Opinion and Findings 
of the Court on this matter by appropriate Resolution, and that the appropriate 
federal body be immediately notified of said action, with a duly certified copy of 
said Resolution being immediately transmitted to the appropriate federal body, in 
order that immediate steps may be taken to effectuate the declared intent of 
Congress that the rents at Oak Ridge be controlled. 

This 3rd day of November 1951. 

tespectfully submitted. 


Chairman. 











Members, Rental Housing Committee of Anderson County Court. 


The CuHairMan. Are there any questions of Mr. Goodman, gentle- 
men? 

Mr. Coir. I have one or two, Mr. Chairman. 

The CuarrmMan. Mr. Cole. 

Mr. Coir. Mr. Goodman, I think you have done a tremendous 
amount of work on the problem. 

Mr. GoopMan. Thank you. 

Mr. Coir. And you are to be congratulated upon the work you 
have done. I think you are a brilliant advocate. Are you a lawyer? 
I may want to hire you some day. 

Mr. GoopMan. I will be very happy to work witb you, sir. 

Mr. Cour. I do not think, however, that you present a factual case, 
on the basis of giving the committee all the facts. I want to point 
this out to you: I think you have a very fine pampblet here, which 
you have prepared, or which your organization has prepared. You 
have done a tremendous amount of work on it. It is the one called 
The Housing Fiasco, and | wondered what was the purpose of that 
pamphlet? To present facts or to stir up prejudice and bias? 

Mr. Goopman. You must be an attorney, sir. 

Mr. Core. Yes, I am. 

Mr. Goopman. I have stopped beating my wife. 
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Mr. Corn. Allright. Here is the thing. Let us take one paragraph, 
on page 37. Do you have it there? 

Mr. Goopman. Yes, sir. 

Mr. Coir. At the bottom right-hand corner: 

But why are American families forced to pay 414 to 5 percent interest to the 
bankers on loans which the Government completely guarantees? Millions of 
wage and salary earners willingly let their savings with Uncle Sam for 2.9 percent 
interest on E bonds. 

Then in italics: 

Why are the banks allowed to charge home owners twice as much on nonrisk 
Government-insured loans? Does it cost that much to keep the books on 
mortgages? 

Now, that statement indicates to me that your organization believes 
that all interest should be the same, all interest charges, and that 
there is no distinction, or should be no distinction, between Govern- 
ment interest and interest on risk capital. Is that the proper inter- 
pretation to place upon that statement? 

Mr. Goopman. That particular aspect of the home-insured mort- 
gage program is not currently before the committee. 

Mr. Cour. | know it is not. 

Mr. Goopman. But I will be happy to discuss it, because I think 
all that that section relates to is the intelligent action of the Congress, 
this Congress, which 3 weeks ago adopted an amendment to the GI 
bill of rights—P. L. 325—providing for a direct loan at 4 percent 
interest, out of a revolving fund, to any veteran who could not get it 
in the mortgage market. 

Mr. Cote. All right. 

Mr. Goopman. There has been a drive, for some 4 years, to force 
the GI interest rate up, and unfortunately that almost saw success 
when the teeny-wenny housing bill passed the Eightieth Congress. 

You may recall, that had a provision which permitted the raising 
of the interest rate. But when that was studied closely, I am advised, 
the determination was made that not a single additional house would 
be built if the interest rate were raised. 

Now, this paragraph states what I believe to be true, but many other 
experts in the field have testified before this committee and its cor- 
responding committee in the Senate, that where you have a protection 
by way of Government insurance, the interest rate should be more 
nearly approximate the going rate of Government bonds. 

In other words, where the Government long-term bonds are now 
selling at about 2%, and the cost of doing business is another 6 or 8 
points, the insured mortgage interest rate should not in any event be 
over 3 or 3% percent, instead of the 4, 4%, or 6 or 7 percent which con- 
ventional mortgages are selling for now in the mortgage market. 

Mr. Core. The reason I think it is apropos of this discussion is 
because, as I view your testimony, most of your testimony is on the 
shortage of housing. 

Mr. Goopman. That is correct. 

Mr. Cote. And therefore, I do think it is relevant to this discussion, 
but this particular statement—and there are others in the pamphlet 
and in your presentation like it—indicates to me that you are quite 
interested in presenting one side strongly—which I think is proper. 


97026—52—pt. 2———_-44 
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Do not misunderstand me. I think it is proper for you to do so. 
The other side does the same thing. 

But' I wanted to point out to you that I think you are misleading 
your people when you say to them, or imply to them, that the only: 
thing, above what the Government receives in interest, is to pay for 
bookkeeping, which the private lender should receive. 

You must remember, Mr. Goodman, that your people are investing 
money in savings and loan institutions, and savings institutions and 
banks; they are bankers. I am a member of a savings and loan 
institution. So I think the people who loan the money are indebted 
to your people, who saved your money and put it into these institu- 
tions, and who are entitled to receive a return from that. 

And I think that a statement of that sort should at least imply to 
them that there is some other problem than just mere bookkeeping. 

Mr. Goopman. I wonder if I might take just a minute to answer 
you. Housing is the only commodity in the American market which 
sells for a price different than that for which you buy it. If one were 
to buy a $10,000 house, and a $100 suit—I am sure you wear good 
clothing, so we will say a $100 suit. 

Mr. Coie. Thank you, I appreciate that. 

Mr. Goopman. Now, if you buy that $100 suit and pay cash, it 
costs you $100. Or, if you are at a department store, and yeu buy 
it on terms, and you pay it in 30 days, or 60 days, you still pay $100. 
Of course, you can go to the credit houses on Seventh Street and 
figure out a complex way of paying a dollar a week. Their customers 
can afford to pay a higher price because they are poorer. 

Mr. Coie. No; they can buy a suit like I do for much less than $100. 
In fact, you can buy a suit downtown for $24. You can buy one for 
$17.50. I bought one for $30 the other day. 

Mr. GoopMan. On a $10,000 house, if you took a 20-year, 4-percent 
mortgage, at the end of 20 years you will have paid $10,000 on the 
principal, $4,544 interest. 

Mr. Cour. Right. 

Mr. GoopMan. So instead of buying a $100 product and paying 
$100 or $120, you are paying $10,000 for the product and paying 
$4,544 for the use of the money during the period you buy it. You 
are buying a $14,500 product, when you buy that $10,000 house. 

Mr. Cour. I am thinking—— 

Mr. Goopman. But the point that you raise, sir, is as to why the 
CIO has opposed the raising of the interest rate that has been spon- 
sored by my friend here, ex representative from the Veterans of 
Foreign Wars, and now with the National Association of Real Estate 
Boards, shows up in this repsect. 

A 20-year, 4-percent mortgage, for interest and principal, will 
require a payment of approximately $61 to $65 per month. Now, 
I know many cases of families that have been turned down for a 4- 
percent GI loan, but the same bankers who found them ‘a poor risk 
for a 4-percent GI loan turned around and gave them a 6-percent 
conventional loan. 

Mr. Coxe. Right, that is true, that has happened. 

Mr. Goopman. And the difference between that—and these figures 
are approximate—about $11.15 a month, between a 4 percent and a 
6 percent loan. Now, let us see what that does to these poor people 
that are so rich they cannot afford to buy it. That is approximately 
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$133 a year. That is the increase, just on the difference between the 
4 and the 6 percent loan. 

Mr. Cote. That is right. 

Mr. Goopman. Then if you multiply that by 20 years, the difference 
between the 4 and the 6 percent loan, that many GI’s have been 
turned down on, with the same individual turning right around and 
giving them a 6 percent conventional loan, amounts to a price increase 
of $2,660. 

Mr. Mvutrer. He solves that problem very simply. Instead of 
wearing that $120 suit to church on Sunday, he wears his work clothes. 

Mr. Goopman. He does not wear any suit. 

Mr. Coie. Now wait a minute. I think vou have illustrated what 
I said in the beginning very, very clearly, Mr. Goodman. You are a 
splendid advocate, and use the facts very nicely to yvour own advan- 
tage. ‘ 

In the first place, vou have not used comparable figures on your 
$10,000 and your $100. That is not fair, because vou have used in 
one instance a time payment and in the other instance you have not 
used a time payment on the $100 suit. 

Mr. Mutter. The $120 is time payment. The $100 is the cash 
price. 

Mr. Coxe. If we use those, than that is comparable. But his first 
statement was that when you paid the $100 cash, that is all vou paid. 
Your second statement was when you paid $10,000 plus interest, that 
was not all you paid. Of course, we all know that. 

Mr. Goopman. I was illustrating one simple item, sir, that most 
people in the general public could not recognize the difference between 
the label, the tag on the house, and what they actually pay. 

Mr. Coxe. I understand that. But your statement was that the 
two items were comparable and they are not. 

Now the second thing is this: that the people who loan you the 
money, or loan me the money, are lending money which they have 
saved, over and above the needed expenses of their living. Your 
workers have put that money into some institution, and they are 
renting that money to you, or to me, and they are entitled to a return. 
Now, you agree with that; do you not? 

Mr. Goopman. I agree. 

Mr. Coxe. All right. 

Mr. GoopMan. I am not against interest, if that is what you are 
leading up to. 

Mr. Core. All right. No. 2: I agree with vou that the increased 
interest costs more money. That is only natural. The thing that | 
want to point out to you is this, Mr. Goodman: It is quite possible 
and I believe it is—that if you force interest to a lower rate than the 
going market, you cheapen the money. You cheapen the value of the 
dollar, and the $10,000 house that you would have been able to pur- 
chase at a 4 percent interest rate would be sold to your individual at 
$12,500 or $15,000, and he would not have made any money in the 
long run. 

In other words, all of your figures are fine, but all of them must 
take into consideration the value of your currency. 

Mr. GoopMan. But when the Congress—— 

Mr. Cote. And when you cheapen the value of the currency, by 
Government order or direction, you cannot accomplish anything, even 
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though you might fool the people and make them think you have 
accomplished something. 

Mr. GoopMan. But when the Congress enacted the amendment to 
the GI bill, and assured the veterans of Government protection at a 
4 percent loan, they did not say zero interest rate. The veteran still 
pays $4,544 interest. 

Mr. Coup. I understand. 

Mr. Goopman. All that I am pointing out is the effort of many in 
the industry, and many alleged veterans representatives, trying to 
raise the price on those veterans another $2,660, and most veterans 
did not know what the difference meant between a 4 and a 6 percent 
interest rate, and when that bill was going through the Congress, 
I looked very carefully, and I didn’t see vou object to holding the 
interest rate on a revolving-fund basis at 4 percent. 

Mr. Coxe. I am very doubtful it is wise. I will say that for you 
and say it for the record. 

Mr. Goopman. As I read the record it passed unanimously. 

Mr. Corr. It did. But I want to say to you I am very doubtful 
as to the wisdom of it, extremely so. 

One other thing, Mr. Goodman, which I know to be a facet. In 
one place—I know this is true in one place—in one place in this 
country, and I assume it must be, the people who have the money 
want a return upon it if they loan the money, which is proper. They 
say they will not loan the money unless they get a return, and there- 
fore the builders of these homes are agreeing with them that they will 
return part of the profit out of the building of the home, to the lender. 

What is causing that? The loan interest rate. And what is the 
result so far as the poor purchaser is concerned? He is paying more 
money. Now that is not right. 

Mr. Goopman. I agree with you. 

Mr. Coxe. It is awfully hard to get around, in my judgment, a 
true market value of either money or goods, unless there is some tre- 
mendous emergency, like a war, where we have a shortage of supply 
of either goods and money or both, and then we can ration. 

Mr. Goopman. I understand that another committee of the Con- 
gress has also considered that matter and while 1 do not want to 
get into the jurisdictional fights between labor unions and the com- 
mittees of Congress, | understand that there has been a recommenda- 
tion made to meet that problem head-on, by recommending that a 
warranty requirement be written into the GI program, and I think 
that this committee might well give consideration to that same 
recommendation. 

Mr. Brown (presiding). Are there any other questions? 

Mr. Mutter. Very briefly, Mr. Chairman, if I may. 

The whole fallacy about this interest argument is this: I think JT 
have amply proved it. I receive many letters from different parts of 
the country urging an increased interest rate, and in every instance I 
wrote back and said, ‘‘ You can charge any interest you like up to the 
lawful rate beyond which your State says it is usury, and you can 
lend your money to whom you please on any security you please, at 
any interest rate up to that.” 

Mr. GoopMan. So why do you need the Government insurance? 

Mr. Muurer. But I said: “If you want Government guarantee, 
please tell me why the Government should guarantee anything to 
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you on the basis of a loan you want to make, so you can make this 
additional profit.” I have yet to get a single answer pointing out 
why the United States Government should guarantee increased in- 
terest rates on any of these loans for private profit. 

Mr. GoopMan. And now these bankers have come into the Congress 
and asked for another billion dollars out of the United States Treasury, 
through advance commitments under Fannie Mae. I hope this 
committee will see fit to deny that to them. There is no justification 
for Government insured socialism for Wall Street or any mortgage 
banker. 

Mr. Muurer. I see Mr. Bernard Weitzer sitting out there. What 
about this idea to get that billion dollars by having the people of this 
country, who have some money to invest, let them buy $25, $50, and 
$100 bonds, the proceeds of which will be loaned at 4 percent interest 
to those who have good mortgages. 

Mr. GoopMan. That sounds like an intelligent idea in my opinion. 

Mr. Muutrer. One more thing: On this $10,000 house that you took 
as an example, whether it was $10,000 or $5,000 or $50,000, when 
that house is appraised by the appraiser, whether it be for private 
loans or FHA loans or VA loans, the appraiser takes into account 
the cost of construction, fair value for the land, and a fair profit 
for building the house, in order to arrive at the appraised value; is that 
not so? 

Mr. GoopMan. That is correct. 

Mr. Murer. And that appraised value does not differ whether 
the house is going to be sold for cash or sold part cash and part mortgage 
or all mortgage; is that not right? 

Mr. GoopmMan. That is correct. 

Mr. Muvurer. I think that also answers the argument about 
increasing the rate of interest so as to give them a greater return, 
because that rate of return will be on the amount of the mortgage 
money lent regardless of either the cost or the value of the building. 

Mr. Goopman. That is correct. 

Mr. Mutrer. Thank you. 

Mr. Brown (presiding). Are there any other questions, gentlemen? 

Mr. Corr. I just wanted to add, Mr. Goodman, that my judgment 
of vour whole statement is that it is a question of shortage of housing 
and not so much rent control. When I said I criticized the critical 
areas committee, and agreed with your criticism of it, that has been 
my criticism, that they were slow moving, that we could not get 
houses built in these critical areas where they were needed. Maybe 
there was some reason for it, but I have kept after them for months 
and could not get any action. 

Mr. Goopman. I pointed that out last Friday in San Diego they 
programed 9,500 houses; 77 are under construction, and 17 are 
completed. I think that is scandalous and ought to be completely 
reviewed, and I think that that is a bottleneck that is holding up our 
program just as seriously as any Soviet sabotage could possibly do. 

Mr. Mutrer. Let us get those figures straight. Seventeen 
houses—— 

Mr. Goopman. Ninety-five hundred programed, 77 under con- 
struction. 

Mr. Mutter. Not 7,700, but 77 houses? 
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Mr. GoopMan. Seventy-seven houses, and 17 

Mr. Mutter. Houses? 

Mr. Goopman. Houses, completed. 

Mr. Mutrer. Thank you. 

Mr. Brown (presiding). Are there any other questions, gentlemen? 
If not, Mr. Goodman, you may be excused. We are glad to have 
your testimony. 

Mr. Goopman. Thank you very much, sir. 

Mr. Brown (presiding). The committee will adjourn to meet at 
10 o’clock tomorrow morning. 

(Whereupon, at 3:50 p. m., the committee adjourned, to reconvene 
at 10 a. m., Tuesday, May 27, 1952.) 
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TUESDAY, MAY 27, 1952 


House oF REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Paul Brown, presiding. 

Present: Messrs. Brown, Patman, Rains, Multer, Fugate, Hays, 
Kilburn, Cole, Hull, Scott, Nicholson, McDonough, and Betts. 

Mr. Brown. The committee will be in order. 

We have with us this morning Governor Arnall. We are very 
happy to have you back with us, Governor Arnall. You may proceed 
with your statement. 


STATEMENT OF ELLIS G. ARNALL, DIRECTOR OF PRICE STABILI- 
ZATION 


Mr. Arnatu. Mr. Chairman and gentlemen of the committee, first 
of all, I should like to express to you my appreciation for allowing me 
to appear again before your committee, to undertake to complete the 
record with respect to certain positions taken by those who oppose an 
extension of the Defense Production Act, including price stabilization. 

In order to conserve time, I will present my statement, and then 
I will ask to bave included in the record some additional factual 
material. 

Moreover, I would like to express my appreciation to the com- 
mittee for your interest and consideration of the entire case that has 
been presented before you, on the part of the Government witnesses, 
and on the part of industry witnesses and other citizens who have seen 
fit to appear before you. 

Since I testified 4 weeks ago, you have heard a great deal of testi- 
mony on the extension of the Defense Production Act. Most of 
this testimony has been concerned with the price-stabilization as- 
pects of the act and a good many of your witnesses have been critical 
of price controls. I therefore appreciate the opportunity to testify 
once more on the subject of price stabilization in the light of what 
has happened in these last 4 weeks, and in the light of the testimony 
that you have received. 

Looking over this testimony, it no doubt is as clear to you as it 
is to me that the overwhelming proportion of your witnesses have 
represented some special interest and its viewpoint. It is one of the 
fine features of our democratic form of government that representa- 
tives of every interest can come here before a committee of Congress 
and speak their piece. But, Mr. Chairman and members of the 
committee, because of your responsibility for legislation in the inter- 
est of the entire Nation, I know you will want to take a broad general 
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view of the public interest and of the needs of all the people. Taking 
this point of view, you are immediately faced by two simple and hard 
facts: First, prices are very high now; second, they would go higher 
if controls were lifted. 

I do not think I need to enlarge too much on the first point. In spite 
of all the talk about soft markets, prices generally are close to an all- 
time high. If anyone has any doubt about how high prices are, he 
can dispel that doubt very easily. One way to dispel it is to look at 
the official statistics on the point prepared by the Labor Department 
and the Agriculture Department. A second and better way is to 
talk to your wife. The third and most convincing way is to do some 
of the family shopping yourself. Go into a grocery store or a depart- 
ment store and see how much money it takes to make a few modest 
purchases. 

Now I realize that in some areas, prices are not firm. But the two 
most crucial areas are the food which we buy for our families and the 
equipment which the military buy for the national defense. What we 
have in these two areas are hard markets—not soft markets. 

Moreover, prices are against the ceiling for petroleum, for steel, for 
copper, for machinery, for most chemicals, for many lumber products, 
and for a good many other items. In that connection, later on in this 
statement I want to show you, Mr. Chairman, and gentlemen, just 
what is happening insofar as price increases are concerned. 

Later in my statement I will suggest to the committee some of the 
areas, and some of the commodities, in which high prices and higher 
prices, are now in prospect. 

I do not want to take much of your time with statistics but a look 
at them is very revealing. One of the most interesting things the 
figures show is that inflation is now hitting the farmer. Let me again 
state that. Today the farmer is becoming a greater victim of inflation 
than at any time during the stabilization program. 

The Department of Agriculture’s Index of Prices Paid by Farmers 
was at an all-time high by mid-April—some 14 percent above June 
1950. In other words, farmers’ costs are going up—their cost of 
living and their cost of operation. 

Consumer prices rose by mid-April almost to the all-time peak 
reached last winter, largely because of the 1.1 percent increase in 
food prices. They stood almost 11 percent above June 1950. Food 
prices alone were up 13% percent. Since that time increases in whole- 
sale food prices promise still further rises in the cost of living. On 
May 20, 1952 the Dun «& Bradstreet weekly index of wholesale food 
prices showed the sharpest rise in 21 months. The BLS spot market 
index of food prices has risen 4.1 percent during the past 4 weeks. 
These factors probably have brought the cost of living to a new all- 
time peak at the time we are speaking. 

That is the first part of the story. 

The second part is the clincher. All the available evidence indicates 
that if controls were eliminated, prices would immediately go higher 
in many areas. 

I tell you right now that if you do not extend controls we will have 
higher prices for milk, for bread, for the popular cuts of meat, for 
potatoes, for cigarettes, and for a large number of other grocery items. 
Some of your witnesses who advocated decontrol even admitted that. 

Not only the housewife but also the farmer will be affected. The 
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prices of farm machinery and of fertilizer will go up if controls are 
lifted. Farmers’ costs of operation, which are already high, will 
increase still further. 

Moreover, the armed services will have to pay more for the things 
they buy. 

Now, you may ask how I know that prices will rise if controls 
are lifted. 

The best way I can answer your question, if that be a question, is 
to invite the members of this committee to come over to the OPS and 
sit with me for just a few days. Day in and day out the OPS receives 
from. sellers requests for increases in the ceilings. The food retailers 
want higher ceilings, the milk people want higher ceilings, the meat 
people want higher ceilings, the machinery people, the petroleum 
people, the steel people, the cement manufacturers and many others 
want higher ceilings. As indicative of what is happening, I asked 
all of my divisions to prepare a list of the industries or products for 
which price increases bave been requested or granted within the 
past 30 days. People argue that prices are low, that things are 
going down, and so on, but I want to tell you gentlemen the facts. 

Here are some of the items for which price increases have been 
requested or granted within the last 30 days, from one division alone: 
Metal cans, refractories, ferromanganese, steel, warehouse steel, 
concrete reinforcing bars, die casters, brass mills, copper and wire 
mills, aluminum, graphite crucibles, collapsible tubes, frit, asbestos 
products, selected building construction materials, paint, glass con- 
tainers, asbestos, cement products, sand and gravel, crushed stone, 
crown closure, asbestos paper, masonry materials, diamond wheels 
and tools, selected used machine tools, construction machinery rentals, 
small compressors, cotton ginning machinery, motorized fire apparatus, 
tools, and ties. 

Here are some others: Mixed fertilizer, potash, phosphate rock, 
eryolite, aluminum fluoride, mined sulfur, crude oil, east coast fuel 
oil, Navy special fuel oil, natural gas, residual oils, fuel oil jobber 
machines, all petroleum products in the West Coast States, asphalt 
products, coal and coke chemicals, contract carriers, including pick-up 
and delivery service, petroleum tank haulers. 

Those are just a few of the requests. 

Mr. Coie. Are those industry-wide or individual applications? 

Mr. Arnau. They are not individual. They are either industry- 
wide, or product applications. If we broke them down into individual 
requests, Congressman, the list would run into the hundreds. 

But the point I want to make is—and this is very intriguing to me—] 
know that vou gentlemen have heard some spokesmen from certaio 
industries who have come before this committee, saying that prices are 
soft, that they should be decontrolled, or that the entire act should be 
done away with. 

Now the amazing thing to me is that some of those people while 
they are over here telling you that, are over at my office breaking 
down the door insisting that they have got to have higher ceiling 
prices. 

It seems to me that if they want ceiling price incfeases, on the 
theory that they can get those prices, it would indi¢ate that the 
markets are firming up rather than softening in many of the fields 
affected. 
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Another way to answer the question as to whether prices will rise 
if controls are lifted is to reflect for a moment on why you have had 
this parade of witnesses attacking price controls and demanding that 
they be killed. Some of these witnesses have been more frank than 
others and have openly complained that our ceilings are too low. But, 
whether these witnesses plead for individual price rélief, or simply 
attack the economic theory of price controls—what most of them 
want is higher prices. The reason they take the time and trouble to 
appear before you is that they hope and believe that they will be able 
to get higher prices if controls are killed. 

‘here is nothing new or unusual in the fact that sellers want higher 
prices. In normal times, this very natural desire is restrained by 
competition, and by the fact that higher prices would reduce sales. 
These restraints are usually very effective, and price ceilings are not 
needed. The basic reasons why they are needed today, and why 
prices would rise without controls, lie in the impact of our defense 
program on the economy. 

Before Korea, national security expenditures were at an annual 
rate of less than $17 billion—about 6 percent of our national output. 
In the first quarter of 1952, security expenditures were at the rate of 
about $47 billion—slightly less than 14 percent of our national prod- 
uct. A peak of perhaps $65 billion is expected—about 18 percent of 
national output, although there is some difference of opinion as to 
whether that peak will be reached late in 1952 or early in 1953. In 
other words, the rate of expenditures is going to rise another 15 to 
20 billion dollars, and the impact of that is still to come. 

The entire impact of the defense program is, of course, not limited 
to the Government’s own spending. An integral part of the program 
consists of a vast expansion of private facilities, aided by tax amorti- 
zation and other special incentives. 

This facilities expansion has right now the same impact on the 
economy as military expenditures. Men and machines are used to 
produce goods that are not available for current consumption. 

You simply cannot expect to dump that much added spending on 
an economy which is already operating practically at capacity and 
expect prices to control themselves, or to go down. 

There is one more point I want to make as to why prices will 
go up. None of us should forget the experience which immediately 
followed the Korean outbreak. People were scared. They went out 
and made purchases that they would not normally make because they 
thought goods might be short and because they thought prices would 
go way up and they wanted to beat the inflation, and to lay in a supply. 

Right now people are being cautious in their spending. Cash 
savings are at an all-time high. However, if the Defense Production 
Act is not extended, people will know that Congress has taken the lid 
off. They will know that there is no way to hold prices down. If 
they should get scared again, and take their cash out of the bank, and 
begin panic buying as they did after Korea, prices would run away 
from us just as they did then. 

A number of people testifying before your committee have placed 
great emphasis on the fact that, generally speaking, there are no 
shortages of food and of other materials. But the issue is prices not 
supplies. The question is not whether there are enough goods to go 
around; but what prices people will have to pay for them. On this 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1493 


point I want to remind the committee of one simple fact. There 
were no shortages of food or other materials after the outbreak of the 
Korean conflict. There was a budget surplus and defense spending 
had not really begun to rise. Nevertheless, the cost-of-living index 
went up from 170.2 in June 1950 to 183.8 in February 1951. In other 
words demand drove prices up, and it will do it again if vou lift 
controls. 

So do not be misled by all this talk to the effect that there are no 
shortages. That is not the question. The question is whether or not 
prices will go up if vou do not extend the controls authority, and we 
cannot escape the fact that they will go up. And we cannot escape 
the fact, in my humble opinion, that prices will go up materially, if 
vou do take off controls. 

I know that the Members of this Congress view this prospect with 
grave concern. The price increases we have had so far have caused 
serious harm to all our people. They have been harmful to farmers, 
workers, and businessmen. They have been a major calamity to 
white collar workers whose salaries have not kept pace with the cost 
of living, to widows living on insurance, to retired workers living on 
pension plans, to persons dependent upon a modest income from 
investments. These people have not been able to send a parade of 
Washington representatives before you. 

I know that the Congress is very concerned, as we all are, with the 
size of the defense budget and with high taxes. But if vou decontrol 
prices or weaken price controls, the armed services will have to pay 
more for the things they buy. If that happens we will either have to 
increase defense expenditures and taxes in the bargain, or we will 
have to let our national defense deteriorate below the level of safety. 

You have heard in the course of the hearings a great many complaints 
about the way we do our job, over at OPS. Now I readily concede 
that price control involves inconvenience for businessmen. Also, I 
know that we have made mistakes. But by and large 1 think we 
have corrected those we have made, and I might sav that mistakes 
are inevitable in an operation as new and as big and as complex as 
that which Congress has assigned to us. 

I do not wish to burden you with my problems. - You have your 
own problems here representing your constituents. I know that. 
Business people have problems today. We are all aware of that. I 
hope we can minimize their problems in the operation of this act, in 
the event vou see fit to extend it, but I want to tell vou that in ad- 
ministering the act I have problems too. 

Just a brief thumbnail sketch of some of those problems. Accord- 
ing to my check, we have 562 industry advisory committees assisting 
the several commodity divisions in the Office of Price Stabilization. 
They run anywhere from 10 to 20 members. Computing rapidly, 
I have about 7,500 personal industry advisers. 

We have a staff that we think is inadequate to do the job properly 
that Congress gave us to do, because we are confronted constantly 
with delays. That is one of the headaches—we cannot do things fast 
enough. 

Well, in any event, we have about 12,000 employees. We get a 
terrific amount of mail over there. Our mail runs into thousands 
of letters a day——perhaps in the neighborhood of 25 to 30 thousand 
incoming letters a week, and about the same number outgoing. I sit 
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there in the office talking on the phone, when you people call me or 
others call me, and if I do nothing but talk on the phone all day and 
talk very rapidly, when the day is over I still have 30 or 40 calls that 
I have not been able to take. 

Business people call me long distance—and then people want to see 
me, and [ want to see them, like you want to see your people. But if 
I see people all day long, no matter how many I see, along about 
11 o'clock at night, I still have not completed my list. There is just 
no way to do it. 

Then, of course, I am over here before you occasionally, trying to 
get you to help me out of some of these dilemmas, and before other 
committees of the Congress. That takes time. 

We have regional offices. I like to be in touch with my people there 
so that we are working together as a team. That takes time. 

Then we have to work on regulations and policies. That takes time. 
What I am trying to say is that the amazing thing to me is not that we 
have made mistakes. Of course we have made mistakes. But under 
the way we have to operate, the amazing thing is, quite candidly, that 
we are able to do as good a job as we do. 

Now I can say that with all modesty and candor, because I am 
speaking of the time before I came in here, when Mike DiSalle was 
running this shop. Most of our present people were with Mike, and 
they are good people. 

Thank vou, Mr. Chairman. 

Mr. Corr. You have almost convinced me you cannot possibly 
do it. 

Mr. ArRNAuL. Well, it is very difficult. And Congressman Cole, 
let me say this: Sometimes I wonder how a Congressman can possibly 
do the job that is delegated to him. 

Mr. Coir. You are not the only one who wonders. 

Mr. Arnaty. That is right. You see, when you read at home that 
Congress meets at 12 o’clock noon, a lot of people think vou sleep 
until 12 o’clock. They do not know you are over here working on 
these committees. We have all got problems. Let us confess it. 
We all do the best we can. 

The important fact is that a good job of preventing unreasonable 
price increases has been done—whereas before price-control the cost 
of living went up 8 percent, or about 1 percent a month; since price 
control it has gone up not quite 3 percent—less than a quarter of 
1 percent a month. 

Let us compare the increases in the cost of living in the United 
States since Korea with the increases in the cost of living in England, 
Canada, France, and Belgium. The figures show that the cost of 
living in the United States in March 1952 was 10% percent higher 
than it was at the Korean outbreak, while in Great Britain it was 17 
percent higher, in Canada it was 1444 percent higher, in France it was 
38 percent higher and in Belgium it was'15 percent higher. 

The figures are even more revealing if we compare what has hap- 
pened in the period since we have had price controls. Since the 
general freeze, the cost of living has gone up 2.7 percent in the United 
States. In the same period it has gone up 13 percent in England, 8 
percent in Canada, 22 percent in France, 6 percent in Belgium. In 
other words, the cost of living in other major western countries has 
gone up several times as much as it has here. 
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All of these things—high prices, hard markets, more defense spend- 
ing——add up to only one conclusion: We need a strong price control law. 
I therefore urge not only that you reject the various weakening amend- 
ments which have been or may be suggested to you but that you 
strengthen the existing law. 

Let us talk first about some of the suggestions that have been made 
to weaken the law. 

Now, in connection with price increases, and what is ahead, here are 
a few memos that | tore out of the paper. 1 will not burden vou with 
reading them, but | will just read the headlines. 

‘Wholesale food index rises’’; ‘‘ Week’s rise one-tenth of 1 percent in primary 
prices’’; ‘‘ Rents are high; food prices are due for another rise; freight rate increases 
are being passed on through the eeonomy’’; ‘‘ Automobile insurance rates are 
reported going up 20 pereent.”’ 

Mr. Parman. Governor, I must ask you about the freight rates vou 
mentioned there. Is the adjustment made by the Interstate Com- 
merce Commission satisfactory? That is, as they have made it, in 
connection with rates between the North and the South and the East 
and the West? 

Mr. Arnau. Well, I do not think, Congressman Patman, that the 
West has vet gotten full equality, but I believe the South at long last is 
on the basis of full equality with northern rates. 

But the sad thing is that that equality was brought about not by 
reducing rates, but by increasing rates. But I think at long last the 
South’s case for equality of treatment in the freight rate structure has 
been achieved. 

Mr. Parman. And that is by reason of a recent order of the Inter- 
state Commerce Commission? 

Mr. ARNALL. Yes. 

Mr. Parman. But I understand that there is an effort made to 
suspend that order, or to postpone the execution of it. Do you know 
about that? 

Mr. Arnauu. I am not familiar with that. I hope it is not true. 

Mr. Fucarn. Let me add a word there, Mr. Congressman. 

Mr. Parman. Yes, sir. 

Mr. FuGarn. I understood it had been approved and would go into 
effect. 

Mr. Brown. May I say at this point that Governor Arnall had a 
great deal to do with that. 

Mr. Parman. That is the reason I asked the question. I knew of 
Governor Arnall’s active part in the fight, which began, | think, along 
about 15 years ago; is that right? 

Mr. Arnaut. It has been a long fight. I think we started when I 
was attorney general of my State. Let me say, too, that it was not 
only my fight, Congressman Patman. There were many who were 
interested in that fight. I just helped along with it. 

Mr. Parman. L understand, but you were active and aggressive in it. 

Mr. Fuaare. I had a letter from the chairman this morning stating 
that it will go into effect as of May 30. 

Mr. Parman. And will not be postponed. 

Mr. Fucare. That is correct. 

Mr. ParmMan. That is very gratifying news. 

Mr. Arnau. A, very fine thing, but the way that affects the price 
structure is this: With many industries and with many products, we 














1496 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


are having to reflect those freight-rate increases in increased prices. 
I mention that in connection with the fact that prices are going up. 
One of the reasons is that the freight-rate increase will be reflected in 
many items. 

Mr. Murer. Governor, before you pass those headlines, you gave 
a specific reference to food prices. Your Office has just granted an 
increase in the ceiling price of canned goods. 

Mr. Arnau. Oh, ves, reluctantly, and I hate very much to tell 
you that we not only have granted an increase in canned goods but 
about Thursday of this week we are going to announce another grant 
of food price increases. 

Mr. Muurer. The point I wanted to make as to that is just this: 
You did not grant those food prices because you felt you wanted to, 
but they came in an proved their case and showed they were entitled | 
to a higher ceiling than your Office had fixed. 

Mr. Arnau. We are forced under the law, and that is wise and 
right, to use a standard of equity and justice and fairness; fairness 
and equity. And under those standards the food people showed they 
were entitled to this grant, because they had had increased costs of 
various kinds and we had to, under our industry earnings standard, 
grant them those price increases. 

Mr. Mutrer. And, m those items where you granted the increases, 
those items were actually selling at the ceiling prices at the time? 

Mr. Arnau. That is correct. 

Mr. Mutrer. In other words, the letter that our chairman received 
from somebody in the canning industry this very morning, saying 
that that increase that vou have granted will not actually be an 
increase, that the products are going to sell at less than the ceiling 
prices, as fixed by vou, is just ridiculous. If you went out to the store 
today you would pay more money for those items; would you not? 

Mr. ARNALL. Let me tell you the way we arrived at that figure. 

Our survey showed that the food people were entitled to an increase 
in price. So, we worked out an arrangement with them whereby we 
would take certain selected items and give them an increase in price 
on those items, so that it would be meaningful. If we gave them an 
increase op items selling below the ceilings, that would not improve 
their earnings, because it would not mean anything. 

So, working with them, and our own people, we picked out many of 
the items that they said they could get this additional price on, and 
those were the items we selected. 

Now, of course, I do not want to charge anyone with bad faith. 
I hope I am not charged with bad faith, because I want to be as fair 
as I can. 

Mr. Mvtrer. We all will be nevertheless. 

Mr. Arnau. One of the mysteries to me is how some of the in- 
dustries can come before this committee and say that their prices are 
soft, and they cannot sell them at the ceuings we now have; therefore, 
price control does not mean anything, and vet they come over there— 
I mean they call, and wire, and send representatives, and beat the door 
down, and say, ‘‘We have got to have higher ceilings.” 

If they did not mean anything—and this is the question, and I will 
not attempt to answer it-——— 

Mr. Core. Let us take the leather people, for instance. They are 
complaining about a higher ceiling. 
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Mr. ArRNALL. No, sir. 

Mr. Coie. Well, name one industry that is. 

Mr. ARNALL. Well, the one we were talking about, canned goods, is 
one. Retail and wholesale food dealers. Lumber is another. I 
read a list here of about 20 or 30. 

Mr. Coe. I wanted those who said that their prices were under 
ceiling, and that the mere granting of a higher ceiling would not 
increase prices. 

Mr. Mutrer. The meat industry is one, where they came in and 
asked for an increase in price ceilings on various fresh meats. 

Mr. ARNALL. The meat people are always wanting higher prices. 

Mr. Mutter. They yell the loudest in here, ‘‘Let’s take off con- 
trols.”’ 

Mr. ArRNALL. But let me mention this: This is a point that your 
mention of leather opened up, Mr. Cole. 

We suspended price ceilings on hides a while back. And it is inter- 
esting to note that, out of that first batch of items on which we 
suspended cailings—there were 16 in that first batch—I am told by 
my people that all of them have increased in price except 1. Burlap 
is the only one that has not. And those increases have ranged in some 
instances up to 20 or 30 percent. 

I just mention that, not to prove anything but for the record. You 
can draw your own conclusions. 

Now, getting back to canned goods, you asked me if we just 
arbitrarily granted a price increase. No;wedonotdothat. We have 
a factual case. But when the law says, and when our regulations say, 
that in justice we must grant price increases, we do it. We have to. 
That is what you told us to do. 

Another newspaper item: This is about a meeting out at the 
University of Minnesota on May 16. They had 10 of the top Ameri- 
can economists there, and they uniformly and unanimously predicted 
that, while the Nation will have some breathing spells insofar as 
inflation is concerned, we are in for more inflation, and they ail said 
that it is much better to be safe than sorry about what we do about our 
controls, 

Mr. Patman. Since you mentioned meats, Governor Arnall, sev- 
eral items have appeared in text and newspapers recently, censuring 
OPS for permitting horse meat to be ground into hamburger. Dr. 
Cox, our State health officer, reminded us that the State law prohibits 
it. 

Has your office, or any office connected with the Office of Stabiliza- 
tion, permitted the use of horse meat? 

Mr. Arnau. Well, I understand that one of the provisions in the 
Defense Production Act is that we shall not upset prevailing busines: 
practices, and that it was a business practice to use horse meat i 
certain types of edible foods. 

Mr. Parman. Do you mean for human consumption? 

Mr. Arnau. I hate to say it, but I understand that is true. 

Mr. Parman. Well, you are going to cause the sale of hamburger: 
to go down. 

Mr. ArRNAuL. I understand it has got to be branded, but that ther: 
are some plants in this country that do that. 

Mr. Cour. Yes, sir; right out in Kansas we make horse meat fo. 
human consumption. 
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Mr. Arnau. Well, you know I went over to France here a year or 
two ago 

Mr. Parman. I hope they keep it well branded. 

Mr. Arnau. I went over to France a year or two ago and I could 
not understand all the French menus, and I finally got across to the 
fellow in the hotel where I was staying that I wanted a steak, with 
some French-fried potatoes—they did not have a potato shortage 
there, then—and some salad. So, I enjoyed that for about 2 weeks. 
They said there was a shortage of meat over there, but I did not find it. 
[It was very good until someone told me it was horse steak that I had 
been eating all that time. I did not show any bad effects from it, 
but I assure you I do not want to knowingly eat horse meat. 

Mr. Coie. You would be surprised. It is quite edible. 

Mr. ArNALL. It was sweet and good, but after I learned about it 
[ decided it was not very good. 

Mr. Coxe, If you want to know the brand name, I will tell you off 
the record. 

Mr. Arnatu. Thank you, Congressman. With these high prices on 
beef, I may have to go to horse meat. Well, anyway, there are some 
plants in this country that do nothing but produce or process horse 
meat, I am told, for human consumption. So, vou see, the point 
was that we could not put them out of business; so, we had to make 
that modification. 

Mr. Parman. I imagine the scarcity of horses will soon put them 
out of business. 

Mr. Arnau. Now, let me mention one or two other things to you 
gentlemen. 

Here are two items that are going to affect the economy, which you 
have read about and heard about. One is this copper-price increase. 
We have made an agreement, or worked out some arrangement, 
where we are paying more for Chilean copper, and we have gotten an 
order from the Defense Mobilizer to let the brass and copper mills 
pass on some of their cost increases, due to the copper price. 

Well, that is going to mean higher prices. 

Then, no doubt, you have seen where the Canadians have jacked 
up the price of newsprint $10 a ton. Well, the newspaper people tell 
me they may have to raise advertising rates, and that is going to 
affect us. 

Here are two more headlines: “Aluminum and Copper Quotas 
Are Almost Exhausted.” “Meat Prices Climb.”’ 

Mr. Parman. Your office does not have anything to do with fixing 
advertising rates; does it? 

Mr. Arnau. No, sir; we do not have anything to do with the 
newspapers. 

Mr. Parman. Well, according to the Supreme Court of yesterday, 
you will not with picture shows; will you? 

Mr. Arnau. Well, we do not have anything to do with the picture 
shows. They are exempt under the act. 

Mr. Mutrer. But the Supreme Court did not touch prices. They 
simply said that nobody in Government can censor. Fixing of prices 
is quite another story. 

Mr. Arnau. That is right. 

Mr. Parman. I know, but the newspapers take the position that 
fixing prices for advertising results in censoring. 
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Mr. Mutrer. That is why we exempted them. 

Mr. Arnatu. That is right. Here is where it affects price. If 
newspapers are going to have to pay more for newsprint, which they 
are going to have to do, apparently, and we have a lot of small news- 
papers in this country that are very close to the breaking point now, 
no doubt there will have to be some advertising-rate increases; and, 
if there are, that means that the merchant who advertises has to 
figure out some price deal to take care of his increased advertising 
costs, if he is at a break-even point or close to it. 

So, I say, those are indicative of other pressures that are gradu- 
ally developing along the price front. 

Mr. Brown. Well, the Capehart amendment affects advertising 
rates; does it not? 

Mr. Arnau. It could cover advertising costs; yes. 

Insofar as that is a cost of their business operation, yes, sir; that 
is correct. 

Now, some witnesses have urged specifically that fresh fruits and 
vegetables be decontrolled. I think that would be a major mistake. 
As a matter of fact, we haven’t controlled any fresh fruits or vege- 
tables, except potatoes. 

Many say we have not done a good job of that, but we are trying. 
And I point out that, if we did not have a ceiling price on potatoes, 
the price of potatoes would probably be $5 a bushel. 

Mr. Nicuouson. I paid 25 cents a pound for sweetpotatoes. Do 
you know anything about that? 

Mr. ArNALL. We have no ceiling on sweetpotatoes. The only ones 
we are undertaking to deal with are white potatoes. 

Mr. Parman. Irish potatoes? 

Mr. ARNALL. Yes; that is what we call Irish potatoes. 

Mr. Brown. You do not produce sweetpotatoes in Massachusetts; 
do you? 

Mr. Nicuotson. No, but we have to eat them. 

Mr. Parman. It is a highly perishable crop. 

Mr. Arnauu. Yes, Mr. Nicholson; all these foods are high. My 
wife complains about them all the time. She told me this week end, 
“T thought you were going up there to do something about prices. 
Since you have been up there the grocery bill has gone up every week.” 
Well, I cannot explain that satisfactorily to her. 

Now, we have not undertaken to control fresh fruits and vegetables 
because, for the most part, fresh fruits and vegetables have been well 
below the level at which we can legally establish ceilings. When 
vegetables like lettuce, cabbage, or onions were over the legal minimum 
for a short time, we didn’t rush in to control them. We looked over 
the production picture and we saw that new crops were coming to the 
market, which would take care of these temporary increases in prices. 
We will continue to follow that policy. But, when fresh fruits and 
vegetables threaten to go sky high for substantial periods of time, we 
need authority to set ceilings. 

Now, I want to say to this committee with very sincere insistence 
and urging: Do not please eliminate the word ‘hereafter’ in Herlong, 
even if you keep Herlong, because if you do so you are going to find 
that great confusion results. It might conceivably please certain of 
the grocery chains. But it is going to compound confusion with other 
industries who operate under regulations which they think are fair 
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and equitable, and we may have to start all over from the day of the 
passage of the Defense Production Act and modify and change all of 
those regulations, with no facts on which to base those changes. 
That means there will be a long delay, and we think great confusion 
would result. 

Mr. Brown. What are you going to do for these grocery retailers 
and wholesalers? 

Mr. ArRNALL. We are giving them an increased mark-up. 

Mr. Cote. What do you mean? 

Mr. ARNALL. An increase in prices. 

Mr. Coxe. It is not, Governor Arnall, just the chains that are com- 
plaining about it. The small grocers are complaining. Am I not 
right. 

Mr. Arnau. Well let me say this: I have never had any of the inde- 
pendents come to me. The only one who complains to me is my 
father, who is a small independent grocer. But let me tell you this: 
I went out to the supermarket convention in Cleveland a couple of 
weeks ago, shortly after we had finished our study that showed that 
group 3 and 4 stores, those are the big ones, are entitled to an in- 
creased mark-up. They were certainly interested to learn that they 
would get an increase. 

We could not get the material on which to base a survey of the inde- 
pendent stores, the group 1 and 2 categories. But simply because of 
my very sincere belief, Congressman Cole, that it is not fair to feed 
one group out of one spoon and another out of another, I used as the 
basis of a price adjustment for the independent grocers the same sta- 
tistics we had on the chains and supermarkets, and we made that 
apply to group 1 and 2 stores. 

What I am trying to get across to you is this: Believe me, I am just 
as anxious as you are to be fair and just to these small people. They 
are the ones we ought to be fair and just to, along with the big ones. 
As a matter of fact, I probably should not say this, but I am really a 
little more interested in the little fellow. 

Mr. Cour. Well, they need more protection, 

Mr. Arnaty. That is right. Somebody has to help them. 

As I was saying, even though there are special problems in control- 
ling prices of fresh fruits and vegetables, these problems are not, as 
some witnesses have testified, insuperable. As a matter of fact, the 
OPA had a large number of regulations which successfully stabilized 
fresh fruits and vegetable prices. There were some bugs in them and it 
took time to eliminate them, but on the whole the industry itself 
agreed that they were workable and they did prevent prices from run- 
ning away. 

We need to retain the authority to prevent runaway fresh fruit and 
vegetable prices. About 14 cents of every dollar spent for food goes 
for fresh fruits and vegetables. And fresh fruits and vegetables ac- 
count for about 5 percent of total consumer cxpenditures. 

It is obvious that items like these, which are tied into the cost of 
living in such an important way, have a serious effect on wages. 
Morover, fruit and vegetable prices are volatile—which is a fancy 
way of saying that they can go up darn fast. If you took away our 
power of control fresh fruits and vegetables and then we had a serious 
international crisis or even bad weather conditions, prices could go 
through the roof and we would be helpless to do anything about it. 
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There is another point. If you add frozen and canned vegetables 
and fruits to the fresh product, they account for about 21 percent of 
your food dollar. If you prohibit control of the fresh product and 
prices soar, we can’t effectively control the frozen or canned product 
because processors and handlers would divert supplies to the fresh 
market where there are no ceilings. 

Representatives of fresh fruit and vegetable growers are not the 
only ones who have requested mandatory decontrol. Indeed a num- 
ber of witnesses before this committee have indicated their view that 
their own industry, if not all industries, should be exempted from 
control. For example, a representative of the Independent Petroleum 
Association testified in favor of a mandatory decontrol of crude-oil 
prices. 

You will remember that his statement contains a very strong 
attack upon the record of the Office of Price Stabilization with respect 
to crude oil prices. If we were to take his statement at face value, 
OPS is threatening the foundations of our national security by price 
policies which prevent necessary expansion of crude-oil production. 

A mere glance at the facts in this case will disclose the absurdity 
of the complaint. The facts are that in 1951, under price control, 
a record addition was made to our reserves of petroleum; at the end 
of 1951 known crude oil reserves were the highest in history; a record 
number of new wells was drilled last year despite shortages of steel 
and drilling equipment; indications are that the number of new wells 
drilled in 1952 will substantially exceed the number drilled in 1951; 
profits in the petroleum industry, even after taxes, have probably 
never been higher. 

In addition, as the witness himself pointed out, all demands for 
crude petroleum are now being met and we are producing at sub- 
stantially less than capacity. Stocks of crude oil above ground 
increased in 1951 beyond expectations, and these stocks bave further 
increased in 1952. 

Nevertheless, this witness maintained that crude-oil prices should 
be decontrolled so that higher prices could be charged. News stories 
indicate that a number of producers, including these he represents, 
would like to increase the price by 50 cents a barrel, or roughly 20 
percent. Prices are now at ceiling, and it is quite possible that if 
crude oil prices were decontrolled, producers would be able to achieve 
this increase. 

It was clearly the purpose of Congress in enacting the Defense 
Production Act that unnecessary price increases should be avoided. 
No facts that have been presented to our agency indicate that any 
general increase in the price of crude oil is necessary. 

Clearly, some of the witnesses before this committee want decontrol 
of their products, or decontrol generally, because they expect that 
without controls they could get higher prices. Considering only the 
narrow interests of their own in‘ustries rather than the interest of 
the economy as a whole, they would like to have higher prices. I 
am sure that the committee, which is concerned with the interests of 
the economy as a whole, will think long and hard before it accedes to 
such requests. 

You should repeal the Herlong amendment. [ia previous testimony 
before this committee, Mr. DiSalle and I have explained why this 
provision is detrimental to a sound price stabilization program. You 
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should certainly reject the request by the big grocery chains and super- 
markets that you eliminate the word “hereafter.” The effect of this 
change would be to make a bad matter worse. 

Let me make it clear that OPS has complied with the Herlong 
provision in every instance when a new regulation for distributors 
was issued or an old one amended. A great number of distributors, 
however, are still operating under regulations which were issued prior 
to the passage of the Herlong amendment. From this fact the con- 
clusion has been drawn that the law is discriminatory. 

This conclusion is wrong. It would be warranted only if the mar- 
gins allowed distributors under the pre-Herlong regulations were 
generally smaller than the margins prevailing during the Herlong 
base period. There is no evidence to support this assumption. 

The argument that the word “hereafter” should be eliminated is 
simply part of a campaign by the big grocery outfits to get higher 
percentage mark-ups. Our grocery regulations are fair. We have 
had no real complaints about them from the independent grocers — 
only from the chains and supermarkets. 

These chains don’t know whether the present OPS percentage 
mark-ups are higher or lower than those of May—June 1950. Nobody 
knows, and no one can know until a major statistical research project 
which the BLS is supervising for OPS has been completed. Our regu- 
lations when issued used the best data that were available on normal 
retail grocery mark-ups. They are still the best data available, and 
will be until the new study is finished. Eliminating the word “here- 
after’? won’t create new facts on which to base our mark-ups. 

I regret to have to report that on Thursday the public will learn 
that food prices are going up again. On the basis of our industry 
earnings standard, we are obliged to increase dry grocery mark-ups. 
The chains know this but they are not satisfied. They want to remove 
the word “hereafter’’ so that they will have an added basis for putting 
pressure on us to raise ceilings even more. 

What they may not know ts that to change the law can create noth- 
ing but trouble for other distributive trades, most of which are also 
governed by mark-up regulations issued prior to the passage of the 
Herlong amendment. Most of them prefer the regulations they now 
have. The department stores, the mail-order houses, the apparel 
stores, the drug stores, the lumber dealers have not asked this com- 
mittee to remove “hereafter.” In fact, many of them would be upset 
to learn that the Congress is considering action which might conceiv- 
ably force OPS to start all over again and develop new regulations 
for them. 

Take, for example, CPR 7, which covers department stores and 
many other retailers selling similar kinds of merchandise. This regu- 
lation permits each seller covered by it to use his own percentage 
margins—just what the distributors want and what the sponsors of 
the Herlong amendment had in mind. But the margins allowed under 
the regulation are not those of the Herlong base period. When the 
regulation was issued, it was recognized by OPS that most retailers 
have no records to show their margins as of some past date or period. 
Nor was it possible, as in the grocery trades, to establish uniform 
mark-ups by classes of stores based on earlier studies. Therefore, the 
margins were determined by having each retailer prepare a pricing 
chart, which in effect is a list of the merchandise he has in stock on a 
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given date just before the issuance of the regulation, with the purchase 
and sales price for each item. Even though he has no records for the 
goods he sold last week, let alone a year or 2 years ago, he can easily 
compile these figures for the inventory he has on hand. And that is 
what he had to do under CPR 7 whenever it first became effective for 
any particular kind of merchandise. 

‘hese sellers prefer this kind of regulation. It works well. It is 
fair to the seller and to the consumer alike. Put if the Congress now 
decides to change the law and to eliminate that one word “hereafter,” 
then it might be found that CPR 7 was no longer legal because its 
margins are not based on the period from May 24 to June 24, 1950. 
It might be held that OPS now has to find out what the margins of 
that base period were. This would be an even more complex and 
much larger job than the one that we have under way for the grocery 
trade. It would cost many hundreds of thousands of dollars. It 
would take months of work. And it would impose a considerable 
burden on a great many retailers. We would have to do the same 
thing for drug stores, hardware stores, and many other distributors. 
It would be precisely the kind of needless and expensive red tape that 
I am sure you want to avoid. 

We do not need a major surgical operation, which would foul up all 
of our distributive price controls. Removing the word ‘hereafter’ is 
unnecessary and unjustified, would create an administrative mess, 
and in the end would probably not benefit even its sponsors. 

These are the major changes you have been asked to make. We 
believe that they are dangerously crippling and would strip us of the 
power to deal effectively with the inflation which we face. But | 
should like to urge you to go further than merely rejecting these 
amendments. I should like to urge you to strengthen the act by 
eliminating the Butler-Hope amendment, which interferes with effec- 
tive meat price control by banning slaughter quotas, and the Capehart 
amendment, which is both inflationary and administratively unwork- 
able. I have stated my reasons for these requests in my original 
testimony before vou and I shall not repeat them. 

However, if you preserve any part of the Capehart amendment in 
the act, then you should surely go along with the Senate Banking and 
Currency Committee and make it clear that it does not apply to 
wholesalers and retailers. The Emergency Court of Appeals has held, 
contrary to your actual intent, that the Capehart provisions do apply 
to wholesalers and retailers and I am sure you will want to join the 
Senate committee in clearing up the matter. The letter which I have 
sent your chairman explains why a failure to do this would upset the 
whole price-control program for distributors. 

It was the thinking even of Senator Capehart, who was the author 
of that amendment, and I think it has been pretty generally the 
thinking of most of the Members of Congress, that if vou have Cape- 
hart, it applies to manufacturers and processors, whereas Herlong, 
under that scheme of things, was to take care of wholesalers and 
retailers. But as vou know, under a decision of the Emergency Court 
of Appeals, it was held that Capehart applied to wholesalers and 
retailers as well as to manufacturers and processors. 

So I say, please, that if the committee considers leaving the Cape- 
hart amendment in the bill that it reports, that vou make it very 
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plain that Capehart not apply to wholesalers and retailers, but only 
to manufacturers and processors. ; 

The extension of the act for only 8 months proposed by the Senate 
committee is just unrealistic. It certainly disregards your own 
experience. Work in price-control legislation could not be com- 
pleted in 6 or 8 weeks this vear or last year. But next year, a new 
Congress will convene and a new President will take office. How 
could a rational decision be made on price control and legislative 
action be completed by February 28? It is obvious that it cannot 
be done. 

I would much prefer a 2-vear extension. If the committee can’t 
see fit to go along with that, I urge vou to make the provision for the 
extension of the act a 1-year provision rather than an 8-months’ 
provision. 

Extending this legislation to February 28, 1953, can have only one 
of two results: Either the lapse of price control without adequate 
consideration, or the extension of price control without adequate 
consideration. JT am sure that you will not want to see that happen. 
You want to have time for adequate consideration of this important 
issue by the new administration and the new Congress in the light of 
conditions at the time. Y9u, therefore, should extend the aci at 
least for 1 year, if not for two. 

We know that working on this legislation is very difficult. And 
that it can’t be completed in 6 or 8 weeks. Next year, not only will 
all the usual problems be before your committee and the Congress, but 
also we will have a new Congress, and a new President will take office. 
And so, with a change in government—meaning a change in personali- 
ties, next January—I do not go so far, Congressman Cole, at this time 
as to make a prediction whether it will be limited to that, I just want 
the record to indicate that that is as far as I am going—— 

Mr. Mutter. You are not even intimating a change in political 
parties? 

Mr. Arnauyt. Oh, no, I am speaking of a change in personalities. 
That will be up to this great electorate that passes on it in November, 
and I hope whatever the people do, will be wise, as I am sure it will be. 

In any event, it is going to be awfully difficult, as you men know, to 
make a rational, careful decision on price control and take legislative 
action that has got to be completed by February 28 of next year, It 
is obvious to me that it cannot be done. 

Moreover, if it is done, then you are confronted with this kind of 
issue. You have either got to renew the act, if there be a need for it, 
then, without the careful consideration that this committee likes to 
give to legislation, and that the Congress likes to give to it, or else vou 
have got to drop it without careful consideration as to whether the 
facts and circumstances justify its retention. 

Mr. Krrpurn. What would you think of 9 months, instead of 8? 

Mr. Arnau. Well, Congressman, as far as T am concerned, I urge 
you to give us longer than 8 months. I would like at least a year, 
but if you in your good judgment say 9 months, I just think—and I 
address these remarks to you men on this committee as prudent 
representatives as you are, based on your experience—I say from the 
time Congress convenes in January, and you install a new President, 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1505 


and new Members of the Congress—and this is all new to a lot of 
them—and you will have some new ones, I don’t know how many—— 

Mr. Coxe. There may be, depending upon the vote on this issue. 

Mr. Arnaty. Thank you for the observation, Congressman Cole. 
But I think that you really should, in all good judgment, give your- 
selves a longer time to consider the legislation. 

So, I say 8 moths in my judgment will put you up teo near the 
borderline of where you cannot give it the consideration you want to, 
so I would say, a year. If you say 9 months, I will take 9 months as 
preferable to 8 months. Whatever you do, I plead with you to do 
the best you can for us. 

Mr. Kitpurn. I agree with you about the 8 months. Because 
with a new Congress, if there should be a change, it would take 
probably a month to organize it. 

Mr. ARNALL. That is right, you will have a lot of problems. 

Mr. Mutter. As a matter of fact, in 1949, this committee, in this 
House, wasn’t organized until February 1. 

Mr. Kiupurn. That is why I think there is quite a difference be- 
tween 8 months and 9 months. 

Mr. Arnau. Then | think, Congressman, that the new adminis- 
tration, whether it be Democrat or Republican, the new President, 
whether he be Democrat or Republican, would want a little time, 
or should have a little time to determine the administration’s policies 
on this type of highly controversial legislation. 

Mr. Parman. The President does not take his oath of office until 
January 20. 

Mr. Arnau. That is right. I think 8 months is unrealistic, can- 
didly, and I hope the committee will give some serious consideration 
to that provision, and to my recommendation as to it. 

In conclusion, I should like to say that in my judgment this eco- 
nomic stabilization program, and those features of the act dealing 
with price control, are an integral and vital part of the defense pro- 
gram. 

I like to think that this legislation is just as much a part of our 
defense program as mobilizing our allies, and aiding the democracies, 
and previding guns, tanks, and airplanes for our armed forces, because 
in your good judgment, when you enacted the Defense Production 
Act, you included this provision as one of the weapons, one of the 
instruments to achieve the the purpose you had in mind, which was 
to preserve our economy, strengthen our Nation and our allies, and 
defend our way of life against aggression and against the Communist 
assaults. 

Well, stabilization of the national economy is just as important as 
the procurement of munitions. And there is nothing in the inter- 
national situation today which justified letting down our cuard. The 
attack on the economic front is just as real a danger as tie threat of 
military action, and a strong Defense Production Act is our principal 
weapon for resisting that attack. 

Mr. Chairman and gentlemen of the committee, let me thank you 
for your kindness in permitting me to come back before you. 

In the 4 weeks that have intervened since my last appearance here, 
in my judgment, the situation has tightened up considerably, and I 
think there is more need for a control act today than there was a 
month ago. 
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I base that on the fact that prices continue to go up, we continue 
to get these applications and requests for price increases, and I know, 
as one citizen, my cost of living is going up each week and each month. 

I was told that Washington was a very expensive place to live in. 
I am finding that to be true. And I urge this committee to extend the 
act for a long enough period of time to give the Congress the chance 
to do with it ultimately what they will, after mature deliberation. 

I also urge that the crippling amendments be eliminated. I want 
to assure you members of this committee one other thing, Mr. Chair- 
man. As long as I am Director of Price Stabilization, I am going to 
cooperate with you in trying to do the things you want done to carry 
out the intention of the Congress. 

You are not going to have to have a lot of technical provisions in 
the act to try to get me to do what you want to be done. I am 
going to try to do it and if you Members ever have any problems to 
take up with me, I hope you will do it, and give me vour views. 

I think you will find that when we talk about some desire you might 
have, that whether we are able to do what you would like to do or not, 
when you get through, vou will see that there is some logic in our 
position, if it does not suit exactly your preconceived ideas or views. 

On the other hand, if we talk about these things, and we find there 
is merit in the proper suggestion from the Members of Congress, we 
want to do what you want done. 

I consider myself a servant of the Congress. I am here by reason 
of an act of Congress, to administer a law of the Congress, and I 
don’t want to be in the position of being all-powerful and almighty 
and unreasonable and unsympathetic to the views of the business 
people or those who honestly have problems confronting them and 
about which you are concerned. 

Mr. Chairman, thank you very much for your indulgence and your 
kindness. I believe that the committee will, as it always has, do a 
good job, and I leave the case in your hands. 

Mr. Brown. Mr. Arnall, did you have sometbing to file for the 
record? 

Mr. Arnau. Yes, I have quite a few factual documents I would 
like to put in the record, with vour permission. 

Mr. Brown. That may be done. 


(The information is as follows:) 
May 8, 1952. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington 25, D. C. 

My Drar CONGRESSMAN SPENCE: Since my appearance before your com- 
mittee on April 30, there has been a judicial interpretation of section 402 (d) (4) 
of the Defense Production Act (the so-called Capehart amendment) which may 
compel increases in ceiling prices of articles on which American families will spend 
billions of dollars this year. 

I refer, of course, to the decision handed down Monday by the Emergency 
Court of Appeals in the case of Safeway Stores, Inc. v. Ellis Arnall, Director of Price 
Stabilization. Its effect is to require OPS to apply the Capehart amendment to 
hundreds of thousands of wholesalers and retailers. 

The consequences of such a step would be so far-reaching, so disastrous to 
effective price stabilization, that [am impelled to urge immediate action on legis- 
lation to make the Capehart amendment explicitly inapplicable to wholesalers 
and retailers. 

As you know, I am already on record as opposed to continuation of the Cape- 
hart amendment in any form. But I must now urge the Congress to prevent its 
inflationary effects from being compounded by its extension to new fields, a de- 
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velopment which Senator Capehart and other Members of Congress have publicly 
stated they never intended. 

Legislativ e action is imperative if the expressed intent of Congress is to be given 
effect and the consumer protected from unwarranted increases in ceiling prices 
on groceries and many other items significant in the cost of living. 

The court itself recognized that the effect of its decision may be contrary to 
what Congress intended to accomplish by the Capehart amendment. The court 
said: 

‘“*e * * Tt is true that the result may not be what some Members of the 
Congress expected. It may to some degree interfere with the use of uniform 
dollars-and- cents prices and standard mark-ups for wholesale and_ retail 
sellers. * 

“The ba [OPS] strongly urges that the legislative history of the Cape- 
hart amendment shows that it was intended to apply to manufacturers and 
processors only. We have examined this history and we think that it may 
fairly be said that a preponderance of the debate was to that effect * * *.” 

No extended discussion of congressional intent relative to the ( ‘apehart ame nd- 
ment is needed here. That intent was emphasized again only yesterday when 
Senator Capehart, sponsor of the amendment, was quoted by the Associated 
Press as saying: 

“It was the intention of Congress that the Capehart amendment was to apply 
to manufacturers and processors only.” 

But the court ruled that the language of the amendment itself did not reflect 
this congressional intent. It held it was powerless to narrow the broad terms 
used in the amendment so as to limit its applicability. It added: 

“Tf the language which the Congress used in section 402 (d) (4) was too broad 
to express its real intention and there was a legislative purpose, not reduced to 
writing or incorporated in the Capehart amendment, to exclude wholesalers and 
retailers from its operation, the way is open to correct the error by amendatory 
legislation.” 

You will recall, as did the court, that such legislation was proposed in Senate 
bill No. 2170, E ight y-second Congress, first session, and was passed by the Senate 
but failed to obtain House approval despite a favorable report by the House Bank- 
ing and Currency Committee. 

Unless it is made clear with all possible dispatch that the Capehart amendment 
applies only to manufacturers, processors, and sellers of services, and not to 
wholesale and retail distributors, the danger to the stabilization program is very 
real. 

It has always been my understanding—which was confirmed by many state- 
ments by Members of Congress—that in the 1951 amendments, Congress intended 
to afford protection to retailers and wholesalers by the mark-up provisions of 
section 402 (k), the so-called Herlong amendment, which was designed to assure 
against any reductions in margins occasioned by future increased costs to these 
distributors. The Capehart amendment, on the other hand, was intended to 
apply exclusively to processors, manufacturers, and sellers of services. 

The number of wholesale and retail sellers who are potential applicants for 
Capehart adjustments runs into the hundreds of thousands. There are approxi- 
mately 560,000 retail food stores, whose sales of grocery items under controls 
total $20 billion each vear. Retailers subject to Ceiling Price Regulation 7 alone 
(sellers of such articles as apparel, shoes, furniture, and floor coverings) are esti- 
mated to number 200,000. Their aggregate sales likewise are counted in billions 
of dollars. When other types of retailers are added, together with all kinds 
of wholesalers, the impact of the decision is clear 

If—as may be expected—any appreciable number of these sellers were to 
apply for and obtain ceiling price increases under this interpretation, a marked 
increase in the cost of living must surely follow. Perhaps the term ‘inflationary 
spiral’? has been overworked. But it aptly characterizes the consequences if the 
Capehart amendment is to be extended to wholesalers and retailers. 

The administrative and enforcement difficulties inherent in such a situation 
need be noted only briefly. It would be virtually impossible to establish or 
maintain dollars-and-cents ceilings or standard mark-ups in the distributive 
trades—unless the ceilings were at such high levels as to make a mockery of 
stabilization. 

Processing of individual applications for Capehart adjustments from the 
Nation’s distributors, if it could be practicably done at all, would be a task 
of staggering magnitude. 
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We have already noted the benefits conferred on retailers and wholesalers by 
the Herlong amendment. To grant these sellers Capehart adjustments as well 
would be to give them a double opportunity to obtain increases in ceiling prices. 
Such action, particularly at the retail level, with its direct impact on the consumer, 
would utterly negate the basic policy of title IV of the Defense Production Act. 

Relief under the Capehart amendment is, of course, unnecessary for whole- 
salers and retailers. Application of the Herlong amendment, as well as the 
industry earnings standard, provides the means for insuring them “fair and 
equitable” treatment. 

To grant additional benefits at the expense of the consumer is unthinkable. 

That, in brief, is our view of the situation existing as a result of the Safeway 
decision. 

We are, of course, moving to seek Supreme Court review of the decision. We 
are asking the Solicitor General to file a petition for a writ of certiorari. 

Under the circumstances I have outlmed, however, prompt congressional action 
seems to me to be required to protect the public from altogether unwarranted 
increases in the cost of living. It is vital that this breach in the stabilization 
dikes be repaired. 

I am enclosing a copy of the opinion in the Safeway case, as well as our brief, in 
which you will find an extensive summary of the legislative history of the Capehart 
amendment 

Sincerely yours, 
Evurs ARNALL., 





[Copy of letter sent to Chairman Brent Spence, and to each member of the House Banking and Currency 
Committee] 


OrricE oF Prick STABILIZATION, 
Washington 25, D. C., May 29, 1952. 

During my testimony before your committee last Tuesday on the extension 
of the Defense Production Act, I mentioned a few items for which higher ceiling 
prices have recently been requested. Since these requests are such conclusive 
evidence of the extent to which prices are pressing ceilings, I know you will be 
interested in the enclosed list of 79 of the principal items for which price increases 
have recently been requested. 

Higher ceilings have been authorized in a few cases which meet our established 
standards, but many others have been or will be denied. 

It should be emphasized that these applications cover products or entire in- 
dustries, and should not be confused with the list of approximately 19,000 applica- 
tions for individual price relief filed as appendix D to my statement before your 
committee on April 29, 1952. 

I should also point out that many price regulations provide for automatic 
pass-throughs of certain increased costs such as freight charges. Therefore, 
price increases are actually being granted for additional items not included in the 
attached list. 

Sincerely yours, 
Euuis ARNALL. 


CURRENT PRESSURE FOR INCREASE IN CEILING Prices, May 29, 1952 
INDUSTRIAL MATERIALS AND MANUFACTURED GOODS DIVISION 


Iron and Steel Branch: 
Metal cans 
Refractories 
Ferromanganese 
Steel mill 
Warehouse steel 
Concrete reinforcing bars 
Die castings 

Nonferrous Metals Branch: 
Copper 
Aluminum 
Graphite crucibles 
Collapsible tubes, both soft metal and aluminum 
Frit 
Asbestos products 
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Building Materials Branch: 
Selected building construction materials 
Paint 
Glass containers 
Asbestos cement products 
Sand and gravel 
Crushed stone 
Crown closures 
Asbestos paper millboard 
Masonry materials 

Machinery Branch: 

Diamond wheels and tools 
Selected used machine tools 
Construction machinery rentals 
Small compressors 

Cotton ginning machinery 
Motorized fire apparatus 

Tools and dies 


CONSUMER DURABLE GOODS DIVISION 


Semivitreous dinnerware 
Vitrified china dinnerware 
Hand-made household glassware 


CONSUMER GOODS DISTRIBUTION, TEXTILE AND APPAREL DIVISION 


Scrap leather 
SERVICES, EXPORT-IMPORT DIVISION 


Automotive and mechanical repair services 
Laundry and dry cleaning 
Bank services 
Bowling 
Television repair 

RUBBER, CHEMICALS, AND DRUGS DIVISION 
Mixed fertilizer 
Potash 
Phosphate rock 
Synthetic cryolite 
Aluminum fluoride 
Sulfur produced from open-pit mines 
Ten-cent cosmetics 
Private brand drug manufacturers 
Hydrofluoric acid 

FOREST PRODUCTS DIVISION 


Lumber and Wood Products Branch: 
Millwork transportation costs 
Philippine mahogany plywood 
Untreated poles and piling (east of the one hundredth meridian) 
Imported lumber, logs, and allied wood products 
Sitka spruce 
Aircraft lumber 
No. 2 and 3 hemlock logs 
Pulp, Paper. and Paperboard Branch: 
Lake States pulpwood 
Newsprint 
FOOD AND RESTAURANT DIVISION 


Meat and Fish Branch: 
Horsemeat (slaughterers and retailers) 
Selected beef cuts 
Beef 
Hindquarters of veal 
Pork at wholesale 
Whole hog sausage 
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Fruit and Vegetable Branch: 
Canned peas 
Canned white potatoes 
Canned sweetpotatoes 
Canned apple products 
Dairy Branch: -Fluid milk 
Grocery Products Branch: 
Green coffee 
Ice 
Soft drinks 
Cigarettes 
Cigars 
Cocoa 


TRANSPORTATION, PUBLIC UTILITIES AND FUELS DIVISION 


Solid Fuels Branch 

Alaska coal 

Pennsylvania strip mines 

tetail coal dealers 

Lake coal dock operators 
Petroleum Branch: Heating oil jobbers 
Transportation Braneh: Contract carriers 


MEMORANDUM—REASONS FOR THE USE OF STANDARD Marktrs IN CPR’s 
15 and 16 


Mr. Cole has inquired about the fairness and propriety of the use of the stand- 
ard percentage markup technique in the retail grocery regulation. His question 
has two aspects: (1) in relation to the Herlong amendment and (2) in relation to 
the use of individual percentage markups for some other retailers. 

I. The principal purpose of the Herlong amendment was to insure that his- 
torical pricing practices of wholesalers and retailers would be preserved. Under 
the Herlong amendment, if wholesalers and retailers priced on a basis of a per- 
centage markup, price regulations for such distributors must be based on a 
percentage markup. 

That is the purpose of the Herlong amendment and that is exactly the method 
of price control which OPS utilizes for wholesalers and retailers of dry groceries. 
Every time a retail grocery store, for example, experiences a cost increase for a 
dry grocery item, that store obtains a full percentage markup on the increase. 

Since grocery price ceilings are based on a percentage markup, OPS is comply- 
ing with the objective sought to be attained by the Herlong amendment. The 
only complaint, therefore, insofar as the grocery trade is concerned, is that the 
percentage markups it receives do not reflect markups obtained in the May— 
June 1950 period. 

The percentage markups in the OPS regulations are based on a detailed and 
costly survey made during the war by OPA. The OPA percentage markups 
were increased at the time of the issuance of CPR’s 15 and 16 in every case where 
the evidence then available warranted such an increase. 

In addition OPS has been engaged in a nation-wide project of collecting data 
on pre-Korea grocery markups. As soon as the data are analvzed we will revise 
our markups to the extent that fairness and equity require. This is not an easy 
job. Grocers, like most other retailers, may retain the invoices of their suppliers 
and thus have a record of the prices they paid for their merchandise. But with 
the exception of large supermarkets and chains they do not generally keep a 
record of the prices for which they sell that same merchandise. 

The results of the survey will receive most careful and expeditious attention. 
There will be no unfair discrimination against the grocery trade. If the facts 
show that further adjustments in grocery margins are justified, these adjust- 
ments will be made. As a matter of fact the Office of Price Stabilization issued 
only last week a regulation which adjusted grocery markups under this ageney’s 
industry earnings standard. 

It should be emphasized that there is now no evidence that the mark-ups pro- 
vided in the outstanding grocery regulations are not as high as those prevailing 
in the period before Korea. The question of whether the mark-ups presently 
provided are lower or higher than or at the level of the pre-Korean mark-ups can 
only be determined after analysis of the results of the survey which is now being 
conducted. It may well be that the survey will indicate that many of the mark-ups 
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resently provided by CPR’s 15 and 16 are higher than those prevailing before 
orea. 

II. Retail grocers have been covered by a standard mark-up regulation because 
it is the simplest and least burdensome of the mark-up type regulation and _be- 
cause the industry asked for that type of regulation before it was issued. The 
most important of the individual mark-up regulations is CPR 7 which covers 
department, apparel, furniture and general merchandise stores. These individual 
mark-ups in CPR 7 were not, it should be noted, based on the pre-Korean period 
because many retailers covered by CPR 7 did not have records for that period. 
Instead they were based on mark-ups in effect immediately prior to the regulation. 

All available data indicate that for similar goods the stores covered by CPR 7 
differ widely in regard to their mark-up practices. The differences arise from wide 
differences between stores in regard to: 

(a) Spaciousness 

(b) Display 

(c) Location 

(d) Types of customers 
(e) Services supplied 

(f) Credit terms offered 
(g) Sources of supply 

(h) Quantities purchased 

Because of these factors it was not feasible to figure out a classification of stores 
to reflect these traditional differences in mark-up practices. In addition, it would 
have been a huge and expensive task to gather the data necessary to fix a mark-up 
for each category of goods. Accordingly, it was necessary to use individual mark- 
ups. 
The retail grocery field is different. While it is true that there have always been 
differences between various grocers in regard to mark-ups, there has been enough 
si nilarity in the mark-ups for the major portion of the industry to make possible a 
classification of stores and use of standard mark-ups. At the same time we have 
recognized the special character of certain groups who offer special services or 
carry special types of groceries. For them we have provided various types of 
adjustment provisions. Moreover, there was no problem here of gathering data. 
BLS had made in World War II an extensive survey of margins for various types 
of food retailers and all that was necessary was to adjust the mark-ups they found 
to take account of changes occurring since OPA days. We made adjustments of 
this type in all the eases where the evidence warranted them. Finally, it was 
known that we could—without unreasonable expense—make surveys necessary 
to bring the mark-up information up to date. 

The standard mark-up regulation is simplest and least burdensome for retailers, 
Retail grocery stores carry from 1,500 to 3,000 items. Computation of individual 
mark-ups, therefore, means a huge burden of calculation. Moreover, most 
independent stores could not compute individual mark-ups for the pre-Korean 
period, because, as industry representatives have testified, they simply do not 
have the necessary records. 

The OPA dry grocery regulations, on which ours were closely modeled, have 
been recognized by all concerned as among the most successful issued by that 
agency. Prices were effectively stabilized under the OPA regulations while 
retailers made record profits. Although challenged several times in the courts, 
they were not only sustained but praised as fair and equitable. The OPS reinsti- 
tuted the wartime standard margin regulations at the request of the industry. 
Until recently, when industry spokesmen have begun to ask for individual mark- 
ups, the only complaint has been about the level of the mark-ups. It should be 
noted in this connection that Mr. Shield has testified before this committee that 
the industry would not be satisfied with individual mark-ups. 

OPS has provided for individual mark-ups in the field of liquor distribution. 
This was done because, by reason of State law requirements, liquor dealers have 
fairly full records. The net result has been a flood of protests from the retailers 
requesting to be relieved of the job of calculation. We are now revising the 
liquor regulation to provide for standard mark-ups. 

Similarly, in April 1951 we issued an amendment to CPR 7 which brought 
thousands of small retailers under the individual mark-ups of that regulation. 
While this change was found practical by those who handle a relatively limited 
number of items with a high value per unit, those who carry a great many items 
of low value per unit filed vehement protests. They found the task of preparing 
the “pricing charts’? required by CPR 7 burdensome. For all its rigidity, they 
preferred the General Ceiling Price Regulation. On May 28, 1951, we amended 
CPR 7 to permit them to remain under the GCPR. 
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In addition to being simple, standard mark-ups have other important advan- 
tages The job of checking compliance with standard mark-up regulations is 
made far less expensive and time consuming because the same mark-up is 
applicable for the same item in every one of a given class of stores. It is not 
necessary in each case to go through a host of invoices and sales records to first 
determine the appropriate mark-up. At the same time, since acquisition costs 
tend to be relatively uniform in the various parts of the country, retail prices tend 
under this type of regulation to be relatively uniform in the same area. 

Finally, standard mark-ups provide the basis for the community pricing program 
which OPA used Nation-wide and which OPS is now trying out in several cities. 
Community pricing involves translating marked up prices into uniform dollars- 
and-cents prices which are posted in grocery stores. This type of price control, 
it is generally agreed, is for all concerned the best of the known techniques. With 
uniform ceilings, the seller is relieved of the calculation job; the consumer is put 
in a position of knowing at all times what the ceiling price for a given item is and 
being able to tell whether he’s being overcharged; and the price stabilization 
program is able to carry out its statutory responsibilities with maximum effee- 
tiveness and minimum expense, 


[Press release] 


OFFICE OF PRICE STARILIZATION, 
Washington, Monday, May 19, 1952. 
For immediate release. 


SUSPENSION OF CONTROLS ON RAW COTTON, TEXTILES 


(GOR 4, Rev. 1, Amdt. 1—Exemptions and Suspensions of Certain Consumer 

Soft Goods) 

(CPR 8, Amdt. 1—American Upland Cotton—Suspension cf Ceiling Prices) 
(CPR 18, Rev. 1, Amdt. 5 and CPR 18, Amdt. 2— Manufacturers’ Prices for 

Wool Yarns and Fabrics—Suspension of Ceiling Prices) 2 
(CPR 37, Amdt. 5—Primary Cotton Textile Manufacturers’ Regulation—Sus- 

pension of Ceiling Prices) 

OPS Director Ellis Arnall today ordered price controls suspended on raw cot- 
ton and a wide variety of cotton, wool and synthetic textiles. 

The suspensions are effective May 20, 1952. 

Today’s action is in line with OPS policy of suspending or otherwise relaxing 
price controls on commodities whose selling prices generally are materially 
below ceilings and which are not expected to reach ceiling prices in the foreseeable 
future. 

Textiles (when sold by manufacturers) on which price controls will be sus- 
pended include: 

Wool yarns and fabrics containing 25 percent or more of wool or wool waste 
by fiber weight. é 

“Cotton yarns and fabrics which after production but before finishing consist 
of 50 percent or more of domestic cotton by fiber weight and contain less than 
25 percent by fiber weight of any one of either wool, rayon, nylon or other fibers, 
This includes all unfinished and finished cotton yarns and fabrics. It also in- 
cludes such cotton products as blankets, pillow cases, sheets, towels and woven 
bedspreads when sold by manufacturers who establish their ceiling prices under 
CPR 37—the primary cotton textile manufacturers’ regulation. 

Processed synthetic and silk yarns, synthetic fabrics (except synthetic tire 
fabrics), silk fabrics, and certain fabrics and yarns which are composed of blends 
of textile fibers. Synthetic fabrics include fabrics made of rayon acetate, 
ny on, orlon, dacron, dynel, glass and other man-made fibers. Rayon acetate, 
and nylon comprise the bulk of the synthetic fibers produced. 

As in the case of earlier suspension orders, today’s orders include specific 
recontrol points which are somewhat below ceilings established in those regula- 
tions suspended by Mr. Arnall but well above the current market prices of the 
suspended commodities. When the price of a given commodity reaches this 
re-ontrol point, controls will be reimposed. 

Today’s suspension orders relieve the applicable producers and manufacturers 
from complying with the record-keeping requirments of the suspended regulations 
as to future transactions. They must keep on file, however, those records which 
they were required to maintain before today’s announcement. 
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Mr. Arnall pointed out that contracts for sale of cotton or any of the prod- 
ucts covered by today’s announcements at prices higher than presuspension 
ceilings will be entered into at the risk of the contracting parties. If the ter- 
mination of any of today’s suspensions should become necessary, it would cut 
across any outstanding contracts for delivery of commodities at prices above 
ceilings in effect before suspension. 


COTTON 


Ceiling Price Regulation 8, effective March 3, 1951, established dollars-and- 
cents ceiling prices for sales of raw American upland cotton. It was followed 
on March 7, 1951, by Supplementary Regulation 1 to CPR 8 which fixed dollars- 
and-cents ceiling prices for cotton sold on a commodity exchange under con- 
tract to deliver in the future. 

These ceilings are suspended under CPR 8, Amendment 1, announced today 
by Mr. Arnall. This action provides that suspension of controls on cotton will 
be terminated when either one of the two following prices is reached: 

1. When the sale of a cotton futures contract in any active trading month 
(October, December, March, May, or July) is reported at 43.39 ents a pound 
or higher on any of the cotton futures exchanges designated under the Com- 
modity Exchange Act as contract markets. 

2. When the official average price of the 10 spot markets is reported by the 
Department of Agriculture at 43.05 cents or higher for Middling fifteen-sixteenth 
inch cotton. (The spot market price of cotton as of May 15 was 38.22 cents, 
while the highest cotton future sold on the same date at 37.97 cents.) 

The recontrol point of 43.39 cents, keyed to future sales, is 200 points or one 
trading day below 45.39 cents, the uniform ceiling price on futures trading ia 
Supplementary Regulation 1 to CPR 8. 

Inasmuch as the daily fluctuations in the spot markets generally follow those 
on the exchange, the cotton recontrol point of 43.05 cents, keyed to officially 
computed average prices in the 10 spot markets, is approximately one trading 
day below the CPR Area 1 ceiling price of 45.76 cents per pound for a sale of 
mixed and odd lots, Middling fifteen-sixteenths inch, white cotton. 

Mr. Arnall said the establishment of recontrol points one trading day below 
ceilings should allow sufficient time to terminate this suspension before prices 
rise above CPR 8 ceilings. 

He recalled that last July, cotton prices began a steady decline from the ceiling 
prices fixed by CPR 8. 

“For example,” he said, ‘“‘between June 30, 1951, and September 5, 1951, the 
average price for Middling fifteen-sixteenths-inch cotton on the 10 spot markets 
declined 25 percent, from 45.25 to 34.10 cents per pound. 

‘Despite a quick rise to 43.43 cents per pound on November 9, 1951, this price 
stopped short of ceiling even though total cotton supply was only 4 percent above 
that of 1950. 

“When the final official crop estimate was published on December 10, 1951, a 
gradual decline again began, which has continued through the early months of 
1952, bringing the average 10 spot market price to a level 15 percent below 
ceilings on April 20, 1952. 

“This progressively downward movement in cotton prices has taken place, 
moreover, despite a Department of Agriculture estimate, released on April 4, 1952, 
that the carry-over of cotton at the end of this crop year will be no larger than 
that of 1951, and it has been coupled with a decline in domestic consumption of 
cotton from a daily rate of 39,100 bales in February 1952 to 36,800 bales in March 
1952. Accordingly, in the absence of emergency conditions it is not anticipated 
that CPR 8 ceiling prices will be pierced during the remainder of this crop year. 

‘“‘From that time forward, of course, the action of cotton prices will depend in 
large measure upon the 1952 erop, the size and quality of which cannot accurately 
be estimated until the late fall months.” 


WOOL YARNS AND FABRICS 


Heretofore, manufacturers of wool yarns and fabrics had the option of estab- 
lishing ceiling prices for their products under the General Ceiling Price Regulation, 
Ceiling Price Regulation 18, or Ceiling Price Regulation 18, Revision 1. Suspen- 
sion of ceilings established by these regulations will be effected by issuance of 
General Overriding Regulation 4, Revision 1, Amendment 1; Ceiling Price 
Regulation 18, Revision 1, Amendment 5, and Ceiling Price Regulation 18, 
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Amendment 2. These three orders provide that the suspension will be terminated 
when the price of a futures contract for the nearby month as published by the 
Woo! Associates of the New York Cotton Exchange reaches $2.36 for wool or 
$3.07 for wool top, or when the Bureau of Labor Statistics Wholesale Price Index 
for broadwoven wool fabrics hits 131.4. 

(As of May 15, wool futures were quoted at $1.44 a pound and wool top at 
$1.8314 a pound. The latest available BLS index for broadwoven wool fabrics 
is 115.9.) 

Sales made in the Territories and possessions of the United States are excepted. 
The suspension does not include soft surface floor coverings. 

Mr. Arnall pointed out today that during the last 6 months of 1951, and up to 
the present time, prices of the great majority of woolen and worsted yarns and 
fabrics have steadily declined, largely as a result of the substantial decline of raw 
wool prices during this period, and partly as a result of the decreased demand for 
textile products in general. 

“The great variety of blends used by the woolen and worsted industry, and the 
lack of uniform constructions, particularly in apparel yarns and fabrics, make 
difficult the expression of relative market conditions in other than general terms,”’ 
he added. ‘‘However, in March 1952, prices of wool apparel fabrics generally 
were more than 20 pereent below 1951 peak price levels existing in June 1951. 
Since that time, some further reductions are reported to have been made by leading 
producers of yarns and fabrics with respect to goods offered for delivery in August 
and September of 1952.’’ 

While wool and wool top prices generally move in the same manner, top, a 
semimanufactured product, has in some instances reacted more quickly to infla- 
tionary pressures arising out of an increased spot demand for yarns and fabrics. 
Therefore, the price of top, as well as the price of wool, will be used as one of the 
points at which this suspension will be terminated. Mr. Arnall said if wool 
futures reach $2.36 or if wool top futures reach $3.07, he will not only terminate 
this suspension but also the suspension of CPR 35, revision 1—the wool regulation. 


SYNTHETIC AND SILK YARNS AND FABRICS 


The following commodities, when sold by the manufacturer (including the 
converter), are suspended from price control by GOR 4, revision 1, amendment 1: 

Processed synthetic and silk yarns, synthetic fabries (except synthetic tire 
fabrics which are selling at their peak level), silk fabrics and certain fabrics and 
yarns which are composed of textile fibers. Both greige (fabrics in untreated 
condition just as they come from the loom, prior to bleaching, dyeing, or other 
finishing) and finished products are included in the suspension. 

Mr. Arnall announced that a group of representative rayon greige fabries has 
been selected to form a composite index for use in deciding when to terminate 
today’s suspension on all synthetic and silk textiles. If this index reaches 85 
percent of the peak prices of 1951, controls will be reinstated. Based on current 
prices, this index will have to rise 32 percent to reach the recontrol point, according 
to OPS officials. 

In addition, the director will terminate this suspension for individual fabries or 
groups of fabries where prices for such fabries or groups of fabrics have risen out 
of proportion to prices of other fabrics and such action is deemed necessary in the 
interest of the stabilization program. 

The Price Administrator explained that because of the interchangeability of 
many‘’of the fabrics and yarns involved in this suspension action, they usually 
experience approximately the same price movements. Therefore, he said, the 
index developed for representative ravon greige fabrics may normally be expected 
to reflect the price movements of all the synthetic and silk yarns and fabrics 
affected by this suspension order. 

Price agency officials said current prices of ravon, acetate, and nylon fabrics 
sold in the griege are markedly below ceiling prices. For example, representative 
acetate taffetas are today selling from 33 to 39 percent below their 1951 peak; 
representative nylon fabrie prices range from 26 to 43 percent below the 1951 
peak. Moreover, according to these officials, the present condition of supply and 
demand makes a rapid or significant rise in the prices of these fabrics unlikely in 
the near future. 

COTTON YARNS AND FABRICS 


Cotton textile manufacturers couid heretofore price under CPR. 37, issued 
May 16, 1951, or the GCPR. These price ceilings are suspended by GOR 4, 
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revision 1, amendment 1, and CPR 37, amendment 5, which Mr Arnall announced 
today. 

A group of representative constructions of cotton fabrics has been selected by 
OPS to form a composite index for use in detcrmining when to terminate suspen- 
sion on cotton textiles. If the index reaches 90 percent of 1951 peak prices, the 
suspension will be terminated and price controls reinstated for all cotton textile 
products. This index represents the average movement of all of the constructions 
Rased on current prices, the average of the prices of all of the constructions will 
have to rise 17.5 percent to reach the recontrol point. 

The Price Administrator observed that not all cotton products have declined 
in price equally far below ceiling. 

“In general,’ he said, “the products that are further below ceilings are those 
usually more volatile in price, while those that are closer to ceiling prices normally 
are not subject to equally wide and rapid fluctuations. It is therefore believed 
that suspension of ceiling prices is presently appropriate for all cotton products 
and that, should suspension have to be terminated, it would probably be necessary 
to terminate it for all cotton products. 

‘Nevertheless, price movements will be closely watched and whenever any 
significant category of yarns or fabries threatens to pierce ceilings, suspensions as 
to the particular group of products will be terminated.” 


{Press release] 


OFFICE OF PRICE STABILIZATION, 
Washington, Monday, May 19, 1952. 
For immediate release, 
FATS AND OILS 


(CPR 6, Amdt. 14—Crude Soybean Oil, Crude Cottonseed Oil, Crude Corn Oil 
and Lard—Rescission of Roll-back of Ceiling Prices) 

The roll-backs of price ceilings on crude soybean oil, crude cottonseed oil, crude 
corn oil and lard, which were suspended on April 28, have been rescinded by OPS. 
The ceilings in effect before the suspension are restored and become the suspended 
ceilings. The action is effective today. 

Price Stabilizer Ellis Arnall said the move is in line with his policy that sus- 
pensions of price ceilings are not to be coupled with adjustment of the suspended 
ceilings, either upward or downward. 

The suspended ceilings on the three vegetable oils and lard, effective April 28, 
were lower than the ceilings previously in effect. These lower ceilings are now 
being rescinded by amendment 14 to Ceiling Price Regulation 6, fats and oils, 
which reestablished the ceilings at this former level. 

Both the restored ceilings and the rescinded ceilings are considerably higher than 
current market prices. 

“The suspension of these ceiling prices was part of a program initiated by the 
Director of Price Stabilization at the beginning of this year to suspend or relax 
price control in areas where market prices are materially below ceilings and there 
is no prospect that these market prices will reach ceiling prices within the fore- 
seeable future,’’? OPS said. 

“On the basis of the experience gained in the execution of this program up to the 
present time, the Director of Price Stabilization has now determined that sus- 
pension of price ceilings should not be coupled with adjustment of those ceilings, 
either upward or downward. 

“In the light of this policy, and taking into account the circumstances affecting 
these three oils and lard, it has been decided to issue the present amendment, 
which restores the ceiling prices of these commodities to their levels prior to the 
issuance of amendment 13.” 

The restored ceilings are for soybean oil, 20% cents per pound, f. o. b. Decatur, 
Tll.; cottonseed oil, 2314 cents a pound (valley basis); and corn oil, 2414 cents a 
pound, f. 0. b. United States mills. 

The rescinded oil ceilings were 1614 cents a pound for soybean oil, f. 0. b. De- 
eatur; 18 cents a pound for cottonseed oil (valley basis), and 19 cents a pound for 
corn oil, f. o. b. United States mulls. 

Since the previous ceilings for lard had been established under the general 
ceiling price regulation and were not uniform, the new ceiling is set at 18 cents a 
pound for loose lard at Chicago (with appropriate differentials). This is 1 cent 
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higher than the rescinded ceiling. OPS said the new amount is representative of 
ceiling prices formerly established for lard processors under GCPR. 

Mr. Arnall announced his intention to reimpose ceiling prices on the three oils 
and lard, if and when their market prices rise to within 2% cents of the suspended 
ceiling prices. 

This recontrol “‘trigger’’ corresponds to that which was provided in amendment 
13 for the rescinded ceilings. 


OrricE oF Prick STABILIZATION, 
Washingion, April 30, 1952. 
For use on receipt. 
THE FACTS ABOUT POTATOES 
Why we have ceilings 

Last January, white potato prices were threatening to go out of sight. 

That was bad news for the average American, for everyone knows the prominent 
place potatoes occupy on the family dinner table. 

White flesh potatoes (that’s what the trade calls them) are, in fact, the most 
important single vegetable in the Nation’s diet. Consumers spend more for them 
than for any other fresh or processed vegetable. Housewives spend more for 
potatoes than for all canned and frozen fruits and vegetables put together. 

Until early fall, 1951, potato prices received by growers were below 100 percent 
of parity, a price calculated to give farmers a fair return for their products in rela- 
tion to the cost of things they buy. As long as that condition existed, there was 
no need for ceilings. 

But the supply of potatoes was growing short. Dealers foresaw a shortage, 
and keen competition for available supplies developed. Prices were pushed up. 
Between October 15, 1951, and January 15, 1952, white potato prices rose sharply. 
In that short time, grower prices jumped from $1.39 to $2.07 a bushel. 

The prices consumers had to pay for this necessary food increased accordingly. 

There was every indication that unless something was done, potato prices would 
continue to rise sharply. 

With the rise in prices to well above 100 percent of parity OPS had the legal 

authority to act. OPS therefore placed dollars-and-cents ceiling prices on pota- 
toes. 
These ceilings had a threefold effect: First, they protected consumers against 
further skyrocketing of prices; second, they allowed reasonable and equitable 
margins for distributors of potatoes; third, the ceilings were set high enough to 
allow growers at least 100 percent of the minimum required by law. 


The potato shortage 

There is little doubt that potato supplies will be extremely short throughout the 
Nation in Mav. This situation could extend well into June before new production 
comes to market in ample amount. 

Some people have jumped to the conclusion that OPS ceilings caused the short- 
age. That is a wrong conclusion. The shortage existed before OPS ceilings were 
imposed. 

tt was the threatened shortage which caused the price rise, and that in turn 
made ceilings necessary. 

The supply of potatoes now on hand was determined during the 1951 planting 
season. When price supports ended with the 1950 crop, growers cut 1951 acreage 
to reduce production below record crops harvested under the support program, 
Bad weather, too, played a part in some areas in reducing both the size and quality 
of the crop. 

A crop of only 325,000,000 bushels developed, compared with a 1940-49 10- 
vear average of 410, 203, 000 bushels. 

In general the U hited States produces three great crops of potatoes annually, 
These are designated as the early crop, from Southern States; the intermediate 
crop from middle States, and the late crop from the northern tier of States. 

Normally, these three crops overlap to assure the Nation an ample year-round 
supply of potatoes. 

The early and intermediate crops are consumed as they come on the market 
during the spring and summer. Most of the late crop which is the largest of the 
three, goes into storage after harvest for use during the winter months and to 
carry us over until the new crop starts to market in the following spring. 

A total crop of 325,000,000 bushels, as developed in 1951, apparently is not 
enough to go around during a year and carry us to the next spring. Storage 
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stocks of potatoes were reduced 50,000,000 bushels from January 1 to March 1, 
1952, or at a rate of 25,000,000 bushels a month. This reduced storage stocks to 
46,260,000 bushels on March 1, or less than a 2-month supply on the basis of 
consumption during January and February. 

With new crop potatoes just starting to market, the shortage is evident. No 
appreciable volume in new potatoes is expected to develop until mid-May. 
Present supplies of ‘‘old’’ or storage potatoes will be used up by that time. 

The present shortage of white potatoes would have developed regardless of 
price controls. 

It is evident that, in view of the current short supply, potato prices would be 
considerably higher if OPS had not imposed ceilings. 

Higher prices now would not make more potatoes available during the next 
few months. Higher prices would, however, place an additional burden on the 
consumer. 

Higher potato prices in turn would have meant a rise in the cost-of-living 
index, which could help to set off an inflationary spiral, to the detriment of the 
grower, handler, and consumer of potatoes. 


Future outlook 

OPS ceilings are at levels sufficiently liberal to encourage growers to increase 
acreage this year. 

There is every encouragement for growers to increase production to prevent a 
repetition of the current supply situation. 

Meanwhile—at least until there is again an ample supply—OPS intends to keep 
potatoes firmly under ceilings. 

Consumer protection 

In times of shortage, there are always some unscrupulous people ready to take 
advantage of such a situation and the public. 

The current potato shortage is no different. There have been some reports of 
shady deals. 

OPS enforcement officers are constantly on the alert to protect legitimate 
handlers and consumers of potatoes against the activities of persons who would 
take advantage of the current shortage. 

Investigations in numerous sections of the country have revealed that the 
short supply is the cause of the present situation. 

Thus far injunctive and treble-damage actions have been sought against a 
dozen potato growers and wholesalers for alleged price ceiling violations and 
tie-in sales, in California, Texas, and Michigan. Investigations are continuing. 


MEMORANDUM FOR Hovus& COMMITTEE ON BANKING AND CuRRENCY, May 27, 
1952 


SPECIAL CONSIDERATION GIVEN BY OPS TO SMALL BUSINESS 


Standards and policies affecting small business, drafted by a committee com- 
prised of representatives of each of the major OPS operating divisions, were 
approved by the Director on August 1, 1951, and are as follows: 


1. Statement of policy 


The Office of Price Stabilization is keenly aware of the many problems confront- 
ing the operators of small-business enterprises and has adopted the following 
basic policy to aid in the achievement of the objectives of economic stabilization, 
and to provide adequate safeguards for the interests of small business. 

The special problems of small business will continue to be reflected to the fullest 
possible extent in the basic pricing policies and techniques embodied in the regula- 
tions. If smallness has traditionally justified higher prices, as in the case of 
retail food stores, this will be recognized in the regulations. If simpler pricing 
methods can be devised for small businesses with limited clerical facilities, this 
will be done. But in many cases, perhaps most, a double pricing system for large 
and small business can neither be devised nor justified. When this is true, special 
concern for small business must take the form of writing regulations in the sim- 
lest language, with an adequate comprehension of small-business problems, of 

elping the small-business man understand and comply with them, and of reduc- 
ing to a bare minimum the clerical burdens imposed. Appropriate care shall be 
taken in writing all regulations that, insofar as possible, reports required will be 
kept to a minimum, and records required shall not be more onerous than the 
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records usually kept in an establishment the size and nature of the business 
affected. 

All industry advisory committees appointed shall continue to have fair repre- 
sentation of independent small business. To assure availability of full informa- 
tion and prompt handling for small business of matters under the cognizance of 
the Office of Price Stabilization, a senior official of each OPS regional and district 
office will be assigned specific responsibility for handling the problems of small 
business. 

To assure continuous consideration of problems relating to small business, there 
is established in the Director’s Office the position of Assistant for Small Business 
and an intra-agency Small Business Affairs Advisory Committee composed of 
senior officials of each major organizational segment of the agency. 


2. Standards for drafting price regulations 

(a) Special problems of small business will continue to be reflected to the fullest 
possible extent in the basic pricing policies and techniques embodied in the 
regulations. 

(b) If smallness has traditionally justified higher prices, as in the case of retail 
food stores, this is to be recognized in price regulations. 

(c) Whenever practicable, simpler pricing methods will be devised for small 
businesses with limited clerical facilities. 

(d) Special concern for small business will be taken in the form of writing regula- 
tions in the simplest language so that the small-business man may understand 
and comply with them. 

(e) Appropriate care shall be taken in writing all regulations that insofar as 
possible reports required will be kept to a minimum, and records required shall 
not be more onerous than the records usually kept in an establishment the size 
and nature of the business affected. 

(f) Insofar as is practicable, selected geographical areas will be used for a non- 
publicized test of proposed regulations which will particularly affect that area with 
particular concern for small-business operations. 


FIELD OFFICES 


Small-business affairs representatives were appointed by the respective regional 
and district directors in each of the regional and district offices. 

The field staff now consists of 103 regional and district representatives. Under 
a policy enunciated by the director, the function of representative is maintained 
by a senior official in each office. This staff has proven adequate and effective. 
No need has arisen for full-time employees. 

Small-business representatives have made themselves available to local cham- 
bers of commerce, trade associations, and all other groups interested in the affairs 
of small business. They have conducted innumerable small-business clinics, 
spoken to interested groups and appeared on radio and television programs, 
Numerous indications have marked the value of this endeavor. 


PUBLICATIONS 


A Guide for Small Business Representatives, and a set of simplified instructions, 
were sent to all small-business field representatives. This guide contained the 
following information: 

1, The names and addresses of all small-business representatives. 

2. A statement of OPS small-business policy. 

3. Instructions as to how to direct an inquiry, and how to obtain information 
normally required for adjustment procedures under regulations. 

4. A statement of the responsibility of the small-business man in aiding in the 
fight against inflation. 

Every instruction on small business which has emanated from OPS has re- 
iterated that OPS district offices are the points of contact for small-business 
problems, and that only when these normal channels are exhausted may a case be 
referred to a small-business representative in the regional or national office. 

Small business pamphlet—A pamphlet for distribution to the general public 
and to small business has been prepared and is now being printed. It is expected 
that this pamphlet will be released during the week of June 2, 1952, to all interested 
organizations and field offices in sufficient quantities to care for their local needs, 
Directions to the small-business representative in each district office are found in 
this pamphlet. 

Special news releases.—The Information Division is at present preparing a 
series of special articles on small-business activities of OPS for release at national 
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and local level. These articles will accentuate the attention small business has 
received and is receiving throughout the Office of Price Stabilization and how 
small business can aid in the fight against inflation. 


REPORTS 


Quarterly reports are received regularly from the regional and district small 
business representatives and are used: 

1. As a guide to the commodity divisions of the national office. All reports are 
briefed and sent to each branch with a request for action. 

2. As a source of suggested recommendations for the revising and simplifying 
of regulations and expediting of changes in them. 

3. For a study by the committee and as a basis for recommendations for action 
to the Director. 

Reports are filed by the small-business representative of the district office on 
special cases that need national office action from time to time. Results are 
obtained and teletyped back to the respective office. 

Small-business representatives of field offices are requested from time to time 
to make reports on special cases in their districts that can best be handled in the 
field by the national office. 


SMALL’BUSINESS ACTIONS CONTEMPLATED 


1. A new regulation is under study by the Office of Price Operations in an effort 
to bring small rural general stores, now subject to multiple regulations, under one 
simplified regulation. 

2. The Intra-Ageney Small Business Committee is reviewing existing small 
business standards and policies issued on August 1, 1951. 

3. A review of all existing regulations to be carried out by various field offices 
is under consideration by the Intra-Agency Smell Business Committee. 

4. Suspension of controls action will be taken after due consideration has been 
given to the particular needs and requirements of small business. 


NOTEWORTHY SMALL-BUSINESS ACTIONS COMPLETED BY THE AGENCY 


1. Ceiling Price Regulation 7 allows a retailer with a volume of less than 
$60,000 to elect to price under a specific regulation or the General Ceiling Price 
Regulation. 

2. Smaill-business exemptions in CPR 22 and CPR 30 allow the small manu- 
facturer doing an annual business of less than $250,000 to price under CPR 22 
and CPR 30 or to stay under the General Ceiling Price Regulation if they so elect. 

3. SR 18 to CPR 22, issued November 26, 1951, provides a simplified method 
for making adjustments under the so-called Capehart amendment for manu- 
facturers with net annual sales of less than $1,000,000 who wish to use the CPR 22 
formula, This can be handled et field office level. 

4. General Overriding Regulation 20 which was issued on November 28, 
1951, allows small manufacturers, doing an annual] business of less than $250,000, 
to take advantage of the Capehart amendment by means of a simple over-all 
method. This can now be handled at field-office level. 

5. The nickel anode regulation was issued on April 21, 1952. The Senate Small 
Business Committee was particularly interested in this regulation and carried out a 
campaign for several weeks in its weeklv bulletin calling for its issuance. 

6. The steel resellers regulation, CPR 98, issued November 29, 1951, was 
consistently followed by the Assistant to the Director for Small Business through 
each step of its preparation. This helped to break the gray market in steel. 


OrricE oF Prick STABILIZATION, 
Washington 25, D. C., May 27, 1952. 


MEMORANDUM FOR HOUSE COMMITTEE ON BANKING AND CURRENCY OF COMMENTS 
ON TESTIMONY BY MR. COSTLEY OF THE NATIONAL AUTOMOBILE DEALERS 
ASSOCIATION 


The National Automobile Dealers Association has levelled a series of charges 
at the OPS regulations which deserve point by point answers. These charges 
were made without the submission of supporting evidence, were contradictory, 
and were in conflict with the facts. In general, the charges represent a protest 
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against any and all attempts to limit the inflation which the extensive defense 
program inevitably tends to generate. 

It was first argued by the NADA that the demand for cars is so weak that no 
ceiling price need be maintained. It was next argued that OPS is holding down 
car prices and thereby cutting the dealers’ profit margins to unreasonably low 
levels. If OPS is holding down car prices, as charged, certainly the market is not 
so soft as to justify the dealers’ demands for abolition of price controls. The 
inconsistency of these statements reflects the general inaccuracy of NADA’s 
charges. 

NADA has stated that used ears are selling below ceiling prices and that there- 
fore price controls should be abolished. In evaluating this observation, it is 
relevant to note that used car prices were frozen at a time when they were ex- 
tremely high, namely January 26, 1951. These ceilings have been reduced by 
2 percent each quarter to allow for the depreciation that takes place in used cars. 
Since this rate of reduction is somewhat low and the original ceiling prices were 
relatively high, today’s ceiling prices are quite high. Despite this situation, the 
current market prices for used cars, as shown in the NADA and National Used 
Car Market Guide Books, are on the average less than 5 percent below their ceiling 
prices. Thisindicates the relatively high prices of used cars today. Furthermore, 
many used cars are at ceiling while those not vet at ceiling have been moving up 
toward their ceiling prices. In view of these facts it does not appear to be in the 
interests of economic stabilization to suspend price controls on used cars at this time. 

It was said that production will be high enough this vear to make price controls 
unnecessary. However, a careful analysis of the major economic factors which 
influence car prices presents quite a different picture. Under present NPA 
allotments, car production will be down 14 percent from 1951, and 32 percent 
from 1950. At the same time, the Federal Reserve has estimated that disposable 
personal income will be greater in 1952 than it was in either of the past 2 years. 
Furthermore, dealers’ inventories of new cars have declined from 10.6 per dealer 
on May 1, 1951, to 7.8 on May 1, 1952, or more than 26 pereent.! The average 
age of cars on the road in 1950 was 7.8 years as compared to 5.5 years in 1941 
and this is adding to the demand for new cars.2. The recent elimination by the 
Federal Reserve of credit controls on purchases of cars has further broadened the 
upward pressure on prices in this industry. Should an increase in international 
tensions or domestie spending take place this year, the very great weight of the 
inflationary pressures could easily tip the present delicate balance between supply 
and demand forces in favor of sharply rising prices. Since there can be no cer- 
tainty that such eventualities will not become realities, it seems manifestly clear 
that ceiling prices on cars should not be suspended at this time. 

While it is true that OPS is limiting the increases in car prices, it is not true that 
the agency has cut the dealers’ margins unreasonably. In accordance with the 
Defense Production Act, dealers’ margins today are generally in line with those 
they had in effect in June 1950, with the exception of the reduction in margin 
that occurred on March 2, 1951, when the wholesale ceiling prices of cars were 
raised by 3% percent. Dealers, at that time, were not permitted to raise their 
retail prices by 34 percent, but were permitted to increase them by the dollar and ° 
cents amount that factory prices were increased. This resulted in a reduction of 
about 1.1 percent in the dealers’ customary mark-up. This dollar-and-cents pass- 
through occurred prior to the passage of the Herlong amendment, which stated 
that hereafter no reductions in the dealers margins were to be permitted. There- 
fore, this pass-through was not a violation of the Herlong amendment. Since the 
factory prices of the cars have been increased on the average by over 14 percent 
the dealers are receiving a mark-up on the higher cost of cars and, as a result, their 
gross margins have increased on the average by about $50 per car since June 1950. 
and are at an all-time peak. 

The NADA stated that the elimination of Regulation W by the Federal Re- 
serve was another reason why price controls are no longer necessary. It should 
be pointed out that one of the purposes of the elimination of Regulation W was to 
stimulate the demand for cars, and that such a stimulation of demand would tend, 
of course, to increase the inflationary pressures in the new car field. Since credit 
curbs have been suspended, it is all the more necessary to maintain ceilings on 
automobile prices. 

The NADA has also complained that OPS rolled back some dealers’ customary 
charges. This complaint appears to be in reference to the dealers’ preparation 
and conditioning charge which, in no case, is to exceed 5 percent of the retail price 





1 Automotive News, Mav 19, 1952, p. 
2 Automobile Facts and Figures, pe Oe Manufacturers Association 1951, p. 19. 
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of the car. The car dealers’ industry advisory committee recommended that 
dealers be permitted to levy a charge equal to, but not exceeding 5 percent of the 
retail price of the car. It was recognized by the industry advisory committee 
that some dealers had charges that exceeded 5 percent, but it was the consensus 
of opinion that 5 percent was a fair return for the services rendered. The agency 
has permitted each dealer to use his actual pre-Korean charge insofar as it was 
related to preparing the car for delivery, and as long as it did not exceed 5 percent 
of the car’s retail price. 

In a survey made of all car dealers in the United States, the dealers’ own reports 
show that their preparation and conditioning charge averaged less than 3 percent 
of the retail price of the car. In very few cases did the charge exceed 5 percent. 
Therefore, to have permitted all dealers to charge 5 percent, as was requested, 
would have amounted to a very substantial and unwarranted roll-forward of 
charges, whereas permitting dealers to use their actual charges, with the 5-percent 
limitation, proved to have been generally fair and equitable in view of the results 
of the survey. 

The dealers have stated that OPS is trying to control profits instead of prices. 
Any attempts to check inflation will inevitably have some effect on profits because 
of the very nature of a program of economic stabilization. However, OPS has 
carefully directed its efforts at checking inflation, and has not used the dealer's 
level of profits to determine what prices that particular dealer may charge. 
Profits depend primarily on the demand for cars, the number of cars dealers have 
to sell, and the allowances they grant on trade-ins. Since OPS has not tried to 
control any of these three factors, with the exception of requiring reasonable 
allowances on trade-ins, it cannot be fairly said that the Agency is primarily 
interested in controlling profits rather than prices. The Agency is interested solely 
in price stabilization and to that end it is attempting to prevent inequitable 
increases in dealer mark-ups. 

It was charged that under OPS regulations dealers’ operating profits, before 
taxes, dropped to 1.9 percent of sales in the first quarter of 1952. his is a 
misleading statement because first quarter profits are normally low due to model 
change-overs, and the decline in demand for both new and used cars during the 
winter months. The entire year of 1951 is a better criterion of dealer prosperity 
because automobiles were subject to price controls throughout the year and there 
were no distorting seasonal factors. These same controls are still in effeet, with 
the only exception that dollars-and-cents mark-ups are now higher due to the 
higher manufacturers’ prices. In 1951, net profits before taxes were 4.9 percent 
of sales. This compares very favorably with profit experience in a normal market. 

The NADA has charged that OPS is imposing uniform charges, prices and 
practices on the car dealers, and is thereby eliminating competition. The uni- 
form practices that have been imposed upon the industry are ones which were 
customarily followed by the bulk of the industry and ones which are necessary 
to the program of economic stabilization. While ceilings have been set. on prices 
and charges, dealers are completely free to charge less than ceilings, and thereby 
compete with each other if they so choose. Also, they may try to market. their 
cars more vigorously, try to improve customer relations, or take any other steps 
that are felt desirable to improve their competitive position in the community. 
It cannot be accurately charged, therefore, that dealers cannot compete with each 
other today because of OPS regulations. Furthermore, Mr. Costley himself 
argued that dealers are competing vigorously, and stated to this committee, 
“competition, the real price stabilizer, is at work in our industry.”’ 

The dealers have stated they do not know what the term “preparation and condi- 
tioning” means, and that the term “delivery and bandling’’ should have been used. 
In a very extensive study made by the Federal Trade Commission concerning the 
practices in the automotive industry, the term “preparation and conditioning 
charge” was used. This study indicated to OPS that the term was understood by 
the industry. Secondly, the term has been used in OPS regulations since March 2, 
1951. At no time during the three subsequent meetings of the industry advisory 
committee was there any objection to the term. Thirdly, in a recent survey of all 
the car dealers in the country, they stated what their preparation and conditioning 
charges were, thus indicating they understood the term. 

The NADA has charged that the regulations affecting car dealers were drafted 
by people who are wholly unfamiliar with the industry. The men who were 
responsible for the drafting of the regulation have spent many years in all phases 
of the automotive field, including the manufacturing and retailing sections of the 


3’ Minutes of the first and second meetings of the Retail Motor Vehicle Industry Advisory Committee 
May 3, 1951, and September 13, 14, 1951. 
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industry. These men were unanimously praised by all the members of the in- 
dustry advisory committee for “the understanding manner in which the meeting 
had been conducted and for the many courtesies shown them. They expressed 
their appreciation for the sympathetic consideration which the OPS officials had 
given them in attempting to resolve their industry problems.”’ 4 

The NADA stated that the recommendations of the industry advisory com- 
mittee were not incorporated into the regulations which affect car dealers. A 
comparison of the minutes of these meetings with the Automotive Branch shows 
that the industry advisory committee’s recommendations were incorporated into 
the regulation to the fullest extent possible. In some cases, for administrative 
or legal reasons, the Branch was required to substitute its recommendations for 
those by the industry advisory committee. It is, of course, not mandatory, nor 
would it be proper that every recommendation of the committee be incorporated 
into OPS regulations. However, the following are some of the committee’s 
recommendations that were incorporated into the regulation: 

(a) The classification of ‘“‘demonstrators” as new cars. 

(b) The rounding of used car ceiling prices to the nearest $5. 

(c) The averaging of guidebook prices for used cars. 

(d) Depreciating ceiling prices on used cars by 2 percent each quarter. 

(e) The prohibition against requiring purchasers of cars to finance through the 
dealer. 

(f) The method of determining transportation charges. 

The charge has been made that OPS failed to call a sufficient number of industry 
advisory committee meetings. The records show that three such meetings were 
called, one of which was a subcommittee meeting. Industry often takes the 
initiative in calling such meetings and, indeed, is responsible for requesting a 
meeting whenever it feels that there are certain pricing problems which require 
action by this agency. Not only have no such requests been denied by the Auto- 
motive Branch but none have been received except for the three meetings which 
were held. It seems apparent, therefore, that the dealers have been given as 
much of a hearing as they wished to have. 

The foregoing specific analvsis of each of the charges against OPS shows all 
of them to be without foundation and without supporting evidence. The charges 
contradict each other, and contain no constructive suggestions. It appears that 
the industry is demanding nothing other than unreasonable inereases in its 
profit margins, over and above those enjoyed prior to the Korean war. This 
Ageney wants very much to work closely with the automobile dealers and to 
cooperate with them in every way. We need the constructive suggestions of 
the dealers and we appreciate all the time and help that representatives of the 
industry have given us in the past. It is recognized that this industry is com- 
posed of tens of thousands of small-business men who occupy important civic 
and economie positions in their communities. This Agency regrets the criticisms 
leveled at it which have arisen out of misunderstanding of the importance of 
economic stabilization during this period of build-up of our defense program. 
The Ageney will continue, however, to try to remedy promptly all the legitimate 
complaints of car dealers and to provide the dealers with clear, workable and 
fair regulations. 


MEMORANDUM FOR Housk CoMMITTEE ON BANKING AND CuRRENCY, May 27, 1952 
RETAIL COAL CEILING PRICE REGULATION 


On May 7, 1952, Mr. John Schreiber, secretary of the Eastern States Retail 
Solid Fuel Conference, criticized before your committee the position of the Office 
of Price Stabilization on the applicability of the Herlong amendment to retail coal 
dealers. He objected that OPS was not giving retail coal dealers the benefit of 
the Herlong amendment, and further, that we did not have an automatic pass- 
through of freight increases for retail coal dealers whereas we had such a pass- 
through for fuel oil dealers. 

This witness offered similar testimony during the hearings held by the Senate 
Banking and Currency Committee. However, the American Retail Coal Associa- 
tion, a large group with members throughout the country, criticized the position 
taken by the eastern group and supported the OPS position. 


4 Minutes of the Second Industry Advisory Meeting, September 13 and 14, 1951, p. 7. 
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This matter was the subject of a letter from Mr. Ellis Arnall to Senator May- 
bank, chairman of the Senate Banking and Currency Committee (Senate hearings, 
pt. 2, p. 1269). As stated therein, the hearings and debates on the Herlong 
amendment indicate that its principal objective was to preserve historical mark-ups 
and pricing practices for wholesalers and retailers. Testimony had indicated ‘‘need 
for maintenance of the May-June 1950 margins of profit to retailers operating on a 
percentage discount or mark-up basis” (report of Senate Banking and Currency 
Committee, 8. Rept. 470, 82d Cong., Ist sess., p. 15). 

Although Mr. Schreiber states that it is an open question as to whether coal 
retailers industry-wide are today on a fixed dollars-and-cents margin or on a 
percentage mark-up, we have not received any substantial information to support 
the view that the industry as a whole is on a percentage mark-up basis. On the 
contrary, the information which we have been able to secure clearly indicates that 
generally retail dealers have customarily used a dollars-and-cents mark-up (though 
not a fixed dollars-and-cents mark-up). 

If percentage margins were guaranteed to sellers who customarily used dollars- 
and-cents mark-ups rather than percentage mark-ups, the result would be not 
to maintain historical pricing practices but to create new pricing practices. Such 
a result would be contrary to the language of the Herlong amendment and the 
objectives which the Congress sought to achieve. 

To take a specific example, suppose that retailers of a particular commodity 
have customarily added a mark-up of $1 per unit, regardless of whether the unit 
cost $5, $10, or $20. This group of distributors has thus faced very sharp price 
fluctuations before, and customarily used a fixed dollars-and-cents margin rather 
than a percentage margin in setting the sales price. Such a pricing practice 
generally is true where the prices of the commodities dealt in, fluctuate much 
more sharply than operating costs. To allow this group now a percentage mark-up 
over cost would not only have the effect of requiring the creation of a new pricing 
practice, but it would provide a windfall to distributors whose commodity costs 
had increased after Korea. For example, suppose the cost of a commodity had 
risen to four times its pre-Korean level. If distributors of this commodity who 
have customarily used a dollars-and-cents margin were now to be given a percent- 
age margin in fixing a sales price they would get four times the dollars-and-cents 
margin which they received before Korea. This would be a fantastic increase, one 
which is neither required by the Herlong amendment nor by considerations of 
fairness and equity. 

The American Retail Coal Association agrees with our position on this question. 
On March 19, 1952, B. E. Urheim, executive secretary, sent the following telegram 
to Senator Maybank: 

“The American Retail Coal Association represents retailers of coal in 27 States 
outside of the anthracite-burning territory. The statement of John Schreiber 
before your committee as it relates to the application of the Herlong amendment 
to the retail coal industry has come to our attention. Our organization and the 
retail coal merchants in the 27 States we represent take a position directly oppo- 
site and contrary to that expressed by Mr. Schreiber. Retail coal has always 
historically been sold upon the basis of dollars-and-cents mark-ups. It is imprac- 
ticable if not impossible to apply percentage mark-ups to coal sold at retail for 
the reason that every variation in mine prices either up or down would require 
a corresponding adjustment in retail margins and prices. The retail coal industry 
is in a depressed financial condition and is in need of OPS consideration for relief 
to compensate for increased labor costs but it would not obtain such relief by 
application of the Herlong amendment and in fact to apply it in the area we 
represent would have the immediate effect of cutting rather than raising retail 
margins and would spell immediate disaster for our industry. It is our opinion 
that the OPS interpretation of the applicability of the Herlong amendment to 
the retail coal industry is correct and realistic and our organization supports the 
statement on this subject to be given your committee by Ellis Arnall, Director 
of OPS, in your committee session the afternoon of Wednesday, March 19.” 

As to the second point, the Office of Price Stabilization issued on May 19 an 
amendment giving retail coal dealers an automatic pass-through of freight in- 
creases. This order is amendment 6 to supplementary regulation 2, revision 1, 
and will become effective May 24, 1952. 

A survey of the retail solid fuels industry is now being made to determine 
to what extent, if any, it is entitled to relief under the industry earnings standard. 
It is expected that the results of this survey will be known within a few weeks. 
Information thus far received indicates that some relief may be justified. Until 
further information has been received and analyzed, however, no ceiling price 
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increases for the industry as a whole would seem to be permissible under the 
present OPS policy. 





MEMORANDUM OF May 27, 1952, ro House CoMMITrER ON BANKING AND CuR- 
RENCY, ON VALipiry oF Reta. Prick Data Usrep spy GOVERNOR ARNALL 


In his statement before the committee on May 16, former Senator Francis 
Myers, representing the National Foundation for Consumer Credit, indicated 
that the data from the Consumers’ Price Index of the Bureau of Labor Statistics 
understated the extent of softness, particularly in the field of housefurnishings 
This was so, it was alleged, because the price quotations represented list prices, 
rather than actual transaction prices, 

A similar statement, with respect to wholesale furniture prices, was made by 
the representative of the National Retail Furniture Association. 

These allegations have been carefully checked with the Bureau of Labor Statis- 
ties and they cannet be supported in fact. The pricing methods used in the 
price indexes of the Bureau of Labor Statistics are designed to reflect changes in 
average transaction prices from month to month, for goods of comparable quality. 
In measuring these changes the Bureau takes account of “‘sale prices,’ ‘“‘promo- 
tional prices,’’ and other price-making practices used in the market, insofar as 
these can be identified and measured. In pricing for the Consumers’ Price Index, 
the Bureau takes advantage of the widespread prevalence of the ‘“‘one-price”’ 
system, that is, the practice followed by most retailers of selling goods at the same 
price to ail customers. Thus, by recording the marked “price tay’’ prices, the 
Bureau’s reports are able to reflect nearly the prices at which the goods are 
actually sold. 

Where special prices are in effect for only a short time or apply to goods of 
nonstandard quality, which sometimes happens in sales of clothing; or where 
the actual selling price is different for each buyer—for example, when a trade-in 
is involved—the prices used in the index are not exactly the same as the average 
transaction prices. Under these circumstances, the parts of the Consumers’ 
Price Index most affected by such practices—notably the apparel, housefurnish- 
ings, and automobile indexes—somewhat understate the increase of prices when 
they are rising and somewhat understate the decline when prices are falling. 
The parts of the index most affected have altogether less than one-fourth of the 
total weight of the index, so that the effect on the total Consumers’ Price Index 
is correspondingly small. 

Clearly, there is no way whereby the transaction price can be adjusted to allow 
for a trade-in. While the index does reflect sale prices, special sales—inciuding 
odd lots, clearances, 1-day sales, and a number of other promotional events— 
are ruled out if just a fortunate few consumers benefit from them. The objective 
is to obtain the average transaction price and sales are included only when the 
item is available for sale in the usual assortment, and when the item has been 
or is expected to be on sale at that price for 2 weeks (in the case of foods, 1 
week). 

Data on consumers’ prices of the Bureau of Labor Statistics are standard in 
their field and used in the calculation of wage and salary increases and generally 
in all studies of cost-of-living trends. In fact, had the Office of Price Stabiliza- 
tion chosen to use other data, including that available from trade sources, not 
only would it have been impossible to reduce these data to any common denomi- 
nator of collection and concept but we would have been failing to use the statis- 
tical series that has the widest acceptance for validity and objectivity available 
to us. 





Cremninc Prick REGULATIONS FOR FRESH FRUITS AND VEGETABLES ARE 
WoRKABLE 


There has been some testimony that it is impossible to have workable ceiling 
price regulations on fresh fruits and vegetables. Actually, the OPA had effective, 
enforeeable and fair ceiling price regulations in effect for several years. Here is 
what the industry at the meeting of the Fresh Apricot, Sweet Cherry, Plum, and 
Fresh Prune Industry Advisory Committee held on April 16, 1952, stated on 
MPR 426, the applicable OPA fresh fruit and vegetable regulation: 

“Committee members generally were of the opinion that MPR 426 would be a 
satisfactory framework for a possible regulation for the industry. Some members 
pointed out that the order had been workable for the industry during World 
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War II and that it should be applicable again now. One member said the OPA 
regulation was developed very painstakingly, and represents an enormous amount 
of work. MPR 426 was the result of considerable experience, both Government 
and industry, and in addition it has had the benefit of practical operation for a 
number of years, members said. Under it, grower-shippers and distributors 
were able to operate. The wording, however, should be studied carefully in 
order to have a regulation which would be applicable to conditions today.”’ 





OFFICE OF PRICE STABILIZATION, 
Washington, Thursday, May 29, 1952. 


Advance release for use in morning papers 


RETAIL GROCERY CEILING PRICES 


(CPR 15, Amdt. 14—Increases in Certain Markups) 
(CPR 16, Amdt. 14—Increases in Certain Markups) 

Director Ellis Arnall of the Office of Price Stabilization today announced 
increases in the percentage mark-ups which retail grocers may add to their net 
costs in determining ceiling prices for a selected list of dry grocery products. 

Mr. Arnall acted on the basis of data which showed that 1951 earnings of food 
chains and supermarkets were below the OPS industry earnings standard, or less 
than 85 percent of the average of earnings in the best 3 of the 4 years 1946-49, 
before taxes and adjusted for changes in net worth. 

It is OPS poliey to grant. price relief to an industry when it appears that ceiling 
prices have caused earnings to drop below the earnings standard. 

Mr. Arnall estimated the effect of the mark-up adjustments would be to in- 
crease the $31.6 billion annual gross sales of retail grocery stores by approximately 
$100,000,000. 

Translated into terms of the family budget, this would be an average increase 
of from 3 to 7 cents a week for the Nation’s 45,000,000 families. 

Although the information on earnings was obtained only from large chain 
stores and supermarkets (group 3 and 4 stores) mark-ups of group 1 and 2 stores 
(small independents) are also being adjusted to prevent price distortions between 
groups and to continue reasonable price relationships between the mark-ups for 
all groups. 

The adjustments are granted by amendment 14 to CPR 15, which covers group 
3 and 4 stores, and amendment 14 to CPR 16, which covers group 1 and 2 stores. 
The amendments become effective June 2, 1952. 

OPS said the group 3 and 4 mark-up increases are designed to increase the over- 
all realized mark-up over cost for these stores by approximately | percent. 

Mr. Arnall said the new mark-ups will result in an increase in the price of some 
grocery items bearing on the cost of living. 

‘However,’ he added, ‘‘the earnings data which OPS has obtained makes 4 
clear and unequivocal showing that the chains and supermarkets have suffered 
such a decline in their net earnings before taxes that it would not be fair and 
equitable to require them to continue using the old mark-ups.”’ 

The OPS Director emphasized that the increase in mark-ups is an interim step 
and will be reexamined in the light of results of Nation-wide surveys of food mar- 
gins and earnings, now under way. 

“Tf downward or upward adjustments are warranted on the basis of the results 
of the survey, they will be made,’? Mr. Arnall said. 

The food margin survey, scheduled to be completed in late June, was under- 
taken to determine bow mark-ups originally used by OPS compared with those 
used by retailers in the period before Korea. The survey is one of the most com- 
prehensive of its kind ever undertaken. 

The higher mark-ups announced by Mr. Arnall will apply to the following 
grocery items: 

Breakfast cereals; coffee concentrates, but not coffee; cookies, toast and crumbs, 
but not crackers; processed fish, except salmon and tuna; 5-pound or less container 
sizes of flour, but not other sizes; frozen foods, except frozen juices; canned fruits 
and berries, except fruit cocktail, pineapple, peaches and pears; jams, jellies, 
preserves and honey; canned meat, except luncheon meat; oleomargarine; pickles 
and relishes; canned vegetables and vegetable juices, except corn, green beans, 
peas, tomatoes and tomato juice; vinegar, and cheese. 
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Explaining why they were selected for mark-up adjustments, Mr. Arnall said: 

“OPS regards the industry earnings standard very seriously. If an industry 
is entitled to relief under that standard, it will get it. If, measured by the 
standard, no relief is called for, then an increase will be denied. 

“In the present case, information available to us suggests a need for price relief. 
We have therefore made an honest effort to put food retailers in position to realize 
returns that meet the industry earnings standard. We have not provided a mere 
paper increase. 

“To give real relief, we had to choose those products on which it is believed 
retailers can obtain higher mark-ups than those that have been permitted. 

“Tf we had selected a product on which retailers could not realize a higher 
mark-up it would have been meaningless, insofar as enabling food retailers to meet 
the earnings standard is concerned.”’ 

Increased earnings retailers will realize on products with the higher mark-ups, 
Mr. Arnall emphasized, will depend upon the “effectiveness”? of the new mark- 
ups—the ability of grocers to obtain them under competitive conditions. 

In computing the adjustments, the Director said OPS recognized that ‘‘some 
of the individual items will not bring the authorized ceilings.’’ 

“In determining the extent to which the adjusted mark-ups will probably be 
applied,” he added, ‘‘we used the estimates of OPS consultants and industry 
representatives. 

‘““At the same time, however, we gave recognition to the real possibility, in view 
of unsettled international conditions, that there may be a sudden tightening on 
retail food prices in the future. 

“Any significant change in international conditions could result in a greater 
application of the mark-ups than is now estimated.” 

Mr. Arnall said it was the ageney’s judgment that the new mark-ups meet the 
requirements of the Herlong amendment to the Defense Production Act. This 
amendment requires OPS to give retailers and wholesalers the customary per- 
centage mark-ups over cost they had during the month immediately before the 
outbreak of hostilities in Korea. 

The adjustments are being made by splitting certain food categories into two 
groups with a higher mark-up provided for one of the groups, and providing 
slightly higher mark-ups for some other categories. 

Changes in the group 1 and 2 store mark-ups are not quite so extensive as those 
for the group 8 and 4 stores. 

The following table compares the new mark-ups with the old ones for food items 
where adjustments are being made: 


' . fis Po 
Group | Group 2 | Group3 | Group 4 
retailer retailer | retailer | retailer 


Food commodity oi We toe ‘ie SSE EAS het Se) ae 
| l 


New, Old New| Old | New Old | New| Old 


20 
16 
30 | 


Breakfast cere? |s_ - ; altar poe 3 y 2% 22 
Coffee concent: ates (new cate zory) - ._- nee 
Cookies, toast, and crumbs (¢xcluding crackers) - 
Processed fish (excluding tuna and salmon) 

Flour (5-pound package or less) 

Frozen foods (except juices) - 

Canned fruits, ete... 

Jams, jellies, ete 

Canned meat (except luncheon meats) 
Oleomargarine ; 

Pickles and relishes 

Canned vegetables 2 

Vinegar 

Cheese (per pound) 


hhh 
CSAS 


Sty 


Smut 


Ee i 


i Does not include canned fruit cocktail, pineapple, peaches, and pears. 
? Does not include canned corn, green beans, peas, tomatoes, and tomato juices, 


OPS emphasized that the effect of the higher mark-ups on prices paid by con- 
sumers will depend upon the cost of the product to the retailer and competitive 
conditions. 

It is the ageney’s opinion that selling prices to consumers will not change on al! 
the products affected due to competition and the fact that some of the percentage 
increases are so small that when applied to a low cost product the increase is not 
sufficient to raise the ceiling price due to fractional breaks. 
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As a result, the ceiling prices in a few instances are expected to remain the same. 
Qn other products the ceilings may be increased by 1 cent a package. On some 
merchandise with a relatively high cost, ceilings may be increased as high as 2 
cents. 

The following table lists OPS estimates of possible increases in ceiling prices 
(not selling prices) for supermarkets: 





Increase in cents 
over present 
ceiling price 

Packaged breakfast cereal, 10-ounce.____._~_-__- (1) 











Coffee concentrate, 4-ounce 2 
Processed fish, except salmon and tuna: 
Maine sardines, 344-ounce ; 1 
Codfish cakes, 10-ounce _ - ] 
Flour, 5-pound bag (does not apply to sizes above 5 pounds) 1 
Frozen foods (except frozen juices) : 
Peas, 12-ounce 1 
Strawberries, sliced, 12-ounce ] 
Fruits, berries, canned (except fruit coektail, pineapple, peaches, and 
pears) : 
Grapefruit juice, No. 2 can 0 
Applesauce, 17-ounce I 
Preserves, honey: 
Strawberry preserves, 12-ounce I 
Honey, strained, 16-ounce 1 
Canned meat (except luncheon meat) spaghetti and meat balls 1 
Oleomargarine, l-pound package, '4-pound prints 1 
Pickles, relishes: 
Dill pickles, quart _ - ’ 1 
Relish, 16-ounce._- ; 1 
Vegetables and juices, canned (except corn, peas, green beans, tomatoes, 
and tomato juice): 
Pork and beans- - ~-- Pe eceanie Sle 0 
Sauerkraut 2 : 0 
Vinegar, cider, quart : ‘ : l 
Cheese: 
14-pound package American cheese___---~__—_--- 5 cet 1 
5-ounce jar cheese spread aoe ee ere 0 
1 None in most instances, 
Estimated expenditures on new plant and equipment by United States business 
| x } Ke Percent 
1951 | 1952 | change ! 
Millions of dollars 
Total......- sda ances Rika idiacd $23, 200 | $24, 123 +4 
Manufacturing . -- higidle d= cinktades Aisin thle niceties me 11, 130 | 12, 070 + 
Mining : MS: Soe E 796 852 7 
Railroads Dc, Gadel dk wabdetee temies c , 541 | 1, 539 |...- 
Other transportation oe MS af) ahs 511 609 +19 
Electric and gas utilities. . ‘ Se bch Ditooe ‘ = 3, 577 3, 864 +N 
Commercial and miscellaneous......-.....--..---------- 5, 735 5, 189 | —10 
1 In terms of physical volume the change over this period is expected to be almost as great. 
Source: Securities and Exchange Commission, Washington, D. C. 
Consumer price index 
(1935-1939= 100) 
Allitems Food 
June 1950 sees nae “ ‘ 170. 6 203. 1 
February 1951 : 183.8 226. 0 
March 1952 i astheen eRe ; 188. 0 227.6 
April 1952_ - oe ee aneea veh 188. 7 230.0 
Percent change, June 1950 to April 1952 ba tee See a ic | +10.6 +13. 2 
Source: U, 8. Department of Labor, 
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Index of prices paid by farmers 
June 1950- ...2....- pith oye WEIS eps Beare ee sd 43 100. 0 
April 1952 MRS date ee See ee. Sade eT ES th ccs Cae 


Source: U. 8S. Department of Agriculture. 
Cost of living in United States and selected foreign countries 


hae ponayiacas 


ie 
United | Great coil 
| States | Britain Canada | France Belgium 
oieimitghincnrenpatiainnutcpetsiaie iinet Te — ————— ms ————|—————- 
June 1950 __. eS be ee Meyer eo, 100.0 | 100. 0 100.0 | 100.0 | 100.0 
February 1951 .._.....-- obstacles tats | 108.0 | 103.5 | 106.1 | 113.1 108. 5 
March 1952__ - PAR pig Por Fig Pa 110.5 7.0 | 114.5 | 138. 0 115.0 





Source: U.S. hiediteiiad of Labor, 


Mr. Brown. Mr. Patman. 

Mr. Parman. I will pass for the moment. 

Mr. Brown. Mr. Multer. 

Mr. Mutrer. Just one thing, Mr. Chairman. I think you have 
covered this, Governor, but I would like to have you state it again, 
if vou did, to emphasize the point. 

Is it possible to have effective price controls on fresh fruits and 
vegetables? 

Mr. Arnati. Congressman Multer, I think without question, if we 
have the power to put in controls on fresh fruits and vegetables, we 
can use that power effectively to hlep stabilize prices and to prevent 
runaway prices. 

Now then, when I say effectively, that is a relative term. I mean, 
we can do a better job, relatively speaking, for the people in dealing 
with prices of fresh fruits and vegetables, with that power, than we 
could without it. 

Now, of course, you never have 100-percent effectiveness in any 
human operations, but I think we need the control power badly; 
and one of the things that I want to point out to you is the fact 
that you have got, it gives some assurance to the people that before 
prices run completely away you are going to do something about it. 

Moreover, I cannot understand how we can be expected, without 
the power to deal with prices on fresh fruits and vegetables, to deal 
at all effectively with prices on eanned fruits and vegetables, or frozen 
fruits and vegetables; because if the price in the fresh market gets 
high, we couldn’t stop diversion from the frozen or canned market, 
without raising ceilings for canned and frozen fruits and vegetables. 

So I think that you ought to leave it as it is, and if you have got 
any problems about it, or if any problems develop, we will talk it out 
and try to do what is wise and right. 

In that connection, you could point to our experience with pota- 
toes—and I don’t want to get into that because all I hear is potatoes, 
I do not know how I can make more potatoes. I got a letter from 
somebody the other day who said, “You have got a lot of people 
working for OPS. Why don’t you get out, vou included, and plant 
some potatoes.” 

Well, I do not think vou want us to do that. But anyway, I want 
to point out that the potato shortage came about before we put in 
any ceilings. We started out with a bad situation. And we have 
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tried to hold the price down. We are doing enforcement all over the 
country. Of course, it is hard to catch everybody who is violating 
a regulation or a law, and there are some inequalities. That is the 
nature of the beast. We cannot get around that. But if we did 
not have those controls, with the shortage of potatoes, their price 
would be out of all reason, and the purpose of this act, as I understand 
it, is, when items are in short supply, for example, you want prices 
put in that will enable poor people, and middle-income people, as 
well as wealthy people, to have their share or their chance of getting 
some of the items on the market. 

If you did not have controls, my people tell me that the price of 
potatoes would be so high that only a very few of our citizens, rela- 
tively speaking, could pay those prices. 

Yes, I want to urge you to retain the authority for us to control] 
ceilings on fresh fruits and vegetables. I want to tell you, too, if 
any man on this committee or any Member of the Congress has a real 
problem about that, I want to work with him. Just give us the 
authority. We have not used it except once. We try not to use it. 
But I think we ought to have it; yes, sir. 

Mr. Mutrer. Thank you. 

Mr. Brown. Mr. Cole. 

Mr. Coxe. You say that prices are rising under the controlled 
economy which we now have, and therefore if we decontrol, prices 
will continue to rise. 

Is it not possible that the controls themselves have so thrown out 
of balance our economic structure that your observation might not 
be correct? 

Mr. ARNALL. Congressman Cole—— 

Mr. Cour. Let me add one more thing. 

Mr. ARNALL. Yes, sir. 

Mr. Coie. That it is possible that if controls were off, and if we 
permitted the economy to work in a free atmosphere, provided that 
we retained some of the indirect controls to take care of the fiscal side 
of the inflationary impact, that it could work? 

Mr. Arnau. Congressman Cole, let me say in all candor, as you 
well know, there is a diversity of opinion on the question you asked. 
I accord to every American in this free country of ours the right to 
express his views, or to pose as a prophet, an economic expert, or a 
business expert. I do that. You doit. We all doit. That is one 
of the things we do, and that is wonderful. 

There is a division 6f opinion, however. Only the future will tell 
what is right and what is wrong. As far as I am concerned, it is my 
view that we need controls, and without controls, prices would rise, and 
without controls, the economy would get further out of balance and 
into a much more chaotic state. That could be wrong. I am only 
human. But based on the best information I can get, the best statis- 
tics, the best viewpoints, I am forced to that conclusion, based on 
experience, past and present, based on what happened in 1946, and 
based on the inherent dangers today. 

But please understand, Congressman, that is my viewpoint. It is 
an honest viewpoint, and I ascribe to you or anyone who differs with 
that viewpoint just as sincere and honest motives as | profess. 

Mr. Cour. Well, of course, in 1946 many people complained about 
the rise in prices after the repeal of price control, but the economy, 
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but our free market finally worked. We were doing a pretty good 
job. 

Now we have an ample supply of all of the things that people need 
to buy. The only question is whether or not the prices, as you say, 
of those things will be too high. Those prices will be too high as 
long as we permit the fiscal policies of this country to continue to 
cheapen the value of money. 

My judgment is that we can and should free the economy, so far 
as the consumers of the country are concerned, and then put on the 
indirect controls on fiscal policies, which would take care of the in- 
flationary impact. Well, I will not go any further and there is no 
need to comment. 

Mr. Arnaut. Thank you for your observation, and I ascribe to 
you, Congressman, the highest of motives and sincerity. 

Mr. Brown. Mr. Fugate. 

Mr. Fuaarer. I pass. 

Mr. Brown. Mr. Scott. 

Mr. Scorr. I pass. 

Mr. Brown. Mr. Hays. 

Mr. Hays. Governor, there has been some testimony presented 
here that tends to show that, due to farm support prices on the one 
hand, and ceiling prices on the other, that some of the distributors of 
food products are being squeezed between the two, and if the squeeze 
continues, some of the smaller distributors will be forced out of busi- 
ness, thus te nding to throw this distribution into the hands of a few 
large operators, and to create a monopoly on the distribution, for 
instance, of milk and other food products. 

Do you have any comments about that or any suggestion as to how 
we might remedy it? 

Mr. Arnauy. Congressman Hays, we try to work very carefully 
with the Department of Agriculture i in many of these fields. 

I hope that result, which you envision, or that you mention, will not 
come about. We have had too much of that in this country. Too 
much monopoly, too much of business being channeled into the hands 
of a few. 

I hope that is not true. Insofar as our agency is concerned, we try 
to bring about these adjustments that protect the small distributors. 
I think it is our duty to be fair and equitable, and we should try to do it. 

Now do you have any particular item in mind, or any particular 
field? 

Mr. Hays. The ones that it seemed to me made the best case and 
documented their case the best, were the people in the distribution of 
milk. There were several small distributors in here who offered to 
throw open their books and to point out to us that they had been 
losing money for a year, and that they couldn’t continue indefinitely, 
and if they did, they would be forced into bankruptcy or forced to 
sell their plants to one of the larger milk companies. 

Personally, I think the price of milk is plenty high to the consumer. 

Mr. Arnau. That is right. Of course where they have been caught 
is in this feed buying, most of them. 

Mr. Hays. I am thinking, Governor, mostly of the distributor now, 
because they are the ones who made the case. 

For instance, in these milk-marketing areas, they are forced to pay 
a certain price of milk to the farmer, or the producer. 
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Mr. ArnaALL. That is right. 

Mr. Hays. Yet under the ceiling price they have to sell that milk 
at a certain unit price and they say they can’t do it. Their volume 
of business, they tell us, has not increased enough to justify the 
additional cost absorption caused by higher prices of containers, 
higher labor costs and so on. 

Mr. ARNALL. Congressman Hays, I am not familiar with that 
specific case. I assure you if they come over to see me we will look 
into it and see if we can’t give them some adjustment, if they are 
entitled to it. 

Mr. Hays. Their contention was that they had been in and that 
the process took so long and was so detailed, and caused them to sub- 
mit so many financial statements that they found it impossible to do it 
and continue their business. 

Mr. Arnau. Congressman Hays, and gentlemen of the committee, 
in that connection let me state this: There is nobody that hates red 
tape more than I. One of the disheartening and frustrating things 
I have found in my limited experience in the Federal Government, is 
just this red tape. You just fight red tape and technical procedures 
day in and day out. 

(Ir. Hays. Let me say it is frustrating to me, too. 

Mr. ArNALL. Yes, and it is to me. Yet let me say this: If you 
would sit with some of my committees working on these problems, 
you would see there is a lot of detailed factual information you have 
to get, and frequently some of the business people who come in don’t 
give us adequate factual information on which to base decisions, and 
we have to develop it. é 

I think there is too much delay. I work on it all the time, and I 
am sorry if there is, but this is an intricate job, even more intricate 
than trying to pass laws to govern people. All I can tell you, not 
being familiar with the case you cite, is that I will give it my very 
careful consideration. 

Mr. Hays. Of course, the thing that I am interested in in the long 
run is that if these smaller people are forced out of business, and 
competition is decreased, when the day comes that we do away with 
price controls and we have this thing in the hands of a monopoly, they 
will be able to gouge the consumer, because if they are the only people 
with the product, you will have to either pay it or else. 

Mr. ARNALL. Congressman, [ do not disagree with your views about 
that. 1 am quite concerned about the general trend in this country 
towards monopoly. 

Mr. Hays. I just wanted to call it to your attention and hoped that 
we could work out something to stop it. 

Mr. Arnau. Thank you. We have a small-business committee 
in our shop that is supposed to try to be helpful to these small people, 
and I assure you that it will be my ambition to try to help the inde- 
pendents and the small-business interests. I am just frightened to 
death by monopolies. 

Take this newsprint thing that went through the other day, for 
example. In the last 20 years in this country, 749 newspapers, daily 
newspapers, have gone under or have been merged or consolidated. 
If that trend continues, it is going to be bad for America. 
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I am quite concerned about how difficult it is for small people to 
compete under our economic system today—quite concerned. Thank 
you, sir. 

Mr. Brown. Mr. Nicholson. 

Mr. Nicuouson. There were a couple of men who appeared before 
this committee 2 or 3 weeks ago, on this question that the representa- 
tive from Ohio brought up, and they called to our attention the fact 
that your Department would not allow all the transportation costs, 
that you would allow up to 85 percent. 

These men told the committee that their books were examined, 
and their costs were examined by your Department, and still it did 
not make any difference. 

I thought that might have been true in Oregon ot Washington, 
wherever they came from—l tried to find it here, but I could not—but 
I was home a couple of weeks ago and I had a delegation call on me 
that had the same problem—that you only allowed 85 percent of 
transportation costs, and did not allow them an increase on gasoline, 
increase on bottles, increase on caps, and other increases. That is a 
matter of record here. They showed they were going in the red. 

Of course they realize that the big companies who distribute milk 
in cities, can sell more milk in one apartment house than they can sell 
in a whole town going from door to door, with houses a mile away 
from each other. Of course those people are at a disadvantage; and 
they will have to go out of business, because these big companies will 
come in there and absorb at less than the cost of peddling milk on one 
city street. 

Mr. Arnau. Congressman, when I lived in Atlanta, a larger town 
than the one in which I now reside, and lived in the executive mansion, 
I always liked to trade with independent milk distributors, because I 
found we got better milk. But it was always very disconcerting to 
me to find every few months that there would be a note attached to a 
bottle of milk, saying ‘“This company has on such and such a date 
been taken over by such and such a company,” that was 6 or 7 years 
ago. That is a trend and it is unfortunate. 

But let me say for the record, this, in answer to that charge: that 
we do allow a 90 percent automatic pass-through of all costs to milk 
distributors. That means if they have increased costs on transpor- 
tation, increased labor costs, increased capping costs, bottle costs, 
whatever they are, automatically, under our regulations, they get a 
90 percent complete pass-through. 

Then, as far as the other 10 percent is concerned, if they can show 
us, under their earnings standard, based on the local milkshed in which 
they are operating, or the local area, if there be no milkshed, if they 
can show us that they still need additional price increases to bring 
them up to the average of the three best years of the 4 years that 
we take as the base period, we grant them price increases for that. 

Mr. Nicuoison. Well, you understand that in Massachusetts, we 
have a milk-control board that sets prices at which the companies buy 
from the farmers. 

Mr. ARNALL. Yes, sir. 

Mr. NicHoison. So you might be able to buy milk there for 22 
cents, where it would only cost you 20 cents in Rhede Island or 
Connecticut, assuming they do not have a milk-control board, where 
they would rather have the Federal Government run their business 
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than take care of it locally. When they do, it costs them money—of 
course they wake up later when it is too ‘late—but sometime they 
cannot understand why a man cannot get his increased costs for 
distribution of milk. They have a lot of expense, they have to collect 
it, pasteurize it, and those costs are in that quart of milk when it comes 
to me. We ought not to expect a man doing business for 30 or 40 
years, because we have a control board, to go out of business because 
either you or he do not meet the requirements. 

As a matter of fact, one of your agents came in and looked at the 
books, and said, ‘“‘You are entitled to an increase of a half cent or a 
cent.” 

Mr. Arnatit. Now Congressman, Mr. Burt, who is now deputy 
general counsel, and who was with the Food and Restaurant Division, 
which handles milk, tells me that insofar as the price of milk to a 
distributor is concerned, we do give him a hundred percent complete 
pass-through. But on the other costs, he gets 90 percent auto- 
matically, whatever the other costs are, other than milk. 

Then if he can show hardship, under the earnings standard require- 
ment, he can get an additional increase, 

Mr. Nicuouson. Well, these men that were in here convinced me 
that they were losing money. 

Mr. Arnaut. Well, do you realize, Congressman, that if they show 
us they are losing money that they are entitled immediately to a price 
increase that will put their earnings at 85 percent of the base period? 
If they are losing money we have what we call a hardship case, whereby 
they get a price increase. 

So if they will come over and convince us that that is true, I assure 
you they will get a price increase. 

But let me say one other thing: I have tried my best, in all of my 
presentations to the various committees of the Congress, to emphasize 
the dangerous trend that we have gotten into in this country, of 
allowing 100 percent complete pass-through for all cost increases, 
insofar as making the public pay for it is concerned. 

Mr. Berrs. One hundred percent what? 

Mr. ARNALL. Well, you see, we have always worked on the theory 
that business people, when they have cost increases, labor or other 
costs, should absorb some small part of those costs. Suppose you are 
running a plant—let me give you an illustration—and you have a 
labor contract coming Up, and labor says “We want a hundred 
percent increase in wages.” And if you know that you can raise 
your price sufficient to take care of that and still sell your commodity, 
then it is not money out of your pocket. That is one of the reasons 
why, in this country, costs of all kinds have increased so much, 
because whoever is confronted with a request for an increase—you 
know it used to be that whenever they were going to have a freight 
rate hearing, there were a lot of shippers who protested. But now 
when they have freight rate hearings, very few people go there, 
because they just say ‘Well, we will pass it on. What do we care.”’ 

That trend, that is what I am trying to say, has been one of the 
reasons why we have gotten such high prices in this country, because 
the assumption has been that we can pay any price, for anything we 
use, because we in turn are going to add it to our product a hundred 
percent, and we can still sell it. 
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Insofar as milk is concerned, I assure the Congressman that if these 
milk people can show us they are losing money, we will give them a 
price increase right away. 

Mr. Berrs. Well, you must have read this transcript which was 
given to us, in your Department, by these two men. 

Mr. Hays. One of them is from the State of Washington, and I 
cannot find in my statements, the statement that I wanted, but it 
was on or about the 10th of May, I think. 

Mr. NicuHouson. Well, they were in here, and one of the men was 
in my house—h_ has been in business a long time, and is a first-class 
merchant—he showed me his books, and showed me they would not 
allow only up to 85 percent of the increased costs. 

Mr. Arnauu. I will get that part of the record, Congressman, we 
will analyze it and I will supply you with all of the facts and our 
rules, so that you will know, from our standpoint—— 

Mr. Nicuotson. Well, I want to know why a man doing business 
cannot recover this increased costs, which is part of the cost of the 
article that he sells. Because we are in here to pass laws for the 
benefit of everybody. 

Mr. Arnau. That is right. 

Mr. Nicuotson. Not for the consumer, the producer, or any cate- 
gory alone. 

Mr. Arnau. That is wonderful. And I am sure that. is our 
attitude. We want to be fair to everyone, just as much as we can and 
I will get that up and supply it to you and Mr. Hays, and then we will 
have a conference with the people involved. 

Mr. Nicnouson. I would like to do that. 

Mr. Brown. Mr. McDonough. 

Mr. McDonovau. I was not here when you answered the question 
of Mr. Multer concerning an increase of 1 or 2 cents on canned goods. 

The question.may be repetitious, but I would like to state this: 
The complaint I have concerning that, is not that they need the 
increase in the cost, because the goods that you are increasing are now 
selling far below ceiling. 

The other complaint is that you increased the cost 1 or 2 cents in 
certain canned goods for independent grocers and not for chain-store 
grocers. 

The chain-store people do not want the increase. They do not find 
it necessary because they are not selling up to the ceiling now, and 
frankly, the complaint is based on the belief that it is a certain amount 
of bureaucratic propaganda of a political nature. 

Now I am telling you of something of which I have been informed, 
and so far as the increase in the ceiling is concerned, I would like to 
have you inform me which canned goods which were increased 1 or 
2 cents are selling up to ceiling, or are they selling below ceiling now? 

Mr. ArNALL. Congressman, let me say this: The one reason we 
increased the price on those canned goods is because, based on the 
earnings standard, and based on the factual information we could 
develop, the supermarkets and chains were entitled to this increase. 

Mr. McDonoveu. But they did not get it. The independents got 
it but the supermarkets and chains did not get it. 

Mr. ArRNALL. No, we did give it to the class 3 and 4 stores. We 
had not completed our factual information sufficiently to give it to 
the independents, or the group 1 and 2 stores, but I, as director of the 
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agency, gave it to them anyway, because I thought we ought to treat 
everybody alike. 

Now the second point is—— 

Mr. McDonovau. Now just a minute, before you get any further. 
That is not the information I have. You say you gave it to the class 
3 and 4 stores, but you had not gotten the facts together to assure 
you you should give it to the group 1 and 2 stores. 

Now the 3 and 4 stores are what? 

Mr. Arnau. The supermarkets and chains. 

Mr. McDonovuacu. Well, the information I have is that the inde- 
pendents got it. 

Mr. Arnatu. They did. 

Mr. McDonovuau. Which are not the supermarkets. That is the 
small grocer. There may be instances in the United States some 
place where they are entitled to it, but most of them claim they are not, 

The supermarkets and chains did not get it. 

Mr. Arnau. That is wrong. 

Mr. McDonoveu. Now they do not want it. I am not arguing 
that they need the ceiling, because they are now selling below ceiling, 
and you increased the price. 

Mr. Arnatt. Why Congressman, do you know why we did it, 
because they asked us to. They do wantit. I went to a supermarket 
convention in Cleveland and spoke to 10,000 people and they were 
mad as the devil because I did not give them a bigger increase than 
they thought they were entitled to. I do not know who you were 
talking to. 

Mr. McDonouau. Are you talking about canned goods? 

Mr. Arnau. Yes, sir. Margins generally, on mark-up of dry 
groceries. 

Mr. McDonovacu. What commodities are you talking about? 

Mr. Arnau. We will give you that for the record, but here is 
what I want to get across. We called in the industry people, and we 
selected items that they could get this increased price on, not a 
meaningless thing as they would lead you to believe. The indsutry 
itself selected the ones they wanted increases on. 

Mr. McDonovau. Well, now, it would be interesting for the 
record; yes, sir; I would like to have the commodities that were in- 
creased, and the date on which the increase was applied, and why it 
was not applied to the whole industry at one time. 

Mr. ArRNALL. It was. 

Mr. McDonoveu. If you are administering this law in that 
manner, something ought to be done to correct that. You should not 
say, In one instance-—-— 

Mr. Mutrer. You are not being fair to the governor. The 
governor is telling you he is doing it on that basis. 

Mr. McDonovuau. Let me express my opinion, Mr. Multer. I am 
expressing my opinion. If it is right or wrong, I will be glad to be 
corrected. 

If you say vou do not have facts enough to show an increase of 
1 to 2 cents in a certain category, and in certain stores, and you do 
have it in certain stores in other categories, why should you not wait 
until you get the facts and do it in all stores at one time? 

Mr. Arnau. Because those that had complete information in- 
sisted they get the adjustment immediately, and the others, largely 
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independent grocers, some of which have never kept complete records, 
we never could have gotten. 

So I took the position we had to give it to everybody to treat every- 
body fairly and that we could assume the independent mark-ups 
would be based on the same information as the chains and super- 
markets. 

Mr. McDonoven. Is it now in effect in all stores? 

Mr. ARNALL. Yes, sir. 

Mr. McDonovan. How recently was it finally agreed to be applied 
to all? 

Mr. Arnau. Wait a minute. Pardon me. I think we are talk- 
ing about two different things. Let Mr. Burt, who is in charge of 
that particular thing, or knows about it in detail, explain. 

Mr. Burr. There are two things we did, Congressman. 

The first thing we did was to deal with wholesalers, and there we 
do not touch the chain stores because the chain stores do not have 
anything to do with wholesalers, and we raised the price on canned 
fruits and vegetables for wholesalers. 

The second action is the action that the governor talked about——— 

Mr. McDonoveu. How long ago was that? 

Mr. Burr. A week or so ago. The second action is the action 
dealing at the retail level. That is not out vet. It will be out 
Thursday of this week. It is the one the governor talked about 
earlier in his testimony. 

There we did it for all retail stores, independents and chains. 

Now we had a group of consultants in, we had a man who runs an 
independent store in Oklahoma, we had a gentleman from Safe- 
way— 

Mr. McDonoveanu. Well, I am not concerned about names. 

Mr. Burr. We had a gentleman from the Giant. They selected 
items that they thought they could get an increase on. We brought 
them in for that purpose. We did not raise the prices of commodities 
that were below ceiling, we raised the prices of commodities that were 
at ceiling, where they can get the increase. That is what those 
gentlemen told us. 

Mr. McDonoveu. In other words, you took the advice and counsel 
of the individuals that you talked to. 

Mr. Burr. Yes. 

Mr. McDonoven. And you applied that to the whole industry? 

Mr. Burr. Yes. 

Mr. McDonoven. And did you find out, in the whole industry, 
that this 1 or 2 cents was not necessary to increase for the whole 
industry? The complaint I have from grocery men is that the increase 
was not necessary, and that they are now selling away below that 
ceiling, and the 1 to 2 cents is another one of these red tape things ° 
that vou do not like so well, Governor Arnall. 

Where in the United States is the point at which this ceiling on 
commodities and canned goods requires a 1 or 2 cent increase? Does 
it apply in Ohio, Indiana, California, and so forth? 

Mr. Burr. It applies all over the country, and the items that were 
selected by our industry consultants were those items which they 
thought they could get higher prices for if we raised the ceilings. 
Take an item like canned peas, for example. They are not going to 
be able to raise the price of all grades of canned peas, but they are 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1537 


going to be able to raise the price of, say, 70 percent of the canned 
peas. Maybe they can raise the price of standards, and not extra- 
standards 

But these were commodities selected by industry as being commodi- 
ties where they thought they could realize higher prices if the ceilings 
were raised. 

Mr. McDonovueu. Well, the complaint I have, to summarize it, is 
this: That the grocery people are the ones who were complaining, the 
retail grocery people who sell this material to the consumer, that 
these commodities are now below ceilings, that they do not need a 
1 to 2 cents price ceiling increase, and that your office is, by the 
intention of Congress and the law that we passed for the purpose of 
stabilizing and keeping prices down, raising them. That is a rather 
serious charge. 

Mr. Arnauu. Congressman, let me say this: I have had more 
requests from the food people for these increases we are talking 
about, than I-have had for increases by any other industry, for any 
other thing. They have written, they have come here, they have 
besieged us—when I say “They,” I mean people in those industries, 
people who represent them, and everybody. 

Mr. McDonovuau. We had a witness here from the Union Grocery 
Co. who represents some 385 stores on the Atlantic seaboard and 
he claimed that 90 percent of the commodities they are selling 
are away below ceiling, that OPS is just a nuisance and a lot of 
trouble to their whole administration, and keeping up with regulations. 

Mr. Arnatu. All I can say is if they say that over here, they 
do not say it on my side of the street. Somebody is doing some 
doubletalk. 

Mr. McDonovucau. Well, you are not talking to all the people, then. 

Mr. ArNALL. I am trying my best to talk to the representative 
groups in the various industries affected. I go by the correspondence 
I get. We have never heard of that company. They have never 
written us a letter, saving ““‘We do not want an increase.”” It would be 
wonderful. It would be unusual in the annals of our Agency. 

Mr. McDonovan. You should read their testimony. Now on the 
subject of this $10 increase per ton in Canadian newsprint. You have 
been quoted in the press about that, and there is quite a stir about it 
across the country. 

About a year ago, the National Production Authority applied a 
control, or ration, on the amount of sulfur that could be used, and it 
seriously affected newsprint manufacture.’ 

I introduced a bill to increase that allotment to 150 percent of last 
vear’s allowance. Nothing has been done about it up to now. 

In addition to that, the International Materials Conference, which 
we have discovered up to now operates without any statutory author- 
ity, has been allocating these strategic materials to various countries 
throughout the world, 13 major countries that have most of the 
strategic natural resources. Among them is newsprint. 

And one of their actions was to allocate to India some 350,000 tons 
of newsprint produced in the United States, which seriously affected 
the production of newsprint here. 

Now the Canadian market has found it necessary to increase the 
cost of newsprint $10 a ton, which will soon be effective. What can 
your office do to relieve the situation in that respect? 
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Mr, Arnau. Well, if you have time, Congressman McDonough, 
and if the committee will bear with me, ‘let me tell you the story, so 
far as I know it about newsprint and what we can do and cannot do. 

Mr. Brown. Make it as brief as possible, because we want to give 
all the members a chance to interrogate the witnesses. 

Mr. Arnau. Well, we had a working arrangement with the Cana- 
dians that they were to advise us before they authorized a price 
increase On newsprint. 

On the 12th day of May, Mr. Howe, who is in charge of their 
defense production, wrote me a letter, delivered on the 14th by the 
Canadian Minister of Economic Affairs, and the man in charge of 
their pulp and paper division under their defense program, saying 
they were increasing the price $10 a ton, or were considering doing it. 
One reason given was the weakening of the American dollar. It will 
interest you to know that in July 1951, the price of newsprint was 
$116 a ton in United States money, which at that time, was worth 
$123.40 in Canadian funds, and today it is worth only $113.50 in 
Canadian funds. 

Mr. McDonovGu. They are not going to take any loss under anv 
circumstance? 

Mr. Arnauu. They said that by reason of the difference in exchange 
rate, which amounted to a $10 loss, their total loss was $20 a ton, 
but they were going to increase the price only $10 a ton. 

I protested to the Canadians about it and called in the American 
Newspaper Publishers Association, and discussed the matter with 
them. 

The Canadians put the increase through or allowed it to develop 
over our protest and over our objection. Then we were confronted 
with alternatives of what, if anything, we could do. 

As I understand it, under the law, we could put an import ceiling 
price on Canadian newsprint, and I told the publishers that if they 
thought we ought to do that—I didn’t want to hurt them but if they 
thought we should do it—I would be glad to entertain the idea. 

Another alternative was to bargain with sulphur, for which the 
Canadians are very dependent onus. I have nothing to do with that, 
but there was some talk of that, and we could do it. 

The American Newspaper Publishers Association polled its meme 
bers, and Mr. Williams, who is general manager of ANPA, in New 
York, advised me over the telephone that the Teault of that poll was 
overwhelmingly that we do nothing about it, that they were afraid 
that if we put an import-price ceiling on Canadian newsprint, the 
Canadians wouldn’t send us the newsprint and many of our papers 
would be out of business, and they didn’t want that done. 

I have not pursued the sulphur arrangement, since that is something 
that the State Department and NPA would deal with. 

Insofar as our domestic newsprint is concerned, we have 12 mills 
in this country; 90 percent of the output of those mills is more than 
$10 under the ceiling price anyway. There are only about three mills 
that cannot increase $10 a ton without any authority from us, and one 
of those can increase $7 a ton. 

Mr. McDonovcu. How much over the ceiling is the $10 a ton 
increase? How much will that put the price per ton over the American 
ceiling? 
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Mr. ARNALL. It is not over the American ceiling. That is the 
point | am making. 

Mr. McDonovau. You mean the increase of $10 per ton, Canadian, 
will not boost the price of newsprint from Canada over the American 
ceiling price per ton of newsprint? 

Mr. Arnatit. We have no ceiling on Canadian newsprint, but 
insofar as it relates to domestic——— 

Mr. McDonovau. I know vou have no ceiling on the Canadian. 

Mr. ARNALL. It will not affect 90 percent of the domestic output. 
In other words, 90 percent of the domestic output is now selling below 
ceiling. 

Mr. McDonovanr. What is the price per ton set by your office on 
American newsprint? 

Mr. ArNALL. It is not an exact price. It is built up on a formula 
basis so that each mill has a price. 

Mr. McDonovau. Well, will the $10 additional for Canadian 
newsprint increase the price per ton above the highest price for 
ceiling that you have set in the United States? 

Mr. ArNnauu. It will for 10 percent of the American newsprint 
output. I mean their ceiling will not allow them to raise the price 
as much as $10 per ton. 

Mr. McDonovean. That is all. 

Mr. Brown. Mr. Betts. 

Mr. Brrts. Governor, is it your office that issues slaughter licenses? 

Mr. ARNALL. Yes, sir. 

Mr. Berrts. I was informed about some businesses that contem- 
plated starting up and which were denied licenses because they had 
not been in business over some base period, and the reason given was 
that they couldn’t prove satisfactorily to the office down here, that 
there wasn’t sufficient slaughtering being done in the community now. 

That just does not square up with me, somehow, the right of any 
man in free America to start any business that he wants to, because it 
seems to me that in starting up a business he is creating more com- 
petition, which therefore would help in the natural process of supply 
and demand to keep prices down. 

| just wondered what your views were on that. That seems to be 
clearly out of line. 

Mr. Arnaty. | am very sympathetic with your expressions, 
Congressman, and your concern, but I think if you will check you 
will find that all of the controls programs that have been instituted in 
this country—for example our agricultural controls program—have 
been limited to a base period. 

For example, insofar as cotton controls are concerned, controls on 
any agricultural commodities, they are limited to a base period. 
Certainly it is true insofar as our slaughter law is concerned. If aman 
was not in the slaughtering business during the base period, and unless 
he can show a need for additional facilities by reason of failure of 
service in the area affected, we have to deny him the permit. 

Then he can appeal to the Meat Distribution Board. 

Mr. Berts. Well it seems to me that, by denying him the right, 
vou are just allowing a monopoly to exist which could be broken up by 
more competition. You yourself say that you are not approving of 
monopolies. 
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Mr. ARNALL. The theory behind our action is that you have got to 
have control of the distribution of meat; that if you let every man go 
out and slaughter a few cattle or hogs you will soon develop a system 
that you cannot control because of black markets and other things. 

Although I tell you, in all candor, that there is something about that 
particular approach that is a little hostile to my fundamental views, 
it has to be done, under the circumstances. 

Mr. Berts. Well, it is certainly hostile to mine, and I was wondering 
what your views were. 

Mr. ARNALL. I regret it very much, but that is the only way I know 
in which we can control the meat situation. We have got to maintain 
those ordinary, normal channels of distribution. 

Mr. Berts. Well, that is an ordinary channel of distribution; 
isn’t it? 

Mr. Arnatu. Well, let me show you that, no matter how much 
we try to avoid it, we run into some hardship cases. Of course we do. 
Suppose a man was in some business when the price freeze went into 
effect, and he had one price, and his competitor was having a sale on, 
or some other situation where he had a lower price. Those prices 
were frozen at that time, and we have had a lot of complaints from 
people who say that their prices competitively are out of line with 
other prices. We have tried to remedy those situations. 

But in the slaughter business it is different. If a man does not have 
a slaughter license, and cannot show a need for it, we deny him that 
license, because we try to control the channels of distribution. 

Mr. Berrts. I appreciate your views, but I do not agree with them. 

Mr. ArNALL. I will tell you there are a lot of things that we do 
today that give me fundamental concern, but the theory behind the 
Defense Production Act is that there is an emergency, and a necessity 
to do these things, and naturally there are some hardships that result. 
I would not be fair if I did not tell you that. 

Mr. Brown. Are there any other questions? Mr. Hays. 

Mr. Hays. I do not want to belabor this point, Governor, but I 
have found this testimony that I was looking for, and this particular 
man is from the State of Washington. He is the same man Mr. 
Nicholson was talking about, and he says that his profit has been 1 
percent, and that when he was asked to absorb part of the price 
cost without an increase in volume, which he has not had and which 
the milk business generally has not had, he just cannot do it. 

Mr. Arnari. Does the testimony show what his historical profit 
was, or his profit during the base period? 

Mr. Hays. Well, I think it does, but his testimony is quite lengthy. 

Mr. ArNALL. Well, I will digest it for you. We will have that 
done and I will furnish you with an analysis. 

Mr. Hays. But I did have them furnish me with some statistics 
on that, and they took a study by the Indiana University of 316 
milk distributors, and I was amazed to find that the average profit 
was 0.2 cent per quart on retail milk distribution. I always thought 
it was much higher than that. And if that is true, and if that is a 
fair study, you could not expect them to. absorb very much of a price 
increase if they have an increase in costs. T'wo-tenths of a cent on 
a unit is not going to permit them to absorb very much. 

Mr. Arnaut. That is right. I agree with you. 
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Mr. Hays. And they even went so far as to make the statement 
here that they would gladly submit to price control if the unit-price 
profit ever got to 1 cent, which it never had. They say historically 
it never has been that much. d 

Mr. Arnatt. I will be delighted to analyze that and give you the 
facts. Let me ask you this: Have you bought a quart of milk recently? 

Mr. Hays. I buy it very day. 

Mr. Arnau. I do not do much grocery shopping, but my wife 
sent me down to the store to get a quart of milk, and, just to show 

ou how much I am behind the times, I gave the fellow 10 cents. 
Te looked at it like I was trying to play some kind of trick on him. 
I think it was 28 cents. Is that about right—28 cents? 

Mr. Hays. I want to tell you, Governor, that I know a little bit 
about that. I happen to know that the producer on the farm is being 
paid more than 10 cents a quart, when they come there and pick it up. 

Mr. Arnaut. Oh, yes; I am sure of that. 

Mr. Hays. But I could not understand, until I saw this breakdown, 
where the rest of that money went. But, of course, labor takes a good 
slice of it, and another thing that is very interesting is that the house- 
wife does not want to set a bottle out on the doorstep any more, and a 
lot of the companies have been forced into this paper-container thing— 
some of them against their will—in order to stay in business, and the 
price of containers is quite an item because the housewife wants this 
paper container that she can throw into the incinerator when she is 
through. They do not want to put them outside the door any more. 

All of those things have entered into it and have beaten these small 
distributors down to the place where, according to this testimony 
—May 15—they are just not able to exist any more. 

Mr. Arnaut. I will give you a report, and if there is anything we 
can do or ought to do about this case we will surely try to do it. 

Mr. Hays. Thank you. 

(The information referred to above is as follows:) 

JUNE 3, 1952. 
Hon. Brent SPENCE, 


Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


Dear CoNGRESSMAN SPENCE: On May 15, 1952, Mr. Ariel C. Merrill, manager 
of Arown Guernsey Farms, Inc., of Everett, Wash., a firm engaged in the distri- 
bution of fluid milk and other dairy products, testified before the House Banking 
and Currency Committee concerning H. R. 6546. He testified, in essence, that 
a combination of the substantive provisions of OPS regulations @aling with the 
milk industry, together with the administration of those regulations by OPS 
personnel, had forced his firm into a loss position. 

An effort to ascertain the factual basis of Mr. Merrill’s expressed conclusions 
has revealed that (1) Arown, although claiming that its ceilings were unreasonably 
low and causing it serious loss, was in fact, during a good part of the period com- 
plained of, selling its products at prices below ceiling; and (2) Arown, although 
claiming that OPS was making it difficult to stay in business, has in fact expanded 
its operations by the acquisition of four other dairy companies between August 
1951 and April 1952. 

The following is a presentation of Mr. Merrill’s major contentions as expressed 
to your committee, together with the factual materials which I believe relevant 
to an evaluation of those contentions: 

1. Mr. Merrill told the committee that Arown Farms had attempted to obtain 
relief from OPS on the basis of individual hardship. This attempt, which Mr. 
Merrill described as a ‘‘test’? of OPS response to a hardship application, was 
unsuccessful because, Mr. Merrill stated, Arown was unable to furnish the ‘“‘tech- 
nical and voluminous information” required by OPS in addition to the information 
contained in Arown’s original letter of application. 
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On June 25, 1951, Arown filed an application for relief of individual hardship. 
under General Overriding Regulation 10. GOR 10 is an OPS regulation that 
protects processors from being placed in a loss position caused by OPS ceiling 
prices. On June 28, 1951, OPS replied to Arown’s letter of application asking 
that Mr. Merrill furnish six items essential to the consideration of the applica- 
tion. A copy of OPS's reply is attached for your information. 

Arown’s letter of application for relief contained a schedule of prices on milk 
and milk product items which Mr. Merrill referred to as both the firm’s selling 
and ceiling prices. Mr. Merrill requested upward revision of these prices in 
order to relieve Arown’s financial hardship. The following is a listing of the 
prices on which Arown requested adjustment, together with Arown’s ceiling prices 
eTective at the time that the hardship adjustment was requested: 





Arown’s ceiling 








Golden Guernsey milk: 


Prices stated price under 

in Arown’s the general 

application ceiling-price 

| regulation 
ed alee Bae Eee eat oe ie RAE 

Regular and homogenized milk: | 

Onan ines ies 5 Ss 5. ciate nS p BEES toss it $0.13 | $0. 14 

Quarts, paper. ....__.. ei om 1 15 
12 pints, glass. .____ VES PETA ERE Ge ERE TM 04 | . 0425 
} pints, paper. -_.- SS reer: Ue diciawkxsaleciick ode <Suaiienels - 045 | 0475 

| « 





Ree IIR S52 ser h s ot eds pe gare 15 16 
Quarts, paper... _.___- SPR OE SESH, ae : 7 15 | . 165 
Chocolate milk: | 
GEES Roe SE ae aan eS oe ee A ER 2 Pw a i 13 | 14 
RIED eaten ncecs AE cae eer nec aee a : .14 | 15 
Whipping cream: 
Quarts, glass. ............. PEE SE ECS eee ee * . 90 . 98 
ee rc FREE AS Ss” | Tes FUELS TET eR EL ee me ee > . 25 
SEES TO, ATI SD aay 23 i . 25 
Hew and tee. Pints, taper... * 
{ 


-%6 | 17 





It is apparent from a comparison of the foregoing prices that if Arown was in a 
hardship position at the time Mr. Merrill submitted the GOR 10 application such 
hardship was not caused by Arown’s ceiling prices. Rather, the facts would 
seem to bear out Mr. Merrill’s statement to the committee that the application 
Was merely a “test.” 

2. Mr. Merrill testified that OPS, by ‘flagrant inefficiency,” imposed a deliber- 
ate price squeeze between January 26, 1951, the effective date of the general ceiling 
price regulation, and September 24, 1951, the effective date of Supplementary 
Regulation 63 to the general ceiling-price regulation. Implicit in this statement 
is the suggestion that during the period January 26—September 24, 1951, Arown 
was compelled to absorb costs that, were it not for its ceiling prices, could have 
been recovered by an upward adjustment in selling prices. Of course, if Arown 
elected not to reflect increased costs by adjustment of selling prices up to its 
legally established ceiling prices, then clearly it is not a case of cost absorption 
compelled by OPS ceilings. 

Further, on Qugust 3], 1951, Arown notified OPS of an increase in its raw-milk 
eost that permitted an increase in its ceiling prices of 2 cents a quart. This was 
in accordance with OPS regulations permitting a 100-percent direct pass-through 
of increased milk costs. However, Arown added that it would increase its actual 
selling prices only 1 cent a quart for reasons of competition. 

3. In his testimony Mr. Merrill pointed out that, although Supplementary 
Regulation 63 to the general ceiling-price regulation was effective on September 24, 
1951, it was not until December 21, 1951, that OPS issued an area milk price 
regulation in Arown’s area. Mr. Merrill refers to the period September 24, 
1951—December 21, 1951, as another example of “unnecessary delay” by OPS 
with further compelled cost absorption. 

About November 1, 1951, Arown and other sellers of fluid-milk products in 
western Washington petitioned OPS for the issuance of an area milk price regula- 
tion pursuant to Supplementary Regulation 63. The petition submitted by 
Arown at that time was so inaccurately and deficiently prepared that, after 
unavailing conferences with Mr. Merrill, it ultimately became necessary for OPS 
accountants to secure personally the information on Arown’s operations necessary 
to the issuance of the area milk price regulation. This chore was completed ap- 
proximately December 1, 1951, and the area milk price regulation was issued 
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3 weeks later. At the time of his request for relief on November 1, 1951, Mr. 
Merrill stated that his costs of items other than milk had increased 2 to 3 cents 
per sales point. His records showed that, in fact, such costs had increased slightly 
over 1 cent per sales point. Area milk price regulation 7, effective December 
21, 1951, generally raised existing ceiling prices, including Arown’s, 1 cent per 
sales point. 

4. It should be noted, in light of Mr. Merrill’s testimony concerning financial 
hardship caused by OPS ceilings, that during the period December 24, 1951, to 
March 19, 1952, Arown sold milk at prices below the ceiling prices established 
under the area milk price regulation applicable to his operations. In facet, Arown 
has consistently sold many items well under its ceilings since the issuance of 
area milk price regulation 7 on December 21, 1951. 

5. Mr. Merrill testified that Arown employees were granted a wage increase 
on March 1, 1952, which represented a cost increase of approximately one-fourth 
cent per unit sold. He states that OPS has again practiced cost absorption by 
delay and has granted no ceiling-price relief to offset this increased cost. 

The facts show that on April 28, 1952, Arown submitted a petition to OPS re- 
questing an increase in ceiling prices. This petition, signed by Mr. Merrill, 
specified the following costs: 


Plant wages ie pet Soe i : sete $10, 292 

Delivery wages a s : : BM eA sy 

Cans, containers, etc._..__...._-_.- Referee 5, 090 

27, 934 

On May 7, 1952, OPS accountants found, upon an examination of Arown’s 
records, the following: 


Plant wages ieee : iieh i . $5 483 
Delivery wages______- pm Cot a Ae eA Ea 14, 187 
Cans, containers, ete 2.700 

22, 370 

Mr. Merrill, in the petition for relief, had overstated Arown’s costs to the extent 
of $5,564. 

In another portion of this petition Mr. Merrill specified that Arown’s sales 
volume was 433,729 sales points. Subsequent examination of Arown’s records 
revealed Arown’s true volume to be 495,000 sales points. Consistent with the 
findings taken on a composite milk marketing area basis it was found that on the 
basis of Arown’s actual monthly volume of sales points the March 1 wage increase 
had not increased Arown’s cost per sales point. 

6. Mr. Merrill stated before the committee that the small increase (2 percent) 
in consumption of milk since Korea does not justify the possibility that unit costs 
may not have risen because of increased sales volume. As a matter of fact, not- 
withstanding the operation of OPS regulations, Arown’s physical sales volume in- 
ereased from approximately 373,000 sales points in August 1951 to 560,000 sales 
points in April 1952, an increase in sales of over 50 percent. 

7. On May 27, 1952, Representative Hays of Ohio, in discussion concerning the 
milk industry with Mr. Arnall during the latter’s testimony on H. R. 6546, ex- 
pressed concern over the trend of absorption of small operator’ by the larger 
eompanies in the industry. 

This observation should be made in connection with Congressman Hays’ 
apprehension about the declining number of smaller firms in the fluid milk indus~ 
try. In the State of Washington, where Arown is located, over a period of the 
last 8-10 years, the number of State-licensed firms engaged in the distribution of 
fluid milk products has declined from approximately 900 to 230. As a matter of 
fact, Arown itself has contributed to this rather rapid rate of absorption. Since 
January 26, 1951, the inception of present price controls, Arown has absorbed 
the following dairies into its own operations: 

Cyr Bros, Dairy, August 1951 
Twin City Dairy, December 1951 
Marrymoor Dairy, December 1951 
Happy Valley Dairy, April 1952 

It is difficult to reconcile Arown’s recent and rapid expansion with Mr. Mer- 
rill’s charge before the committee that the firm was being “bureaucratically 
liquidated” by OPS. ft 
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I trust that the foregoing answers the questions which may have been raised 
in the minds of the members of your committee by Mr. Merrill’s testimony. 
If I can be of any further assistance on this subject I shall be glad to cooperate 
in any way possible. 

Very truly yours, . 
Euurs ARNALL. 





Mr. A. C. MERRILL, 
Vice President, Arown Guernsey Farms, Everett, Wash. 


Dear Mr. Merriuu: This will acknowledge receipt of your letter of June 18 
requesting relief under Government Overriding Regulation 10. Before review 
of your petition can be completed we would appreciate the following additional 
information: 

1. Ceiling prices of your principal competitors for similar commodities and 
the past relationship of your prices to those of the competitors named in your 
letter. 

2. You have furnished a schedule of proposed ceiling prices but have not shown 
how these adjustments will operate to bring your operation to a break-even 
position. 

; 3. What percentage of your total sales is to jobbers? 

4. What percentage of your total sales is to Alaska? 

5. Have you made ceiling price adjustments caused by increases in ‘‘parity’’? 
If so, to what extent and how many? 

6. To what extent of total capacity is your plant working? 

in addition to answers to the above, we would like to have balance sheets 
eovering the same periods as profit and loss statements which you submitted. 

Yours very truly, 
EK. W. Tinpeman, 
Chief, Dairy Branch. 


Mr. Brown. Governor Arnall, we are delighted to have your views 
Thank you very much. 

Mr. ArNnAuL. Thank you, sir, and thank you all. And do the best 
you can for us. 

Mr. Brown. We will recess to reconvene at 2 o’clock when we 
will hear from some Members of Congress, and we will conclude the 
hearings tomorrow. 

(Whereupon at 12:05 p. m., a recess was taken to reconvene at 
2 p. m. the same day.) 

(The following communications were submitted for inclusion in the 
record of the hearing:) 


PrRoposEeD STATEMENT To BE SUBMITTED BY SECRETARY OF DEFENSE RosBeEnrt A, 
Lovett To THE House COMMITTEE ON BANKING AND CURRENCY IN SUPPORT 
or H. R. 6546, a Britt ro AMEND AND EXTEND THE DEFENSE PRopucTION AcT 
or 1950, As AMENDED, AND THE HovusiNnG AND Rent Act oF 1947, Aas AMENDED 


The Department of Defense would like to reaffirm its support of the Defense 
Production Act of 1950, as amended, and to ask the Congress that it be extended 
and amended in the manner proposed in H. R. 6546, the bill now before your com- 
mittee. Appreciating the desires of the committee to expedite the progress of the 
hearing on this bill, I am furnishing this written statement of support rather than 
appearing to testify in person. 

The Defense Production Act of 1950 has been in effect for nearly 2 years. Dur- 
ing that time it has served as the principal statutory framework upon which the 
Nation’s mobilization effort has been based. It is indisputable that without it 
the Nation in general, and the Department of Defense in particular, could not 
have achieved substantial progress in meeting the mobilization objectives de- 
manded by national security. Moreover, any build-up that might have been 
accomplished without the powers and controls provided by the Defense Production 
Act could have been done only at the cost of an extended dislocation of the 
economy, and by the creation of an inflationary wave so great that our national 
economy might have been greatly weakened during the very period when it had 
to be strengthened. 
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Your committee is fully aware of how the authority of the Defense Production 
Act has been utilized to serve the Nation over the last 21 months. The allocation 
and priority powers have served to divert, from nonessential civilian consumption, 
the crucial materials and other materials that are needed to turn out the weapons 
of defense and to sustain essential civilian production. The authority to guaran- 
tee loans, to make direct Government loans, and to engage in guaranteed purchase 
contracts have meant an expansion of our defense production facilities on the part 
of private enterprise that otherwise would have been out of the question. The 
creation, under the act, of a Small Defense Plants Administration has meant 
additional consideration being given to the problems of small business, and has 
augmented the efforts of the Department of Defense to insure that our defense 
build-up is not to be achieved at the cost of destroying the great number of smaller 
American business enterprises, whose continuance is vital for the maintenance of 
a strong and free economy. 

Last but not least, the Defense Production Act has furnished the legislative and 
administrative tools with which we have fought inflation. Once the invasion of 
South Korea occurred and it was apparent that a tremendously stepped-up defense 
program was needed, inflationary pressures began to assert themselves. Prices, 
wages, and rents moved steadily upward. Fortunately, the pressures have been 
considerably reduced by intelligent use of the authority granted under the De- 
fense Production Act. At times like these, when all are anxious to ferret out waste 
and to achieve greater economies of expenditures in the Government, it is well to 
note that the Defense Production Act made it possible to reduce these inflationary 
pressures, thereby saving large amounts of money in the Department of Defense. 

The job of mobilization is far from completed. We have made considerable 
progress, but there is a long way still to go, A brief summary of the progress we 
have been able to achieve in our military build-up under the present Defense 
Production Act may be helpful in measuring the goals still to be reached. 

At the end of June 1950, when hostilities began in Korea, the military personnel 
for the Department of Defense totaled 1,460,000. This force has been expanded 
so that we now have over 314 million men in service. 

The Army, in June 1950, was comprised of about 590,000 men organized into 
10 divisions and 11 regimental combat teams, most of which were below peace- 
time manning levels, and these were without supporting organizational units 
adequate for combat operations. The Army has been expanded so that it now 
comprises some 1,600,000 men organized into 20 divisions and 18 regimental combat 
teams with collateral units to support them in combat operations. The units 
located overseas are at full strength and those in this country at a somewhat 
reduced strength. ‘The Army has also increased the number of personnel in 
training and provided for a full pipeline of personnel to support combat opera- 
tions in Korea, including the rotation system. 

The Navy, in June 1950, was comprised of 380,000 men with 238 combatant 
vessels manned at peacetime levels. Since then the Navy has expanded to 
approximately 400 combatant vessels and approximately 800,C00 men with 
manning levels having been generally raised throughout the fleet; particularly 
important is the increase in air power as exemplified by the addition of 7 large 
earriers and the exapansion of the large carrier groups from 9 to 16. Personnel in 
training has substantially increased during this period. 

The Marine Corps, in June 1950, consisted of 74,000 men organized in regi- 
mental combat teams and smaller units; it has now expanded to a total of 240,000 
men organized into 22g divisions, 2% wings of combat aircraft, plus a substantial 
expansion in their training activities. 

The Air Force in June 1950 consisted of about 411,000 men and 48 wings. Now 
the Air Force has been expanded to nearly 1,000,000 men and 90 wings in addition 
to substantial expansion having taken place in Air Force training activities and 
supporting units. 

While the expansion in military personnel and organized combat units over the 
recent months has been very substantial, the expansion of production and produc- 
tion capabilities has been of even greater proportions. It has utilized a major 
portion of the total funds appropriated by the Congress. On June 30, 1950, the 
Department of Defense was expending about $300 million per month for hard 
goods such as aircraft, ships, tanks, guns, and ammunition. At present, expendi- 
tures for this type of material have expanded to more than six times the pre-horean 
rate. These expenditures included substantial amounts for the establishment of 
a mobilization base which would permit rapid all-out mobilization should world 
conditions require it. 
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To achieve this expansion of milita.y forces and production, the Department of 
Defense expended, on its own account, $19.8 billion in the fiscal year 1951; durin 
the first lu months of fiscal year 1952, we expended $31 billion, and it is anticipate 
that by June, when the present. Defense Production Act is scheduled to expire 
unless extended, expenditures during fiscal year 1952 for the Department. of 
Defense will be approximately $39 billion. These figures are exclusive of expendi- 
tures for the military portion of the foreign aid funds, which are estimated at over 
$3 billion for this 2-year period. 

I think the record indicates that our progress in the expansion in personnel, 
production, and procurement has been tremendous, However, the hour of 
greatest effort is now upon us. In many ways it may be an even more trying 
period than that through which we have just passed. Although the fiscal vear 
1953 program is being scheduled so as to avoid peaks that would be followed by 
cut-backs in defense production activities, and which are so costly in terms of 
money and in terms of industrial readiness for quick expansion in case of emer- 
gency, it still will be a year of great production and procurement. American 
industry is now working on outstanding orders for military procurement and 
construction of over $50 billion. The unobligated funds now on hand, together 
with the funds budgeted for fiscal year 1953, would make a total of nearly $60 
billion available for the new orders which must be placed during the next 14 
months, It is the program of the Department of Defense to secure a minimum 
of $52 billion worth of goods and services during fiscal year 1953. Contracts and 
advance commitments are necessary in this volume in order to reach and maintain 
high levels of production that are required to equip the authorized forces, to build 
up minimum reserves, and to carry out our share of the Mutual Security Program. 

Moreover, these things must be done during a period when military demand 
represents a substantial percentage of our total material supply and of our total 
production capacity. Even though, as I indicated previously, there have been 
changes in the military production schedules so as to avoid “peaking,” military 
requirements for basic materials such as steel, copper, and aluminum will remain 
high. For instance, in this quarter the military and atomic energy programs 
required over 25 percent of our steel supply, 40 percent of our copper supply, and 
50 percent of our aluminum supply. If we did not have the authority to allocate 
those metals, so basic to our industrial economy, military requirements could be 
satisfied only under conditions which would make for wild scrambling among the 
other users in the economy. The result of that would be an unfair distribution 
of the remainder of the material supply, and with the closing down,.for lack of 
materials, of many small business enterprises. Obviously, continuance of the 
authority to allocate materials is necessary from the point of view of seeing to 
it that military requirements are realized, and at the same time insuring that the 
remainder of the economy is not tossed around severely. 

The need for retaining existing authority in the fields of production expansion 
and contro] is clear. Equally clear, it seems to me, should be the realization that 
we must continue in effect, and even strengthen, the legal authority we now 
have to curb inflation. Remember, in spite of the progress we made during 1951, 
it was still essentially a vear of making ready. It was a time of designing and 
engineering, tooling-up, testing, and of getting ready the production lines to turn 
out their products. Over the next year or so, the maximum production impact 
of our defense effort will occur. The long lead-time items, the heavy stuff, is 
beginning to roll off the production lines. More goods and services will be diverted 
from the nonessential civilian economy. Purchasing power will be up, goods 
available will be down. When this impact is felt on our economy, its inflationary 
effect must be contained or much of the industrial strength of that we have built 
up will have been dissipated by the increased costs which will result, and the 
dislocations of price, wage, and profit which will ensue. The bill now before your 
committee will preserve and strengthen the statutory weapons with which we can 
help to make sure that our policy of containing inflation is effective. 

The Department of Defense, as the largest single purchaser in our economy, 
has 2 vital stake in the sufficiency of our stabilization efforts to meet the challenge 
that will be presented in the near future by our accelerated production and pro- 
curement programs. Not only would mounting inflation have a deleterious effect 
on our military budget in reducing the end items obtainable per dollar, but it also 
would make very difficult the necessary planning of production and procurement 
that must be done if the national security is to be intelligently safeguarded. As 
General Marshall reminded us in his appearance before your committee last year, 
“The loss of guns, tanks, and planes to a creeping inflation is just as damaging to 
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national security as if they had been destroyed in battle or captured by a more 
visible and concrete enemy. In either case, it is the Nation that suffers.” His 
observation is equally applicable now. 

The bill before your committee provides a means of curbing inflation and 
mitigating its effects on the national economy in general, and the military pro- 
grams in particular. While the bill essentially asks for an extension of the act 
and does not request any new broad statutory authority, it does call for the repeal 
of several sections of the stabilization part of the present statute, whose continued 
presence hinders rather than makes easier the task of stabilization control. The 
disadvantage of those particular amendments undoubtedly has been explained in 
detail by the Government officials who have the responsibility for enforcing them, 
and who are more competent than I to point out their inflationary tendencies. 
However, the Department of Defense supports this bill, ineluding those pro- 
visions of it which call for the repeal of some of the original sections of the Defense 
Production Act, as amended. 

I know that the temptations to remove administrative controls which we have 
imposed upon ourselves over the last 21 months are often superficially attractive, 
and not easty to resist. It isn’t easy to carry out @ partial mobilization which 
would permit the build-up of the military strength necessary to national security, 
and at the same time maintain a strong civilian economy. It is novel and it is 
difficult; it has never before been attempted in this country. I like to refer to 
it as “running with the throttle half open.”’ It takes patient and intellig>nt com- 
promising which the middle way always demands, and which is never easy to 
achieve. 

The building of a military organization capable of deterring aggression without 
destroying our economy is an extremely complicated problem. However, we 
have come a long way in our attempts to do just that. We could not have done 
so without the powers provided by the Defense Production Act. We still have 
along way togo. Now is not the time to cast aside the statutory instrumentalities 
which helped to make it possible. 


DEPARTMENT OF LABOr, 
OFFICE OF THE SECRETARY, 
Washington, May 28, 1952. 
Hon. Brent SPYPnce, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Drar CONGRESSMAN SPENCE: I will appreciate it very much if your committee 
will accept for the record this expression of my views with regard to H. R. 6546, 
the bill to amend and extend the Defense Production Act of 1950, as amended, 
and the Housing and Rent Act of 1947, as amended. 

I note that this bill is identical with S. 2645, now under consideration by the 
Senate Banking and Currency Committee, and which I have strongly supported. 
Both bills would extend the Defense Production Act for 2 vears beyond its pres- 
ent expiration date, which is June 30, 1952. They would also repeal the so- 
called Capehart and Herlong amendments, and would make other needed im- 
provements in the act, particularly in the field of credit and real estate controls. 

The Department of Labor, because of its extensive work in the field of prices 
and its responsibilities in the field of defense manpower, is in a good position to 
keep constantly in touch with developments in the Nation’s economy. I would, 
therefore, like to take this occasion to urge upon your committee the necessity 
for reporting favorably with regard to H. R. 6546 and for impressing upon 
Congress the fact that the country cannot yet afford to be without the powers 
carried in the acts extended thereby. 

The schedule for the Government’s defense program indicates that it will 
probably take 2 years of continued control authority to get us over the danger 
period. With luck, these controls can be kept at a minimum. Already, price 
controls have been lifted from a number of products, and credit controls have 
been lifted from a number of products, and credit controls removed. However, 
if inflationary pressures should mount, the authority to invoke stand-by controls 
promptly can prevent new waves of scare buying and price rises. 

I note that H. R. 6546 not only extends the control laws, but also eliminates 
therefrom the Capehart and Herlong amendments enacted in 1951. These 
amendments so weakened the control legislation that, even with the lessened 
price pressures of 1951, it was difficult to contain price rises in certain parts of 
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the economy. I extend my support to elimination of these amendments as 
provided by H. R. 6546. 
The Bureau of the Budget advises that it has no objection to the submission 
of this report. 
Yours very truly, 
Maurice J, Tosin, 
Secretary of Labor. 





SaLaryY STABILIZATION Boarp 
May 29, 1952. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington 25, D. C. 

Dear Mr. CuarrMaNn: I am writing to you regarding proposals which have 
been made for the exemption of certain engineers, certified public accountants, 
and architects from the wage and salary stabilization provisions of the Defense 
Production Act. I respectfully request consideration of this letter by your 
committee. 

The amendment to the act, reported out by the Senate Banking and Currency 
Committee, provides for the following exemptions: 

“Sec. 103. (a) Subsection (e) of section 402 of the Defense Production Act 
of 1950, as amended, is amended by adding after the word ‘profession’ in paragraph 
(ii) thereof the following: ‘; wages, salaries, and other compensation paid to 
professional engineers employed in a professional capacity by an engineer or 
firm of engineers engaged in the practice of his or their profession; wages, salaries, 
and other compensation paid to professional architects employed in a professional 
capacity by an architect or firm of architects engaged in the practice of his or 
their profession; and wages, salaries, and other compensation paid to certified 
public accountants licensed to practice as such employed in a professional capacity 
by a certified public accountant or firm of certified public accountants engaged in 
the practice of his or their profession.’ ” 

The Salary Stabilization Board has expressed its opposition to exemption 
of specific groups because of the difficulty of confining the exemptions to such 
groups and because of the inequities that result for closely related types of 
employment. 

In the case of engineers, particularly, the country is faced with one of the 
most severe shortages in its history. Of many of the large professional groups 
concerned with the defense effort, the supply of engineers has been the most 
critical. The number of prospective engineers who will graduate from school over 
the next few years will actually be decreasing, according to all the latest informa- 
tion. It will take several years before this condition can be improved. Reports 
of Government agencies, as well as the independent reports of newspapers, general 
periodicals and trade journals, all attest to and lament this condition. 

If engineers employed by engineering firms are decontrolled, their employers 
would have an advantage over all other employers. In the light of the existing 
shortage, engineering firms could easily outbid all other employers who would be 
limited by the normal wage and salary regulations. Such an exemption would, 
therefore, afford a privileged economic position to one small favored group. 
The consequences would be profoundly unsettling for all major employers of 
engineers. The Atomic Energy Commission has told us, for example, that it is 
1,600 engineers short of its current requirements. Industrial employers, generally, 
in both civilian and defense production have expressed great concern as to the 
unsettling and inflationary consequences of any exemption of engineers at this 
time. The Department of Defense has made similar representations to us. 

To decontrol engineers would add incalculably to the costs of the defense effort 
inasmuch as the enlarged demand for engineers grows principally from the defense 
effort. Government contract costs, alone, would rise by many millions of addi- 
tional dollars. Increased costs of operation could not help but be reflected through 
the entire civilian economy, also. 

One example of the profiteering which has already begun developing is a practice 
whereby certain engineering firms hire engineers away from industry on attractive 
salaries and expense accounts and then sell their services back to the same or other 
firms at greatly increased prices. The practice has become so common as to earn 
the special name of ‘‘flesh peddling.” If engineers are decontrolled in this manner, 
existing firms of this type would expand while new ones would be established all 
over the country. 
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The Salary Stabilization Board has no desire to maintain controls over any 
segment of the economy any longer than is necessary. It has already promul- 
ene a regulation, which is now being coordinated with the Wage Stabilization 

oard before issuance, for the decontrol of small businesses. It is developing 
regulations to provide greater flexibility for small business firms who would not 
quality forexemption. Our Board has the power to act in the matter of engineers 
or any other group just as soon as decontrol seems to be safe. With this power 
vested in the Salary Stabilization Board and in the light of its evidenced desire 
to decontrol wherever possible, as soon as advisable, it would seem unnecessary to 
write the exemption of any groups into the act itself. 

I should be most happy to be of any assistance to your committee in this matter. 

Sincerely yours, 
Justin Mituer, Chairman. 


STATEMENT BY SECRETARY OF AGRICULTURE CHARLES F. BRANNAN FOR THE 
House ComMIrTrerE ON BANKING AND CURRENCY WITH REGARD TO RENEWAL 
OF THE DEFENSE PROopUCTION AcT 


I am glad to have this opportunity to testify in behalf of the extension of the 
Defense Production Act. 

This act—and the authority it contains—is essential to a stable, productive 
agricultural economy in the uncertain and hazardous period that yet confronts 
the Nation. Accordingly, the Department of Agriculture recommends that the 
Defense Production Act be extended for 2 years and that it be strengthened along 
the lines suggested in the President’s message of February 11, 1952. 

Nearly a year has passed since I last appeared before this committee in connec- 
tion with the extension of this act. I should like to discuss with you what has 
been happening in agriculture during this time, with special reference to some of 
the problems related to the act. 

Let us begin by taking a look at general trends in farm prices, incomes, and 
cost rates. The first of these trends I should like to discuss is that of farm 
income. 

We see much mention of the fact that farmers’ gross income—that is, the value 
of all farm production—set a new high in 1951. This is true. But it is also 
true that farm expenditures also set a new high. 

We have to remember that prices paid by farmers for goods used in farm family 
living showed substantial increases in 1951. As a result, the purchasing power 
of each dollar of net income actually available to farmers or farm people was 
substantially less than pre-Korea. 

Summarizing very briefly, farm operators in the United States had a total net 
realized income of about 14.9 billion dollars in 1951. This was 2 billion dollars, 
or 17 percent, above the postwar low of 1950. But it was 2 billion dollars less 
than the postwar high of 1947. 

Total nonfarm income, on the other hand, set a new record in 1951, running 
about 12 percent above 1950 and 37 percent above 1947. 

Meanwhile, prices paid by farmers for commodities and services used in family 
living and maintenance averaged 9-percent higher in 1951 than in 1950. In terms 
of purchasing power, farmers’ realized net income in 1951 was lower than in any 
year from 1942 through 1948, about the same as in 1949 and 8 pemeent above 1950. 
Realized net income of farm operators this year will be no higher and may be slight- 
ly lower than in 1951. Since prices paid for commodities used in family living 
will be at least as high in 1951, any decline in farmers’ net income is likely to be 
fully reflected in their purchasing power. 

Now let us turn to the matter of food prices at retail and their relation to farm- 
price movements. The latest retail food price index of the Bureau of Labor 
Statistics as of April 1952 was 13 percent above the level prevailing in June 1950, 
just before the Korean outbreak. 

Much of the discussion relating to retail food prices seems to imply that these 
increases above the pre-Korea levels are all, or at least chiefly, accounted for by 
increases in farm prices. But the facts are different. 

The Bureau of Agricultural Economics computes the current retail value of a 
market basket of food for a three-person family. The annual cost of this market 
basket, using retail prices as of June 1950, was $653. By April 1952 the retail 
value had risen to $738 or $13 more than in February 1951, which represented the 
approximate level of the price freeze. During this 14-month period the farm 
value declined about $13 but this was more than offset by an increase of twice 
that amount in the marketing margin or costs. 
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Changes in costs of the market-basket foods between February 1951 and 
April 1952, were distributed as follows: ! 

















Net farm Marketing 
value | charges | Retail 
Meat products... Bas 2 Abd at Rive —$14 | +$7 | —$ 
Dairy products - ___- begdd oa inbiiwkeabanekcs +3 | +2 | +5 
Poultry and eggs bea shidetdd dulitn atcak ce ® —3 | +1 | —2 
Bakery and other cereal products...............-..----.-.--.- —2} +3 | +1 
All fruits and vegetables. - Casi : ia , +6 | +16 | +22 
Miscellaneous products . ae Aee- aN ARE —3 | —3 | —b6 
Total... -------2-------2-nenneennnenene nce enennee ee -| —13 | +26 +13 





We can summarize these facts by simply saying that marketing costs and mar- 
gins are just as important as farm prices——probably more so over any considerable 
period of time—in determining retail food prices and living costs. This is borne 
out, too, by the fact that even in good times farmers get only about 50 cents out 
of average retail food dollar and only 14 cents out of the average consumer’s 
retail cotton dollar. 

The fact is that rising costs continued to plague both farmers and marketing 
agencies during 1951. Average wage rates in the distributive trades apparently 
increased steadily during .1951, averaging 9 percent more for the year than in 
1950. Transportation charges were raised 6 to 9 percent in August 1951, and this 
was the ninth increase since June 1946. On April 11 the Interstate Commerce 
Commission announced a further increase averaging about 6.8 percent above the 
level in effect at that time. 

Prices farmers pay for commodities and services they use in production and 
family living are today at an all-time record high—-13 percent above pre-Korea. 

Here are a few examples of the extent to which prices of things that farmers 
buy have gone up since January 1951, even though these prices were under control: 





Percent 
Farm machinery (excluding tractors)_.._.------- - PD Rp: Rear oY _. +10 
Farm trucks, tractors, autos, ete____- 3 See VS Ae ie RN ieee, +9 
Farm supplies_- nee : ee ce. sspears pe Agia papan +9 
Autos and auto supplies Tens Fs 3c ce i at a ena il Li SA i eee +8 
Ee TS NT US as phe etal Spl eR ap uae NP VARI dg BARD SR MYR oad +5 


It is significant again to note that these increases came in a period when farm 
prices as a group dropped about 2 pereent. If prices of things that farmers buy 
can creep up in this way with price controls, it is only natural for farmers to worry 
over how much prices would go up without controls. 

Attached to this statement is a chart, to which I would like to direct your 
attention. It portrays the growing divergence between the level of prices paid 
by farmers and the level of prices received by farmers. 

Looking at the left of the chart, you will note that the price trends are shown 
beginning in January of 1951, just before the price freeze was put into effect. 
Using the prices of that time as a base, the trend lines show what has happened to 
the two price lewels since the freeze has been in operation. 

You will note that the level of prices paid has shown a!most a steady and con- 
tinuous upward trend. This has happened despite our efforts to control prices 
within the limitations of the law. 

Looking at the level of prices received, you will note that the trend line has not 
followed that of prices paid, but has turned downward instead. This downturn 
reflects the 2-percent drop in farm prices that has occurred since early in 1951. 

Two observations must be made with respect to this growing divergence between 
the two price levels. 

First, evidence indicates that this divergence of prices might continue to widen 
even with the price controls provided under the Defense Production Act. 

Second, without price controls we are afraid that the divergence would become 
much greater. 

If we are to get high-level production of agricultural commodities at reasonable 
prices, one way to help assure this objective is to keep prices of things that farmers 
buy at reasonable levels. Extension of the Defense Production Act, strengthened 
along the lines suggested by the President, will help us achieve this goal. 


1 Estimates based on preliminary data furnished by the Bureau of Agricultural Economics. 
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Another way. to help assure this objective is to provide a climate of satisfactory 
farm prices. In this connection it is particularly important to eliminate the 
sliding seale for basic commodities. Producers would then know that they would 
not be forced to accept 75 percent of parity price support as a result of building 
up reserves so vitally needed for this country and other freedom-loving countries. 

Turning now to certain specific features of the act, we believe that the priority 
and allocation authority given to the President under title I of the Defense 
Production Act should be extended, except for section 104. 

At present, a limited number of commodities subject to our jurisdiction are 
under allocation control and only one of these commodities—castor oil—is under 
domestic inventory control and end-use restriction. However, during the current 
marketing vear our reserves of feed grains will be reduced by about a third; wheat 
reserves will be decreased by almost a third; and it appears that it will be possible 
to increase only slightly our ending stocks of cotton which were at the lowest 
level in recent history at the beginning of the season. We will enter the 1952-53 
marketing year with reserves of these commodities, particularly feed grains and 
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cotton, at extremely low levels. In the case of wheat the excellent crop outlook 
for 1952-53 should permit some rebuilding of stocks. 

We do not like allocation controls because they inevitably result in distortions 
in normal production and marketing practices, and they bring added administra- 
tive headaches. We are hopeful that attainment of production goals in 1952-53 
will minimize the need for use of the control authority contained in title 1. But if 
we encounter production problems on some of the major commodities, or if we are 
called on to meet substantially increased demands at home or abroad, we should 
be authorized to use the priority and allocation authority promptly if such action 
is necessary to further the needs of the defense mobilization program. 

I should point out that present indications with respect to the goals program, 
especially for feed grains, could be more encouraging. Preliminary planting 
intention reports, issued by the Crop Reporting Board of the Bureau of Agricul- 
tural EcOnomics indicate that farmers’ tentative plans as of March 1, 1952, would 
fall about 9 million acres short of the 1952 goals for the principal feed grains; corn 
alone would be more than 5 million acres below the goal level. 

We are greatly concerned about the feed-grain situation in light of the intentions 
report, and we have intensified our efforts, particularly through our people in the 
field, to encourage farmers to increase plantings of corn and other feed grains up 
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to the goals. We are also stressing measures to increase yields. We have asked 
all agencies of the Department to see to it that their field representatives give this 
program top priority during the current planting season under the over-all 
guidance of the State and county mobilization committees. 

We are doing our best, within the limits of funds and personnel, to assure that 
farmers know the reasons why increased feed-grain plantings are so essential and 
to try to get them to change their planting intentions in accordance with the goals. 

Turning now to section 104, as indicated by the President in requesting the 
Congress to extend the Defense Production Act, this section of the law should 
not be extended since safeguards to protect the interests of our farm producers 
are embodied in section 22 of the Agricultural Adjustment Act, and section 7 of 
the Trade Agreements Extension Act of 1951. Also, when such actions are neces- 
sary in the interests of national defense, imports may be controlled under the 
general allocation authority contained in the Defense Production Act. 

In his letter of January 28, 1952, to Senator McFarland, the President stated 
that section 22 and section 7 provide safeguards not only for price support or 
other programs of the Department of Agriculture but also for any group of agri- 
cultural producers who are faced with serious injury which results from a tariff 
concession. Procedures have been established whereby affected producers can 
apply for remedial action under these authorities. Regarding the use of these 
authorities, the President said: ‘It is my intention that, whenever such injury 
is caused or threatened by imports, these procedures shall be fully implemented 
and promptly applied in accordance with the spirit of the law.” 

In the spirit of the President’s pledge, and because we believe that the facts 
support such action, we filed a brief with the Tariff Commission on April 18 in 
support of the Blue Mold cheese producer’s request for relief under section 7. 
Shortly after the release of this brief it was inserted in the Congressional Record 
as evidence that section 104 should be extended. We cannot understand this 
interpretation of our action. It appears to us that the only correct interpretation 
of our action is that we are using the existing and permanent import control 
authority and therefore section 104 is not needed. 

In requesting repeal of section 104, we have never argued that it might not be 
necessary to control some of the section 104 commodities under other authorities. 
As a matter of fact prior to the enactment of section 104, imports of rice and 
flaxseed were controlled under the general allocation authority contained in section 
101 of the Defense Production Act, and if section 104 were repealed we would 
probably reimpose import controls promptly on these two products under section 
101. 

Furthermore, the President, on the basis of information supplied by this 
Department, has already asked the Tariff Commission to begin gathering perti- 
nent information with respect to certain dairy products and peanuts in order that 
the Commission may be in a position to complete investigations with respect to 
these commodities under section 22 in the shortest possible time, in the event 
section 104 expires and the President requests such an investigation. 

I recommend that section 104 not be included in the extended act. 

The increasing dependence of agriculture upon the products of industry points 
up the importance of extending the priorities and allocations provisions of the 
act as they relate to nonfood materials and facilities. These provisions have 
been of material help in protecting agriculture’s source of supply for the machinery, 
chemicals, and other materials and supplies that are so necessary to achieve our 
food and fiber production goals. They are providing the means for securing 
vitally needed expansion in our facilities for the production of commercial ferti- 
lizers and in certain food and fiber processing facilities such as cotton ginning. 

We firmly believe that controls such as are authorized by the Defense Produc- 
tion Act should be used only when absolutely necessary to the Nation’s security. 
But we are just as firmly convinced that the authority to exercise such controls 
should be available so long as the unfavorable supply and demand relationship 
induced by the mobilization program exists in the case of industrial raw materials 
and essential finished goods, or so long as there is a real threat of a major war. 

As I stated to this committee a year ago, none of us like controls. Likewise 
none of us like the current threat to our security and the peace of the world. 
But it must be recognized that in abnormal and emergency times, some emergency 
measures are necessary. 
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Right now the emergency still calls for measures to deal with a shortage of 
basic materials needed in the defense effort, to alleviate our manpower problems, 
and to counteract inflationary problems. But we must also be concerned with 
what might lie ahead much as we hope for a further easing of current tensions. 

The Defense Production Act authorizes measures to meet the problems still at 
hand as well as various emergencies which may still be ahead. ‘the Department 
of Agriculture recommends that the act be extended for two more years. 





DEPARTMENT OF COMMERCE, 
NATIONAL PropuctTion AUTHORITY, 
Washington, June 6, 1952. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DrarR Mr. CuarrMAn: I wish to advise you of the views of the National Pro- 
duction Authority concerning H. R. 6843, a bill to establish quotas on the impor- 
tation of certain articles and products containing raw materials with respect to 
which priorities have been established, or allocations made, under the Defense 
Production Act of 1951. 

Priorities controls have been established on many materials, and many materials 
have been and are being allocated, such as steel, copper, aluminum, nickel, cobalt, 
tungsten, and a variety of chemicals. The proposed legislation would limit the 
importation of any article or product in which such materials are used to one-half 
of the amount imported during the period 1947 to 1949, if a substantial portion 
of American producers of the article request such limitation and the Secretary of 
Defense has not certified that the American production of such article or product 
is insufficient to supply essential defense needs. Because of the wide application of 
allocation and priorities controls, a very large part of our imports might be subject 
to the limitations in the proposed legislation. 

The bill appears to be designed to meet the problem facing American pro- 
ducers whose production of an item is restricted but who are facing competition 
from similar articles made abroad. It is important to note that the recent 
increase in supplies of many scarce materials has resulted in increased allocations 
which have considerably reduced the scope of the problem. In addition a real 
effort has been made in cooperation with friendly foreign countries to bring 
about the imposition of comparable restrictions on the use of scarce materials 
in other countries. As other friendly nations have extended their own system 
of controls there has been a lessening of the type of competition against which 
the bill is directed. Such a program also results in conservation of these scarce 
materials in articles produced abroad for foreign consumption. The saving of 
materials for the free world which can be achieved by bringing about comparable 
limitations in other countries is far greater than any possible savings which might 
result from the limitations on imports to this country under H. R. 6843. 

Moreover, the type of action proposed by the bill would have many bad effects. 
Thousands of end products among our imports fall within its definition. As a 
result its adoption would require the application of detailed import restrictions 
to a large segment of our import business. The disastrous effect which this would 
have upon hundreds of United States import firms is obvious. Beyond its effect 
upon the import trade proper, such a widespread reversal of United States trade 
policy would disrupt our commercial relations with the world’s major trading 
nations. It would violate commitments under most of our trade agreements and 
might well affect foreign nations’ willingness to supply us freely with other 
items vital to our defense production. It would further reduce the dollar earn- 
ings of many nations now receiving United States financial aid and correspondingly 
cut their capacity to support their own rearmament program without additional 


For these reasons, we strongly recommend that H. R. 6843 should not be 
enacted. 
Sincerely yours, 
Henry H. Fowter, Administrator. 
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AFTERNOON SESSION 


(Whereupon, at 2 p. m., the committee reconvened pursuant to its 
recess. ) 

Present: Mr. Brown (presiding), Messrs. Patman, Multer, Fugate, 
Barrett, Cole, Nicholson, McDonough, and Betts. 

Mr. Brown. The committee will be in order. 

We will resume our hearing. We will hear this afternoon from some 
of our distinguished colleagues in the House. We will first hear from 
Congressman Emanuel Celler of New York. 


STATEMENT OF HON. EMANUEL CELLER, REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Cretier. Mr. Chairman, and members of this distinguished 
committee, last fall the House was asked to pass a bill which would 
have excluded from the United States any product containing ma- 
terials which were subject to any kind of allocation. 

The sponsors of the bill argued that if a material was scarce enough 
to be subject to allocation, American manufacturers were presumably 
having a hard time getting it and that if American manufacturers 
were having a hard time getting a material, no foreigner who had the 
material should be allowed to sell his product here in competition 
with the American product. 

The bill took no account of whether the American consumer, 
or American industry, needed the product. It took no account of 
whether the American producer was really being handicapped by lack 
of the scarce material involved, and it took no account of what use 
the foreign countries made of the dollars it earned when it sold the 
scarce material in our market. 

It simply laid down the general rule if a material was under alloca- 
tion here, no foreign product ae the material was to be 
admitted. It was a sort of a blunderbuss method of attacking 
a difficulty. 

The bill was obviously not in this Nation’s interest. The House, 
wisely, rejected it. This year, the bill was introduced again, H. R. 
6843, and similar provisions in that bill are contained in H. R. 3871, 
notably title I, section 101 (a). That bill, and similar bills, and 
that section, are now presented to the House again despite the fact 
that last vear the House rejected those provisions. 

But this year the proposal is somewhat dressed up, ’ particularly 
H. R. 6843. It is not quite as restrictive. It would not exclude all 
foreign goods which contained a scarce material. It would only cut 
imports of those goods to half of what they were in the years 1947-49. 

That is not the case, however, in H. R. 3871, section 101 (a). In 
special cases it would allow the Secretary of Defense to raise the 
import ceiling. 

These changes do not alter the basic fact. These bills are wrong 
in principle, and would be harmful in practice. They would injure 
the interests of the United States and the interests of friendly coun- 
tries which trade with the United States. They would not serve any 
of the objectives that we seek in the present emergency. 
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I repeat, that section 101 of H. R. 3871, is absolutely shutting off 
of imports of raw materials or products containing the raw materials, 
where such raw materials are subject to priorities or allocations and 
similar restrictions. 

To begin with there is nothing in these provisions which would 
“insure that the supply of scarce materials to the United States would 
be increased one iota. 

The evident need is to get more of those scarce materials. All that 
the provisions do is to guarantee that imports of goods containing 
scarce materials would be cut back to a dribble, in the case of some 
of the bills offered, and cut off entirely in pursuance of section 101 (a) 
of H. R. 3871. 

In most cases, this is likely to mean that the goods which would 
have been sold in this market will be driven to other markets. In 
some instances, those markets will be the markets of the Soviet bloc, 
which will welcome the opportunity to increase its supplies of goods 
made of scarce materials. 

Since these bills could not be relied upon to increase our supply of 
raw materials, they could not be relied upon to put any American 
worker back on the job who was out of work for lack of scarce mate- 
rials, there is only one sure way in which the United States can increase 
its supply of raw materials, and that is by cooperating with other 
friendly countries of the free world in the production and use of these 
supplies. 

We are doing this already through such international organizations 
as the International Materials Conference and the organization for 
European Economic Cooperation. The countries on our side have 
developed a considerable measure of agreement on how to conserve 
and distribute the materials which are scarce in the free world. 

That system of cooperation would be shaken to its fundations 
by the kind of unilateral action on our part which section 101 (a) of 
H. R. 3878 would produce, and which would be produced by the other 
bills that 1 have mentioned. 

So far I have described what the bills would not do. Let me point 
out a few of the things which the bills, or these provisions, surely 
would do. 

In the first place, they would hurt the defense effort, which other 
friendly countries have been undertaking in cooperation with the 
United States. Many of these countries depend upon earnings from 
the sale of their products in American markets to buy American goods 
they need. 

These goods go to maintain their essential civilian economies and to 
expand their defense programs. 

Once we cut off the opportunity of these countries to earn dollars in 
the American market, either they must ask us for increased dollar aid, 
or they must cut back on their military efforts. Most of them have 
no other choice. A reduction in their opportunity for dollar earnings, 
therefore, frustrates our own security objectives. 

These provisions would strengthen the hand of the Soviet bloc. 
They would do this in a number of ways. First, they play squarely 
into the hands of the Soviet propaganda specialists who engineered, 
for example, the recent Moscow economic conference. 
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These provisions give those Soviet propagandists the opportunity 
to broadcast to the world that American policies are designed to 
promote American exports, and to restrict American goods in foreign 
markets. 

It adds plausibility to their charges that our policies will reduce 
the countries of Western Europe to a new colonization. I think you 
gentlemen are as aware as I am that ideas are just as important, 
sometimes, as bullets, and that propaganda, in this world of ours 
today, is just as important as logistics or ballistics, and the Com- 
munists are past masters in the field of propaganda. 

I am told that while we expend, for propaganda purposes, including 
the Voice of America and similar facilities, about $85 million a year, 
the Communists spend $1,500 million for the same purposes. 

Ours is a mere trickle to what they spend with reference to propa- 
ganda, and these provisions would be just grist to the Communist 
propaganda mill. 

Now you know, as well as I do, that Soviet Russia is out with 
schemes to divide the United States from its allies of the west. They 
are devising all kinds of trade schemes to appeal to businessmen the 
world over, and there are real signs of their schemes catching hold, in 
Great Britain, in Italy, and in other countries. 

A trade deal with the free world amounting to $10,000,000,000 in 
3 years has been offered by the Russian spokesmen at the recent Mos- 
cow trade conference. 

Russian timing is very shrewd in that regard, and well chosen. 
There were present at that conference British, Japanese, German, 
Italian businessmen-—all of them in cutthroat competition one with 
the other to try to sell the consumer goods which are backing up on 
their markets because of lack of demand. Unemployment is rising 
in those countries. Along comes Russia, with a siren voice offering 
to buy those goods piling up in those countries for lack of customers. 

And now we come along with a provision of this sort to reduce the 
demand for those very goods, by saying ‘‘We are not going to take 
them.” 

Now, many of these businessmen from those countries are hard put 
to it, and are rising to the Russian bait. These provisions strengthen 
the Soviet bloc in another way. They make it easier for the Soviet 
bloc countries to acquire goods containing scarce materials. Free 
world countries are compelled, by provisions of this sort, to rely more 
and more upon the Soviet bloc as an outlet for their production. The 
bills should be appraised for what they are. They are not, as l repeat, 
bills to conserve raw materials. The power to control imports for 
that purpose is already contained in section 101 of the Defense Pro- 
duction Act, and no added legislation is needed. It is simply an effort 
on the part of a few industries to take advantage of the special situa- 
tion created by our mobilization efforts to get an extraordinary measure 
of protection. 

When we examine the roster of industries which are supporting 
this bill, it is clear that many of them have been trying for years— 
long before these provisions were offered—to secure special protec- 
tion from foreign competition. These industries have a real problem. 
They should resort to the procedures which Congress has established 
in the Trade Agreements Act for dealing with that kind of problem, 
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but they must not be allowed to take advantage of the difficulties 
of our present emergency to secure special protection at the expense 
‘ef the rest of the economy. 

The insertion of this new language, section 101 (a) to my mind, is 
dangerous. It is a contradiction of our reciprocal trade agreements, 
will do serious—very serious—injury to the Economic Cooperation 
Act, and kindred acts, and is a return virtually to the days of the 
high protective tariffs which resulted in conditions that you are well 
aware of in the 1930’s. In effect it says “Buy American and buy 
nothing else.”’ 

There is scarcely a commodity imported which will not carry with 
it at least some part of material which has been, or shall be, subject 
to allocations and priorities. 

It is a bold attempt, on the part of some group, to reinstate the 
tariff walls on a thousand and one product, and this is being done by 
indirection, because this is a sort of a rider to a defense act. If these 
provisions were offered separately they would not come to this com- 
mittee. They would go to the Committee on Ways and Means. 
So I say they are riders to this bill. 

In addition thereto, you would create scarcities in this market. 
When you create scarcities in the supply of those materials containing 
those particular objects—you would, by creating scarcity of com- 
modities in this country, add to the inflationary trends. 

The widest number of articles would be affected by this provision: 
Washing machines, radios, baby carriages, tools, pocketbooks, shoes, 
textiles, clothes, scientific instruments, musical instruments, pottery, 
paints, varnishes, bicveles, furniture—I ean run the whole gamut and 
give you a thousand and one articles that might be covered by a 
provision as drastic as that. 

Now I have done some checking with the departments on the matter 
and I get this reaction. First, that the ECA, the NPA, the Depart- 
ments of State, Commerce, and Treasury, the ODM, are all opposed 
to this particular provision. In view of the fact that priorities and 
allocation controls, present or prospective, cover the great majority of 
basic materials, the proposed amendment would embargo most 
imports to the United States subject only to the power of exemption 
vested in the President. 

The principal materials not presently under control are in the food 
and textile categories. Virtually all metals, ferrous and nonferrous, 
are subject to controls, as well as a broad variety of minerals and 
chemicals. 

Of our total 1950 imports, which amounted to more than $8 billion, 
somewhat more than $3% billion, or 42 percent, represented manu- 
factured and semimanufactured products. The proposed import 
prohibition would exclude the great bulk of these products. ‘That is 
the information I received from the Treasury and State Departments. 

Now, from a technical standpoint, I communicated with tke 
customs and get the following. It is believed that the amendment 
might be very difficult if not impossible for the Bureau of Customs 
to administer. If the President by proclamation prohibited importa- 
tion of specified and readily identifiable articles such as knives, for 
example, customs would be able to stop their importation. 
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However, if the President merely proclaimed that certain articles 
could not be imported if they contained raw materials, on which 
priorities or allocations are in effect, customs would be faced with an 
impossible task, to determine what raw materials entered into the 
manufacture or production of an article which would require detailed 
information regarding manufacturing processes in individual foreign 
countries, and would entail a more extensive examination and labora- 
tory analysis of imports than would be feasible. 

I spoke a moment ago, and indicated that there are remedies open 
to these manufacturers if they feel that they have a proper grievance. 
There are plenty of forums to which they could repair to express their 
grievances, get them heard and answered. 

The Eighty-second Congress amended the Reciprocal Trade Agree- 
ment Extension Act of 1951 by inserting a specific provision making 
it mandatory for the Tariff Commission to investigate every complaint 
filed by domestic producers who alleged that competitive imports were 
threatening injury to their industry. ‘This is popularly known as the 
escape clause procedure. 

Other statutes now in force and effect, to which domestic interests 
have recourse any time they feel additional protection from imports 
is needed, are section 22 of the Agricultural Adjustment Act, which 
permits the President to impose a special import fee or quota limita- 
tions, or both, on any imported agricultural commodity which tends 
to render ineffective or interferes with any domestic price support or 
storage program, and section 336 of the Tariff Act of 1930, which 
provides for an investigation of comparative costs of production of 
domestic articles and imported articles not covered by trade agree- 
ments with a view to increasing the protective duty rate. 

If the Congress is now to enact another provision, like section 101 
(a) mentioned before, there would be set up a conflicting and reckless 
procedure, I say for the coddling of special pressure groups, which 
would scrap the escape clause procedure, and the other statutes 
which Congress, after mature deliberation, enacted to provide for 
those very legitimate provisions. 

Finally, we seem to have a rather unhappy knack of undoing with 
one hand what we do with the other. We have poured billions of 
dollars into the economic reconstruction of Western Europe. We have 
had the Benelux and the Schuman plans. We have supported every 
effort to reduce trade barriers on the Continent. And however short 
of expectations, there have been substantial results gavnered. 

United Nations economists report an all-time world record for pro- 
duction in 1950 and 1951, in the major part due to our own efforts in 
the European Continent. At the same time, while we are doing all 
this for Europe, we help to nullify the economic recovery for which we 
have in a large measure been responsible. Western Europe’s problem 
in now one of sustenance. Our tariff policy system seems to operate 
as an effective trade barrier. Belgium has canceled tariff concessions 
in retaliation, in part due to this intended passage of section 101 (a). 
Italy has expressed fears that our tariff policies would offset the value 
of our well-meant economic contributions. 

Britain has protested some current application of our tariff policy 
before the United States Tariff Commission; the Tariff Commission 
changes governing certain products coming into this country. 
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Now, I do hope you gentlemen would see fit to reject these pro- 
visions, which will create so much havoc and dislocation, and which 
will be belying our good intentions and even our pontifical declarations, 
that we want to help European and western countries to prosper and 
grow stronger and help us in our defense effort. 

There is one other section I want to advert to just briefly, and beg 
leave to submit a brief which was prepared for me on behalf of the 
United States Foreign Trade Zones. 

Mr. Brown. You may file it. 

(The report referred to appears at p. 1439.) 

Mr. Cruuer. Briefly, that concerns section 104 of the Foreign- 
Trade Zones Act, which happens to bear my name, as you know, 
provides ports or zones in ports or vestibules in ports where goods 
can come in customs free, free of tariff restrictions. 

They are, for purposes of customs, like foreign territory. They 
have been eminently successful. Six foreign-trade zones have been 
established, one in New York, one in San Antonio, Tex., one in New 
Orelans, one in Seattle, one in Los Angeles, and one in San Francisco. 

They have to a great degree quickened our international trade, 
particularly our re-transshipment trade. The goods come into those 
foreign-trade zones, as I said, free of customs restrictions, and when 
they are taken out of customs zones they are then subject to the 
customs duties. 

You have a provision here, in section 104, to the effect that when 
agricultural products like butter are brought in, they are immediately 
subject to all the restrictions promulgated by the Department of 
Agriculture, despite the fact that to all intents and purposes those 
agricultural products, while in the foreign-trade zone, are in foreign 
territory. This brief I hand you for the record gives you the reasons 
why I think, as do the operators of the foreign trade zones, that you 
are a little too harsh with these zones. I understand our distinguished 
colleague from Louisiana, Mr. Boggs, joins with me in the arguments 
presented by this group. I commend for your earnest consideration 
the arguments contained in this brief. 

Thank you very much, Mr. Chairman. 

Mr. Brown. Does any member desire to interrogate the Congress- 
man? We are very glad to have your testimony, Congressman 
Celler. 

Mr. Cretier. Thank you very much. 

Mr. Brown. Congressman Ford will be our next witness, 


STATEMENT OF HON. GERALD R. FORD, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Forp. Mr. Chairman, and members of the committee, I am 
testifying in reference to an amendment which was approved in the 
Defense Production Act last year. I am urging that it be deleted 
from the proposed legislation. I refer to section 206 of Public Law 96, 
Eighty-second Congress. It pertains to a change which was made in 
the original law, which last year to me, and I think to everyone, 
seemed rather innocuous. 

However, upon experience, I think our Subcommittee on Appro- 
priations has found it to be a very harmful one from the point of view 
of the Federal Government. I refer specifically to the change in the 
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law which gave the Rent Control Administrator the right to control 
rents on Federal properties. 

Let me give you some good examples that have come to the atten- 
tion, of our subcommittee of the Committee on Appropriations. First, 
a little historical background. In 1951 our subcommittee, which is 
the Civil Functions Subcommittee, in taking testimony from the 
Army engineers, found that in many instances the Army engineers, 
on these huge dams and reservoirs, were asking for funds for the 
construction of the dams and reservoirs, and included in the requested 
funds was money for the construction of housing projects for con- 
struction workers. 

We found that the rental policies of the Army engineers were pretty 
sad—at least from the point of view of the Federal Treasury. We have 
later found out that those policies seem to prevail in all agencies of the 
Federal Government. 

Our subcommittee, last vear, berated the Army engineers—— 

Mr. Cotz. What do you mean, pretty sad? 

Mr. Forp. Well I will get to that in just a second, if I may. 

Mr. Brown. I did not know the Rent Director had anything to do 
with Government property. 

Mr. Forp. Last year, in the Defense Production Act, a change was 
made, which reads as follows: 


The term ‘‘person”’ includes an individual * * *, 
and then dropping down— 


and includes the United States or any agency thereof, or any other government or 
its political subdivision. 

In other words, the Congress turned over to Mr. Tighe Woods, the 
authority to control rents on all federally owned projects. 

Let’s be clear about one point. We are not talking about public 
housing. We are talking about housing units that are owned by the 
Federal Government. 

Mr. McDonovucu. Well, that was principally for the purpose of 
providing housing, or controlling the rent on housing around airports 
and Army bases and Army camps. 

According to your testimony it has been construed to mean civilian 
population employed by the Army engineers in construction projects. 

Mr. Forp. Apparently the change in the law has been given a 
very broad interpretation by Mr. Woods and his staff. 

Mr. McDonovuau. We can expect that to happen. 

Mr. Forp. Let me just give you a couple of examples. This year 
when the Army engineers came before us to ask for funds, atter 
having berated them last year for their poor rental policies, and having 
had some assurance that they were going to increase rents so the 
rents would produce a somewhat fair return for the Federal Govern- 
ment, when they came up to testify this year on the budget, almost 
the first question they were asked was ‘How is your new rental 
policy?” 

And the answer by the witnesses was to the effect that, “Well, we 
haven’t gotten around to changing that policy yet.”’ 

And it is almost a year since the previous hearings, and almost a 
year since the time when they promised there would be a change in 
the policy. I should add the principal fault lies with the Depart- 
ment of Defense, not the Army Corps of Engineers. 














DEFENSE PRODUCTION. ACT AMENDMENTS OF 1952 1561 


Another agency that came before our subcommittee— 

Mr. Mutter. Will you stop there just a moment, pleene? 

Mr. Forp. Surely. 

Mr. Mutter. Is it because they did not go before the Rent Control 
Agency and seek to get the increase? 

Mr. Forp. May I just continue the story and I will show you 
exactly what has happened, Mr. Multer. 

Mr. Mutter. All right. 

Mr. Forp. One of the other agencies that came before our subcom- 
mittee was the Fish and Wildlife Service. They have to get certain 
funds out in the Columbia Valley to protect the fishing industry, when 
these dams are being constructed on the Columbia River. 

I have in my hand a copy of the budget presentation by the Fish 

y* . . . r ¥ . - . 
and Wildlife Service. They asked our subcommittee to appropriate 
$4,926,000. 

Included in that $4 million plus, was a request for $306,000 for 19 
residences under their jurisdiction, at an average cost of $16,105. 

The rental policies of the Fish and Wildlife Service have permitted 
them to charge only a rental of $20 to $24 a month. 

Now let’s turn to some of the testimony that Dr. Meehan gave to 
our subcommittee in reference to this budget presentation, and with 
your indulgence I will read the colloquy that I had with Dr. Meehan. 

It is on page 554 of the civil functions department of the Army 
appropriations for 1953, part 1. 

Mr. Forp. Who sets the rental policy on your residences? 

Dr. MEEHAN. This is established by a commitiee in the Department. 

Mr. Forp. What is vour rental policy as to the amount to be paid each month 
by the occupant? 

Dr. Mreeuan, The average is between $20 and $25 a month—somewhere in 
that neighborhood at the present time. 

Mr. Forp. Would you charge that low a rental for a three-bedroom house 
costing $16,000? 

Dr. Mernan. We had been in the process of revising our rentais upward, bui we 
received an amendment to Rent Regulation I (Federal Register, January 31, 1952, 
vol. 17, No. 22) which has the effect of freezing rentals on all Government projects. 

Mr. Forp. Even though Federal wages have gone up? 

Dr. Mrenan, That is right. 

Mr. Forp. Does vour Department agree with Mr Woods’ decision? 

Dr. Mrruan. I don’t know that we can argue with him. We have been in 
the process for a period of about a year, or a year and a half now, of revising the 
rentals within the Department. The Secretary has set up a committee that hes 
been working on that project for some time They were about to come up with 
some recommendations on revising rentals upward close to a hundred percent. 

Mr. Forp, Which is an indication that your department was appreciative of the 
situation as far as the Federal Treasury was concerned? 

Dr. Meeunan. That is right, but this directive has stopped that—at least I so 
understand. I am not in a position to state definitely. 

Mr. McDonovuaeu. Mr. Ford, will you permit an interruption 
there? 

Mr. Forp. Surely. 

Mr. McDonovueu. Did you ask them if they were previously under 
rent control, under the previous bill? Or did they just come under 
this bill? 

Mr. Forp. As I understand it, heretofore, the Housing Expediter, 
or the Rent Control Agency, never interfered with the rental policies 
of any Government agency. In other words, the Housing Expediter 
assumed—and I am positive rightly so—that each agency would look 
after its own employees quite well and the record clearly indicates 
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that to be the case. In other words, in the past we have had rent 
control in effect in each agency. 

Now we have superimposed over each Federal agency the rent 
control director. This second level of rent control is unnecessary. 

Mr. Brown. Who sets that low rent? 

Mr. Forpv. The Fish and Wildlife Service, in this case. And you 
can go into any agency of the Federal Government, Mr. Chairman, and 
you will find the same conditions prevailing. Each agency in the 
Federal Government has been in effect a rent-control director for those 
housing facilities under its jurisdiction. 

Mr. McDonovucu. You mean they always have been that way, 
before we even had an OPA or an OPS? 

Mr. Forp. That is correct. 

Mr. McDonoveu. Now, in this instance, according to section 206 
that you referred to, I think, for the benefit of the committee—this 
may be some information—it was only in this last year’s bill that we 
transferred the functions of the rent control from the Housing Admin- 
istration to the Office of Defense Mobilizer, and I think that originally 
this authority to superimpose rent control over Government-owned 
housing came as a result of that action in our bill. The Defense 
Mobilizer then became the Director of Rent Control, under functions 
delegated to him. 

Mr. Mutter. But, if I recall, the language was changed because of 
the situation at Oak Ridge, Tenn., and Greenbelt, Md., I think it isa 
matter rather of administration now than of law. I think these 
agencies that your committee very properly said, “‘ You are not getting 
what you should get for this; these men have been getting increases in 
salaries and should be able to pay more rent and these properties should 
bring more rent,” while they properly said they have a law under which 
they are now subject to rent control, I think they should have gone in 
aid applied for the increases. 

Mr. Forp. I agree with you, Mr. Multer, that the Rent Control 
Administrator has told these agencies that if they will petition, like 
any landlord, their petition will be considered just like that of any 
landlord. 

Mr. Berrs. Who do they petition, Tighe Woods or their own Ad- 
ministrator? 

Mr. Forp. As I understand the procedure, in a particular area, the 
man who has charge of these facilities for any department of the Gov- 
ernment has first to get an appraisal—at least the Army engineers are 
following this procedure—and from there they go to the local rent- 
control office for approval of the rent to be charged. After they have 
gone through their procedure to increase rents, “which is bad enough, 
then they have to make their presentation to the local Rent Control 
Administrator, and they have to convince him, subsequently, that 
what they want to increase rents to is proper. 

My point is this: That the record shows beyond any question of 
doubt that every Federal agency that has any housing facilities under 
its jurisdiction, in effect, has been a pretty adequate rent-control 
administrator. 

Mr. Coxe. Practically all the rents have been far lower than com- 
parable housing accommodations. 

» Mr. Forp. Let me show you some examples. 

Mr. Coir. I am well aware of that. 
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Mr. Forp. I have gotten these together from our own hearings. 
These are in the hearings. 

Here are some housing facilities out on the Columbia River: 
dwelling type, five-room apartment, three bedrooms, frame, four in 
a unit; built in 1949 at a cost of $15,990; present value of $12,490. 
In 1951, the occupant of those facilities had a salary of $6,600. His 
rent was $40 a month. 

As we all know, salaries for Federal employees were increased a year 
ago. The salary of the occupant of that housing unit was $7,240. 
His rent, a year later, after a sizable increase in salary, was still $40 
a month. 

Mr. McDonovenr. You mean frozen at that figure by the Rent 
Control Administrator? 

Mr. Forp. Well, it was still there for two reasons: 

One, the Department of the Army had been negligent in taking the 
necessary action. 

Secondly, I am certain that in this area the Rent Control Admin- 
istrator still controlled rents, and the Army hadn’t gotten around to 
petition and get the approval of the Rent Control Administrator. 

Mr. McDonovau. Is that home built on Government-owned land? 

Mr. Forp. Oh, yes; part of a project. 

Here is Fort Peck, Mont., one of the big projects under our com- 
mittee jurisdiction: dwelling type, five-room frame, two bedrooms; 
built in 1934 at a cost of $13,794; present value, $9,104; salary of 
occupant in 1951, $5,800; and he was paying $35 a month rent. 

Mr. Mutrer. Are these in large part, Mr. Ford, civilian personnel, 
or are they military personnel? 

Mr. Forp. That is an important point and one which should be 
brought out at this point. 

When a military man, a man in uniform, occupies these quarters, 
he loses his rental allowance. So, whatever his rental allowance 
might be—and that depends upon his grade or rank—he loses it in 
toto. 

These are all civilian examples which I am giving here. 

As I said, the man’s salary in 1951 was $5,800. He was paying $35 
a month rent. 

Congress last year increased his salary to $6,540, and he is still 
paving $35 a month rent. 

I have a number of examples here that are as good as those that I 
have given to you. 

Now, all through our hearings, whenever we came to a project 
where the Army engineers wanted substantial funds—— 

Mr. Barrett. Mr. Ford, who would you claim to be negligent 
there, the project manager or the area rent expediter? 

Mr. Forp. Well, in the first instance, our committee feels that the 
Department of the Army and the Department of Defense are quite 
responsible, and in our committee hearings, this year, here is what 
we had to say about it [reading]: 

In the hearings in connection with the civil-functions appropriation bill, 1952, 
the committee called to the attention of the Government witnesses the lack of 

_an adequate rental policy for federally owned quarters. The schedule of rates 
then in effeet in the Corps of Engineers was formulated on August 1, 1948, and 
is listed below— 
and they give the ridiculously low rentals. 
49 
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We end up the comment in this way, ‘‘Such dalliance on the part of 
the agencies involved is inexcusable and they are directed that the new 
rental rates are to be placed into effect as quickly as possible, and at 
all events not later than July 1, 1952, in the agencies involved in this 
bill.” 

Mr. McDonovau. Is there any shortage of housing in any of these 
projects? 

Mr. Forp. Wherever the Corps of Engineers goes in to build a 
project, and there is a housing shortage in the area, they include in 
the cost of the project the necessary funds for the construction of 
adequate housing facilities. Let me give you a couple of examples. 

Mr. Coxe. While you are doing that, may I break in? 

Mr. Forp. Surely. 

Mr. Cour. It isn’t only the Corps of Engineers that is doing that, 
Mr. Ford; it is all the other agencies that have housing on their 
Government-owned property as well. 

Mr. Forp. That is absolutely correct, but I am trying to stick to 
the record that I know about. Iam sure that similar conditions pre- 
vail in every other agency of the Federal Government. 

Mr. Coun. | happen to know so. 

Mr. Forp. Here on page 186 of our hearings for fiscal year 1953, we 
are interrogating a general about the fund request for Ice Harbor 
lock and dam, which is out at Pasco, Wash. 

In the request for funds they have asked for $3,523,000 for the 
construction of housing facilities. In other words, they want to put 
in housing facilities with utilities and landscaping and so forth, at a 
cost of $3,523,000, and if our committee had given them the funds, 
which we didn’t, they would have charged precisely the same ridicu- 
lously low rental rates that they have been charging for so long. 

I am sure that it would have been a continuation of their past 
policies. 

Now let me just give you a breakdown on that. 

They wanted to construct 40 three-bedroom, permanent houses at 
a cost of $18,000 each, totaling $720,000. 

And under their present rental policies, the Federal Government 
couldn’t possibly have gotten any return on the investment. It is a 
gross example of the worst kind of bureaucracy, first on the part of 
the Army engineers, the Department of Defense, and now this super- 
imposition of rent-control authority by the Housing Expediter or his 
successor. 

Mr. Mutrer. Mr. Ford, I think you overlook the fact that we 
long ago wrote into the rent-control legislation a provision that it 
shall not apply to new construction. What we have done here is to 
put the Government, as a landlord, on the same basis as any other 
property owner. It doesn’t apply to new construction. 

Mr. Forp. I am only trying to bring the problem to the attention 
of the committee. 

Mr. Mutter. I am not finding fault with you, Mr. Ford. This 
question also presents itself to me: Did the Department also try to 
justify the low rents on the basis or theory that they couldn’t get 
these civilian employees to go into these places unless they supplied 
these accommodations at these low rents? 

Mr. Forp. That is one of the factors that they have tried to use, 
and 
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Mr. Mutter. Is there any substance to their claim? 

Mr. Forp. I think there ts to this degree. In other words, if you 
ask a man go up into an isolated area for a Fish and Wildlife experi- 
mental station, obviously you have to make it somewhat attractive to 
him. 

Mr. Cots. It is to a degree, but I am quite certain that it is a matter 
of policy throughout the Government. So, they are following a policy, 
irrespective of whether or not it is an isolated area. 

Mr. Mutrer. Policy of low rents? 

Mr. Coun. Yes. 

Mr. McDonoveu. Your argument to the committee then, Mr. 
Ford, is this, as I get it: That all Government-owned housing facilities 
be taken out from under rent control? 

Mr. Forp. I say, in effect, that because the past record has shown 
to me that the Federal agencies in and of themselves, are and have 
been doing an adequate job of protecting tenants—there is no doubt 
that they have protected the tenants very well—the present provision 
in the law prevents the Federal Government from getting a fair return 
on its investment in these homes. 

Mr. McDonovueu. What would you say that house at Fort Peck 
should rent for if there was no control by the Rent Control Admin- 
istrator? 

Mr. Foro. Frankly, I am no authority on what a rental policy 
should be, except that I know what rental policies are in my home 
tow». I know that a man who lives in a five-room frame two-bedroom 
house and is earning $5,800 a year pays more than $35 a month. 
Certainly he pays more than $35 a month if he is making a salary of 
$6,540. 

Mr. McDonovanu. A further question is this: If the bill were 
amended to remove this section 206, would the Administrator of 
those Federal housing units increase the rent to give a fair return? 
Can you answer that? 

Mr, Forp. Well, they didn’t for 9 months, but that wasn’t entirely 
the fault of the Army engineers. That was the fault of the Secretary 
of Defense, and the difficulty of trying to get Government agencies 
together to settle a problem. 

You see, our subcommittee raised the devil with the Army engi- 
neers a year ago—in April. They, appropriately, went back to the 
Department of Defense and said, “We have got to do something 
about it.” 

The Department of Defense then appointed a study commission 
to get together to try to set a policy for all agencies under the Depart- 
ment of Defense. When they came back to our committee in Jan- 
uary of this year, they were still arguing, the Army and Navy and 
Air Force, as to what the policy change should be. 

In the meantime, on February 1, Mr. Tighe Woods froze all rents 
on federally owned housing facilities. So, all the work of this inter- 
departmental committee, in the Department of Defense, was about 
to go for naught, except that Mr. Woods said: ‘“‘ Well, you can act just 
as any other landlord. You should petition us for an increase in 
rentals. 

You know how much time and how much cost will be involved 
when two Federal agencies get together to try to determine what a 
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new rental should be on a housing unit out in Fort Peck, Mont., or 
ee else. 

Here is the unfortunate part of it, Mr. Chairman, as I indicated, the 
Fish and Wildlife Service requested our subcommittee to appropriate 
$4,900,000. Included in that was $306,000 for 19 residences in the 
Columbia Valley. 

When our subcommittee found out what the rental policies were 
that they had pursued and were going to pursue under Mr. Tighe 
Woods’ directive, we didn’t give them any money. 

Now, all you are doing is hurting the individual agencies by having 
this rent-control policy, that we now have, in effect in the future. 

And in the case of Ice Harbor lock and dam, the case that I men- 
tioned earlier, they wanted, for the project, for the next fiscal year, 
$5 million, I believe, and included in that was the money that I 
indicated for 40 three-bedroom permanent houses. 

When our subcommittee saw the rental policies they have been 
following, we didn’t give them any money. 

Mr. Brown. At this point I want to congratulat: you on the re- 
markable statement you just made. I agree with you. And I want 
to congratulate you on the exhibits that you have to illustrate your 
point. It shows you have given this problem a lot of time. I hope 
we can get something done. There is no reason in the world why a 
$16,000 home should rent for $25 or $30 a month anywhere. 

Mr. McDonoveu. Mr. Chairman. 

Mr. Brown. Mr. McDonough. 

Mr. McDonoveu. Under the terms of the bill we passed last year, 
the Rent Control Administrator could not apply rent control where it 
previously had not been applied, unless he made a finding, under the 
direction of the Defense Mobilization Director and the Secretary of 
Defense, that this area was a critical defense area. 

Are these areas you are talking about critical defense areas? 

Mr. Forp. In this budget presentation by the Fish and Wildlife 
Service, I now turn to the portion where they wanted to get some 
funds for a Bonneville hatchery, out in the Bonneville area, and 
included in the Bonneville request was $40,000 for three residences. 

I am almost certain that in the Bonneville area they still have 
Federal rent control. And if that is the case, and they had built 
these residences, with funds requested, the interference by the Hous- 
ing Expediter, or the Rent Control Director, would have existed 
in the future. 

Mr. McDonovuau. Well it would seem to me that if the committee 
addressed a letter to the Secretary of Defense and asked him if these 
areas that you are complaining about had been declared critical 
defense areas under his direction, and he found that they had not been, 
that Mr. Woods’ directive would have no effect in those areas. 

Mr. Forp. That is correct; in any area where there is n> Federal 
rent control, of course, these examples that I have mentioned are not 
applicable. 

But I think you will find, wherever the Federal Government goes 
in to build a huge project—hydroelectric power project—and where 
they have to build housing accommodations, almost without saying, 
there is a critical housing shortage. I mean the mere fact that they 
have to build housing facilities is indicative of the fact that there 
aren’t sufficient housing facilities available. 
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So then you can almost rest assured that Mr. Woods has some 
jurisdiction over the matter. 

I do not want to take too much time, Mr. Chairman. I have taken 
altogether too much now. But it is a problem that we see, on the 
Appropriations Committee, that just does not make sense. 

Mr. Mutter. Mr. Ford, there is not any doubt that it is a problem 
that requires attention, but I wonder if you have not overlooked that 
we bave two different types of Government housing. 

You have the Government housing you have told us about, which 
is being maintained in connection witb a Government project. Gov- 
ernment land, Government-owned buildings, and rented to people 
employed by the Government. 

In addition we have Government-owned housing which the Gov- 
ernment has not yet been able to dispose of, built in World War II, 
where the Government is just a landlord. And that was what really 
brought this about, this change in the law. It was projects like 
Greenbelt, Md., where the Government raised the rents arbitrarily 
150 percent. We, and all the Congressmen from Maryland, were 
flooded with complaints about that kind of action. The Government 
said, “You, Mr. Private Landlord, have got to be decent and not 
extract extortionate rents,” and then it turned around and did the 
very thing it did not want private landlords to do. 

It was that situation that we had in mind in changing the law. 

I think in the main, in the Government projects, where these 
civilians are living on Government land, in Government housing, the 
agency involved is being lax. I think they could go in and almost 
automatically get an increase in rents, by merely submitting the 
appraisal they have made, and the review and surveys they have made, 
in order to determine whether they can raise the rents and by how 
much. All they would have to do is present that to the Agency and 
they would get the increase. 

But I think they are hiding behind this change in the law to cover 
up their dereliction of duty before we changed the law. 

Mr. Forp. I agree with you to a large extent, Mr. Multer, that 
these agencies that have come to my attention are now hiding under 
the rent directive which was issued by Mr. Woods on January 31, 1952. 

But I feel so strongly about this situation that I don’t want to give 
them any escape valve, so that they can get out from under and say, 
“Well, Mr. Woods is putting it on us now.” 

Let’s put them on the carpet and not let them escape with some 
weak alibi, which in my judgment should not be an alibi, but it is just 
what they have been using. 

Thank you very much, Mr. Chairman and members of the com- 
mittee. 

Mr. Brown. Congressman Burleson is our next witness. 


STATEMENT OF THE HON. OMAR BURLESON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF TEXAS 


Mr. Burteson. My name is Omar Burleson, a Member of the 
House from the Seventeenth District of Texas. 

Mr. Chairman and members of the committee, I am most grateful 
for the opportunity of appearing before you, and I shall be as brief 
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as possible in discussing a bill which I introduced in March, H. R. 
6985, to amend the Defense Production Act. 

The amendment I offered provides specific legislative standards 
for suspension of price controls. 

Price decontrol would become mandatory whenever these standards 
are met. 

I am convinced, Mr. Chairman, that the removal of controls at 
the earliest possible date is highly desirable if we are to accomplish 
the objectives of the defense program, and the Mutual Security 
Program. 

Most all agree that controls are disruptive of our normal way of 
doing things and should be imposed only in the gravest of circum- 
stances. Once imposed, they should be removed at the earliest possible 
opportunity. At least that is my belief. 

Conditions all around us clearly show, with the exception of a very 
few critical metals and materials, that the economy has substantially 
recovered from the initial shock of the defense program in spite of the 
fact that, as we all know, there will be considerable spending in 1952 
and 1953, with those great efforts we are making in ordering defense 
materials. 

For this reason, I strongly feel that the Congress should lay down 
a clear legislative directive to the control agencies requiring decontrol 
of prices whenever proper safeguarding conditions have been met. 

I have endeavored to provide such a directive in the bill I introduced. 

My bill provides for mandatory decontrol of prices only where the 
material or commodity meets two basic requirements, namely: (1) 
The material or commodity is by its nature not susceptible to specula- 
tive buying; (2) that not more than 10 percent of the total national 
output of the material, or commodity, is purchased with Federal 
funds for defense purposes. 

I have not favored the decontrol of materials of a nature which 
with speculative buying would permit price manipulations, and if such 
price controls were the only means of protecting the consumer I 
would be for them. 

But I would not favor decontrolling all materials of which a large 
part of the national output was purchased directly by the Government 
in the defense program. 

Such substantial purchases would not leave a sufficient supply for 
civilian consumption and would prevent the leveling of prices in a 
competitive market. 

The reverse situation however, also is true. Where the bulk of the 
national production goes into civilian consumption, normal competi- 
tive forces safeguard the small percentage required for defense pur- 
poses. 

The bill in which I am particularly interested limits decontrol only 
to materials which meet these two basic standards which I mentioned. 
These are not the only safeguards, however, which the bill provides. 

Before a material can be decontrolled, it also must meet one of two 
other tests: (1) the material must be selling below the ceiling price 
and must have sold below that price for a period of 6 months, and 
(2) the material must be in adequate or surplus supply to meet current 
civilian and military consumption, and must have been in such 
adequate or surplus supply for a period of 6 months. 





ee : Bee Oe mn 
ea Rt SR NALA LLL LAL TOLLED ANOLE A 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1569 


For the purposes of this proviso, a material shall be considered in 
adequate or surplus supply whenever such material is not, being 
allocated for civilian use. 

Mr. Coxe. Did you say one or the other or both of those has 
provisos? 

Mr. Burveson. One or the other. 

Mr. Coxe. Thank you. 

Mr. Buruteson. My bill does not embody any new idea. The 
Congress in the original Defense Production Act of 1950 provided, in 
section 402 (f) a definite basis for decontrol, and that section, as you 
are much more aware than I, reads: 

The President, in or by any regulation or order, may provide exemption for 
any materials or services or transactions therein, or types of employment, with 
respect to which he finds that (1) such exemption is necessary to promote the 
national defense and (2) it is unnecessary that ceilings be applicable to such 
materials or services or transactions therein, or that compensation for such types 
of employment be stabilized in order to effectuate the purposes of this title. 

The weakness of this provision is that it is discretionary, not 
mandatory. 

Now, Mr. Chairman, I understand that the Banking and Currency 
Committee of the Senate has agreed on a portion of their bill—as a 
matter of fact, | understand that as of today they have voted on a 
section 411, in which they say: 

It is hereby declared to be the policy of the Congress that the President shall 
use the price, wage, and other powers conferred by this act, as amended, to promote 
the earliest practicable balance between production and the demand therefor, of 
materials and services, and that the general control of wages and prices shall be 
terminated as rapidly as possible consistent with the policies and purposes set 
forth in this act, and that pending such termination, in order to avoid burdensome 
and unnecessary reporting and record keeping, which retard rather than assist in 
the achievement of the purposes of this act, price or wage regulations and orders, 
or both, shall be suspended, in the case of any material, or service, or type, of 
employment, where such factors as conditions of supply, existence of below- 
ceiling prices, historic volability of prices, wage pressures and wage relationships, or 
relative importance and relation to business costs or living costs will permit, and 
to the extent that such action will be consistent with the avoidance of accumulative 
and dangerous unstabilizing effect. 

Mr. Coie. What does that mean? 

Mr. Burreson. I am not sure, Mr. Cole, but it embodies, as I 
understand it, the same principles which I tried to set forth in my bill, 
except that this again is an allowance of discretionary power on the 
part of the control agencies and the President; whereas I attempt, 
by a very definite formula, and one which is not difficult at all to under- 
stand, to set forth definite and positive machinery for decontrol. The 
Senate provisions seem to leave a very broad interpretation, and that 
is just the point. Discretionary action and interpretation—that, I 
think, is one of the great troubles in many things we do. Not only 
in the price-control laws, but in a great many other things which the 
Congress does. We leave too much to the agencies to interpret and 
administer. 

Mr. McDonovan. Mr. Burleson, you say, in your formula, that 
you do not believe controls should be lifted on any commodity that is 
subject to speculation. 

Mr. Burueson. That is right, sir. 

Mr. McDonoveu. That is one of the requirements. 

Mr. Burueson. That is right. Susceptible to it. 
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Mr. McDonoveu. One of the principal requirements? 

Mr. Burueson. Yes, sir. 

Mr. McDonoveu. Well, now, I do not know what commodity you 
take out of that category. 

Mr. Burueson. If you will allow me to proceed, I will try to point 
out one in particular, and then from there probably we might relate 
it to other materials and commodities. 

Mr. McDonovuau. What I was thinking about was that one cate- 
orical commodity that I think is subject to speculation is fresh 
ruits and vegetables, and under present price control, the supply 
and demand in the market has kept them below ceiling, as a result of 
them being speculative. 

Mr. Burueson. I am in favor of decontrolling all farm products 
but would have no objection at all to deleting from my measure the 
feature to which you refer. 

I think the tried and true law of demand and supply is going to 
take care of it but your question is certainly well put. To remove 
the speculative clause would further insure against loose interpretation. 

The weakness of the provisions we have now, and this provision 
which is included in the Senate version, is that it is not mandatory. 

In the bill I have introduced the term “suspension” as used synony- 
mously with decontrol. 

It is to be distinguished from the control-suspension procedures 
now being used by the Office of Price Stabilization. 

It is my understanding that the OPS procedures do not eliminate 
controls but merely eliminate temporarily some of the bookkeeping 
and reporting requirements, so long as the commodity is selling below 
the OPS ceiling. 

Therefore, in effect, this OPS policy is neither control suspension 
or decontrol. It does not do the job in carrying out the intent of the 
Congress in section 402 (f). 

As an example I would like to cite the experience of some industries 
in my district, particularly with reference to petroleum. 

This industry, one of the most important to the economy of the 
country, is certainly highly important to the area which I represent. 

The dangers of prolonged and unnecessary price controls are 
best illustrated in their effect upon the building of oil production 
capacity. The experience of the petroleum industry during World 
War II is a good example of the bad effect of such unnecessary controls, 
and should serve as a warning against repetition. 

The United States entered into World War II with a crude surplus 
producing capacity of approximately 25 percent above current 
requirements. Unrealistic and unnecessary pricing policies were 
imposed on the industry during the war period. As a result of these 
policies, the industry was unable to improve its position during the 
war years, and, in the immediate postwar period, the Nation faced 
a shortage of crude oil. 

It was only with the removal of price controls, after the war, that 
an unparalleled expansion program enabled the industry to meet 
the increasing postwar requirements for oil, and to provide the 
productive capacity which now is serving the defense program. 

It should not be necessary to repeat this experience in World War 
Il. Our surplus crude oil producing capacity is not sufficient today 
to meet the demands of another all-out emergency. This condition 
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has been recognized by the defense agencies, and they have set a 
goal—and a tremendous expansion program—for the oil industry. 

The Petroleum Administrator for Defense, charged with the respon- 
sibility for petroleum supplies for the defense program, under the 
DPA, has asked for the expansion of the Nation’s crude oil production 
facilities. So essential is oil to the fighting of a modern war that 
nothing should be allowed to prevent the assurance that there will 
be adequate supply. 

The Congress and the American people certainly should be vitially 
concerned that this expansion program is accomplished. The policy 
of the Office of Price Stabilization is one of inaction, and no action, 
so far as a recognition of its responsibilities to production expansion 
under the Defense Production Act is concerned. 

This has been particularly hard on the independent operators, 
which are more prominent in any particular area than are the major 
operating companies. The independent operator is the small-busi- 
ness man of the oil industry, as all of you know. 

He is a producer of crude oil only. He must look to his crude oil 
production for all of his revenue. 

The oil production in my area, mostly, comes from small wells. 
The production cannot be increased to offset increased costs. The 
OPS has held rigidly the ceiling on these small operators, while per- 
mitting their costs to increase very substantially. 

Continuation of this policy will force the abandonment of marginal 
wells, and the loss of reserves under it. 

Yet these reserves constitute millions of barrels of crude oil, which 
will be lost forever if these operators are forced to abandon them. 

Now I think you understand. I know my colleague from Texas, 
Mr. Patman, would understand that that is peculiar to the oil business 
and I know that you from oil producing areas are aware that you must 
keep producing these so-called marginal wells, or you lose them. They 
simply fade away, under the ground. They must be produced all 
along, and where they are operating on a very narrow margin, and at a 
tremendous increase in costs, unless that is taken into consideration, 
a substantial number are going to have to abandon the wells which 
do not make the required production to keep them operating under 
these conditions. The OPS has evidently not understood these 
circumstances. 

This will be a direct contrast to badly needed expansion of the 
Nation’s productive capacity which has been asked by the Defense 
Authorities and will result in a weakening of our defensive strengths 
at a time when we can ill afford it. 

I believe oil is an outstanding example for the need of this corrective 
legislation. I want to stress, however, that my bill is not designed for 
any one commodity. Ihave endeavored to base it on sound principles 
and a wide general application. 

I understand that the dairy industry has appeared before you, and I 
read something about the testimony given by the representatives of 
the industry. It strikes me as very familiar. The record shows what 
they said about the increase in population, the growing rate of popula- 
tion, and the growing rate of consumption of dairy products. 

Their products are currently in sufficient supply, but the trend is 
toward a scarcity. And if this keeps up, we might have something 
akin to the potato situation. Certainly that is serious. 
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None of these agricultural commodities, in my opinion, should be 
controlled at all. 

But Mr. Chairman, under my bill, there may be price changes, but 
not unreasonable or inflationary price changes in commodities. Again 
I refer to crude oil, and back to the question of Mr. McDonough, the 
fact that the commodities are selling below the ceiling price, and are 
in adequate or surplus supply is well defined by a formula, which does 
not have to be interpreted in vague and not understandable language. 

Mr. Corie. Of course, to set those standards is a very difficult 
problem, but I think that it can be done possibly, with a little more 
understanding. 

Mr. Burueson. I certainly think that we can attempt to do it, 
without placing the administrative agencies in a strait-jacket. 

And I urge most earnestly that we examine the provisions of my 
formula from every standpoint, and that the test might be applied 
to it in any way that in your wisdom and in your experience is felt 
proper, as to whether it is tanks, television sets, or teacups. 

I am confident that it is in harmony with the objectives of the 
Defense Production Act. And, Mr. Chairman, and gentlemen of 
the committee, I am convinced also that the best interests of the 
defense program and the national security of this country will be 
served by a minimum of controls on anything. I believe that the 
Congress should take cognizance of the restraining effect such controls 
exert on the accomplishment of the basic objectives of the Defense 
Production Act. 

The successful fulfillment of these objectives certainly must not 
be defeated. 

Mr. Nicnotson. Who is going to determine whether a commodity 
is in short supply or not? 

Mr. Buruzson. Mr. Nicholson, if it is selling below ceiling price, 
that is one of the tests. 

If it is selling below a ceiling price, it would follow, over a period of 
time—I have said 6 months—that the supply is adequate. I intro- 
duced this bill in the early part of March this year. If I had to do it 
over, | would substitute 3 months as the measuring period. If it 
is selling, over a period of 3 months, or more, below ceiling price, it 
would suggest to me that that in itself is prima facie evidence that it 
is in adequate supply. 

And the other test of its being in adequate supply is whether or not 
it is necessary, in case of critical materials, to place an allocation on it. 

It seems to me it goes back to Mr. Cole’s observation. We can 
approach, as nearly as we can, just where controls should be applied. 
Or to put it another way, where decontrol must be made mandatory, 
by these very definite standards, and not have it defined by someone 
who can interpret it in a great many ways. 

Mr. Brown. We are very glad to have your views, Mr. Burleson. 

Mr. Parman. Mr. Burleson, I am very much interested in your 
statement. It has an appeal that I do not believe has been presented. 
It is more of a thermostatic control amendment, is it not? 

Mr. Burueson. That is right. 

Mr. Parman. In other words, if it goes up—— 

Mr. Cote. It is an effort to arrive at stabilization. 

Mr. Cote. That is right. 
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Mr. Parman. And if it goes down to a certain point, all controls 
should be taken off. 

Mr. Burueson. That is right. 

Mr. Fueare. And reimposed if it comes to a certain point. 

Mr. Burusson. I do not provide for reimposition. 

Mr. Coie. That is what you meant when you said it was decontrol 
rather than suspension? 

Mr. Burueson. That is right. 

Mr. Fuearr. You would have no ceiling whatsoever? If it was 
one time decontrolled, and if it spiraled again, it would just go on up. 

Mr. Burieson. Well, yes, Mr. Fugate, but if you apply this formula 
to these particular commodities, unless we went into an all-out war— 
that is the only reason I can think for controls being applied again, 
the Congress could take another look at the whole program and 
determine what was necessary undér immediate conditions. 

Mr. Fugarn. Well, you envision the continuation of the present law? 

Mr. Buruxson. If the act is to be continued I would like very 
much to see this feature in the bill. 

Mr. Fuaarr. Your idea is to make your bill an amendment to 
the bill? 

Mr. Buruteson. Yes. My bill would be in the nature of an amend- 
ment to the act, since other machinery of administration would be 
necessary. 

Mr. Parman. You have made a fine statement and I know the 
committee will give consideration to what you have said, Mr. Burleson. 

Mr. Burteson. Thank you Mr. Patman, and thank you Mr. 
Chairman and members of the committee. 

Mr. Brown. We will now hear Mr. Lucas. 


STATEMENT OF HON. WINGATE LUCAS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Lucas. Mr. Chairman and gentlemen, I am Wingate Lucas of 
the Twelfth Congressional District of Texas. I do not represent the 
House Labor Committee, although the House committee under the 
Allen resolution is now considering the subject which I shall present 
to you. I represent myself only. 

I call your attention, gentlemen, to that provision of the Defense 
Production Act which is under consideration by your committee, as 
you consider the bill, regarding the Wage Stabilization Board, its 
powers and purposes, and its effects upon our economy. 

Under the terms of House Resolution 532, the House Committee 
on Education and Labor is now holding hearings to investigate the 
operation of the Wage Stabilization Board. As a member of that 
committee, I have attended these hearings and have studied carefully 
the evidence we have accumulated. 

On the basis of sworn testimony given to our committee, I am 
convinced that the Wage Stabilization Board, if retained by the 
Congress, should be divested of its power to deal with labor disputes 
at the earliest possible opportunity. 

I recommend that this action be taken by the Congress because— 

1. The Wage Stabilization Board is destroying free bargaining in 
favor of governmental compulsory arbitration; 
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2. The Board’s possession of disputes power has stimulated dis- 
putes—it has not prevented them; 

3. The Board has failed to settle a large majority of the disputes 
certified to it by the President; 

4. The Board’s possession of disputes power has nullified its wage- 
stabilization function; and 

5. The national labor policy has-been bypassed and ignored during 
the period of the Board’s existence. 

I shall discuss each of these topics in a little detail, as I continue 
my statement. 

Mr. McDonoven. I notice you did not say anything about by- 
passing the Taft-Hartlev law. 

Mr. Lucas. I shall discuss that, Mr. MeDonough, in time. 

The Board has made recommendations for the settlement of the 
dispute in the steel industry, which would grant wage increases higher 
than the union involved had ever obtained through free collective 
bargaining. Mr. Charles W. Wilson, former director of Defense 
Mobilization, has testified before our committee that collective 
bargaining may well have resulted in a settlement in an amount less 
than half which was recommended by the Wage Stabilization Board. 

] think we may assume from his testimony, Gentlemen, that had 
free collective bargaining been followed, that the current dispute 
would not now be in the hands of the Supreme Court—at least it 
should have been settled long since. 

Mr. Nathan P. Feinsinger, Chairman of the Wage Stabilization 
Board, has admitted to us that there was no collective bargaining 
between the parties to the steel dispute during the period that the 
case was before the Board. He also told us that once the Board was 
set up there was less likelihood of the parties getting together. 

Mr. George W. Armstrong, industry member of the Wage Stabiliza- 
tion Board has told us that this time “‘was not used in bargaining, but 
rather for conducting an adversary proceeding designed to gain a 
bargaining advantage through the outcome of those procedures.” 

This view is shared by responsible and well-qualified observers such 
as the New York Times. This newspaper observed editorially on 
December 30, 1951: 

In the general jubilation over the averting of a national steel strike, one 
casualty was overlooked—a frail and bloodless fellow called collective bargaining. 
He was carted out to the slag dump when Philip Murray and the United Steel 
Workers of America, CIO, registered their readiness to go along with President 
Truman’s plan to submit their contract dispute to the facilities of the Wage 
Stabilization Board. 

Mr. Feinsinger told us, in effect, that the present machinery for 
handling disputes is not what he would desire. He has admitted to us 
that an ad hoe board would provide more incentive for full collective 
bargaining. As a matter of fact, Mr. Feinsinger has proposed that 
the Congress investigate collective bargaining in order to find out 
why it isn’t working any better. I submit that one of the reasons 
why it isn’t working any better is because there has been entirely too 
much governmental intervention. 

Under such circumstances, there is little incentive for either labor 
unions or employers to bargain in good faith and fully at the local 
level when the Government Board stands ready to offer more favor- 
able terms. This transfer of collective bargaining to the govern- 
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mental level can only mean greater governmental control over labor- 
management relations—a situation which is fraught with peril of our 
basic freedoms. 

I might interpolate that the witnesses who have appeared before 
us have all decried compulsory arbitration. Yet the two labor mem- 
bers who testified before us, Mr. Elmer Walker and Mr. John Brophy, 
both recommended, in effect, that the Wage Stabilization Board 
recommendations be given full force and effect of law. 

When it was pointed out to them that this amounted to compulsory 
arbitration, they retracted that portion of their statement, but still 
they insisted that the Wage Stabilization Board should have more 
power than it presently possesses. 

Now, the question of more power for a board such as this devolves 
into only one thing, and that is compulsory arbitration, which is a 
denial of fundamental American principles and that which we in the 
Congress, I am sure, do not want to permit. 

As one who is a firm believer in free collective bargaining, gentle- 
men, I attest here that only by free collective bargaining may we 
maintain the freedom of the American workingman and the freedom 
of Americans in general. 

The evidence indicates that a sort of bargaining—a sort of incom- 
plete bargaining at that—took place on the Board during the Steel 
case. This leaves much to be desired, as is indicated by the testi- 
mony of Mr. Armstrong. It will be recalled that the industry 
members of the Board had made a proposal to the Poard that the 
wage issue be settled on the basis of 13.7 cents per hour. Mr. Arm- 
strong told us, however, that the industry members never felt that 
they had had a definite counter proposal to their offer—that they 
never knew, in fact, the exact size or composition of the wage package 
favored by the public members of the Board until an hour or two 
before the final vote was taken on the Board’s recommendations. 

Gentlemen, that statement is made in the knowledge that you have 
had testimony on this very subject before you and it is inserted in 
order to supply reasoning behind my belief that the Board should not 
have the disputes function. 

Mr. Mutrrr. Do you mind if I interrupt, Mr. Lucas? 

Mr. Lucas. I do not mind, Mr. Multer. 

Mr. Mutter. Thank you. Are we not confusing what actually 
happens here? Collective bargaining means collective bargaining 
between the two parties to the proposed contract. The industry on 
the one side, or the mill—if it is a mill—and the employees on the 
other. That is the union as a representative or whoever is represent- 
ing the employees on one side and management on the other. There 
is your collective bargaining. 

Mr. Lucas. Precisely. 

Mr. Murer. When you get before a board they are acting more 
or less as judges. ; 

‘ You do not expect the members of the Board to be conduting 
bargaining between themselves? 

Mr. Lucas. No; and when you get it before a board, Mr. Multer, 
free collective bargaining is nullified. It no longer exists. Both 
“serra or at least the one of them who insists that it be brought 
efore the Board, is expecting to get from that board what it cannot 
obtain at the bargaining table. 
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Mr. Mutter. In other words, the two parties to the bargaining 
have arrived at a stalemate? 

Mr. Lucas. Yes, sir; either inadvertently or advertently. 

Mr. Mutrer. Right, and they are going to go to an outside source 
to get the dispute settled. 

Mr. Lucas. Yes, sir. 

Mr. Mutter. Now you would either go to a court, to settle a dis- 
pute, if it is one over which a court can take jurisdiction, and then the 
court hears both sides and makes a decision, that would be binding. 

You can go to a board which has the right to hear an arbitration, 
and when it makes a determination, then the board’s determination 
would be final and binding. 

Or as in this case, both sides go in and argue the case out before the 
Board and then the Board goes into executive session, if we can call it 
such, and arrives at a recommendation. 

Mr. Lucas. Well, that is true, Mr. Multer. And my statement is 
to the effect that when such a board as this has such power, it is 
destroying collective bargaining. 

Now you are continuing it, hypothetically, to the point where the 
two parties are stalemated, and you believe—or at least you state— 
that the Government should come in and, either by a court, make a 
decision, or by a board, such as this, make a recommendation. 

Mr. Muurter. I said only in an emergency period. 

Mr. Lucas. Yes, sir. 

Mr. Mutter. Government, through court or otherwise, intervenes 
in the situation. If you do not have an emergency period then the 
parties to the bargaining will fight it out as long as they can, and if 
they cannot agree, you will have a strike and nobody is going to be 
hurt, except, of course, to the extent that the strikers will lose wages 
and the mill will close down and lose profits. But that is a private 
matter between them, unless the public interest intervenes during the 
course of an emergency, where the public is likely to be hurt. 

So we need some kind of machinery to be set up that is going to take 
care of the public in some kind of an emergency such as we have now. 

Mr. Lucas. If you will hear me out I think I can answer the suppo- 
sition which you make. 

Both labor and management have been represented as opposing 
compulsory arbitration in the United States, because they claim it 
would destroy collective bargaining. It was originally represented to 
the Congress that granting WSB power to make recommendations 
in dispute cases merely provided a basis on which the parties could 
resume collective bargaining and thus arrive at a settlement of their 
differences. In the Steel case, however, the President has seized the 
steel industry, and but for the timely intervention of the Supreme 
Court would have imposed the Wage Stabilization Board ‘“recom- 
mendations” during the period of Government operation of steel facili- 
ties. This is nothing more or less than compulsory arbitration. Mr. 
Armstrong has testified that he would not serve on the Wage Stabiliza- 
tion Board if the Government should put its recommendations into 
effect. He believes that this would be compulsory arbitration, and 
I agree with him. 

And I think you gentlemen do, too. 

Mr. McDonoven. In other words, you are saying that the Wage 
Stabilization Board was not acting as a stabilizing board, but was 
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acting as a board with authority to impose the recommendations that 
it had made upon industry? 

Mr. Lucas. That is a point which I shall present presently, Mr. 
McDonough. 

The Board’s possession of disputes power has stimulated disputes— 
it has not prevented them. 

At least 1 of the 12 labor disputes certified to the Wage Stabilization 
Board by the President would not have been a dispute except for the 
existence of this Board. 

And I believe I could have included others that would not have been 
disputes had there been no WSB. 

Mr. Armstrong has so testified and has told us that the major issues 
in dispute in the Borg-Warner case—the demand of the union for a 
master contract covering all Borg-Warner divisions——has been before 
the parties several times in the past, but has never before been a dis- 
pute. Mr. Feinsinger has admitted to us that the Board would ree- 
ommend modification of its existing policies or adoption of new policies, 
if necessary to settle important dispute cases. 

The Borg-Warner case, gentlemen, is a rather interesting one, and 
to further illustrate my point, that its existence has stimulated disputes, 
the Borg-Warner case proves to us that the Wage Stabilization Board 
has passively encouraged such matters as this to come before it. 

Briefly, the case was where a union insisted upon a company-wide 
contract and Borg-Warner Co., itself, is a holding company, owning, 
I think, about 26 different divisions, making everything from refrigera- 
tors to airplane parts, brake shoes, and I do not know what all. 
There was a dispute in 10 of these divisions, but 12 of them were certi- 
fied by the President—12 of these divisions were certified by the 
President to the Board. 

Strangely, in the last two of these companies, the employees were 
thoroughly satisfied with their contract, there was an existing con- 
tract, it bad been renewed, and they were not parties to the dispute. 
However, the national or international union insisted that they be 
covered, and insisted upon company-wide contract, where heretofore 
there has not been a company-wide contract. 

Thus the Wage Stabilization Board, being able to listen to such 
cases as this, stimulated this dispute. Whether it did it intentionally 
or not is something which we perhaps, cannot decide, but the very 
existence of the Board caused the union to seek higher authority to 
assist in obtaining its demands. 

Mr. Mvurer. But at that point, Mr. Lucas, is it not true that 
management had the option of not going before the Board? All they 
had to do was to sit back and say “We are not going before the Board.”’ 
They encouraged it as much as anybody else by going before the Board. 

Mr. Lucas. | disagree with you. Management cannot sit back 
and refuse to go before a board when its very existence is at stake. 

True, these local unions, in two of these cases, declined to go before 
the Board. They said they were satisfied. And also, a startling 
fact in this case is that the National Labor Relations Board had held 
that the company would have been guilty of an unfair labor practice 
had it not bargained on the local level in one of these companies. And 
on the other hand, a union was directed to bargain, on the local level. 

Mr. Mutrer. And when they got to the end of the bargaining and 
could not agree, management, if it wantea to, could have sat back, 
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and not gone before the Wage Stabilization Board, or could have 
gone before the Wage Stabilization Board and even then, after bav- 
ing gone there and the recommendation having come down from 
the Board, they still could have said, ‘““‘We are not going to take the 
recommendation” and would have been right back where they were 
at the end of the bargaining, subject to a strike, of course. 

Mr. Lucas. Mr. Multer, 1 wish that the company bad bad your 
advice before this dispute arose, because the company did not have 
the confidence in the Board that you apparently held, because the 
company felt the Board was going to take jurisdiction and makea 
recommendation affecting it—and the Board may still do so, since 
the case is still before the Board. 

The company had to defend itself, and——— 

Mr. Brown. I suggest, Congressman, that you proceed with your 
statement, and later on members of the committee may interrogate 
you. 

Mr. Lucas. Thank you, Mr. Chairman, I do not pretend to be 
an expert on each of these individual cases, but I am certainly de- 
lighted to have an opportunity to discuss them with the members 
of your committee. 

Mr. Mutrer. Mr. Chairman, I would not have interrupted to 
ask these questions before he concluded his statement except that 
Mr. Lucas indicated that it was all right. 

Mr. Brown. Very well. You may proceed. 

Mr. Lucas. It is plain that such policies can lead only to the 
stimulation of disputes since any union leader who has been unable 
through collective bargaining to obtain his demands can go through 
the motions of collective bargaining and have his dispute certified in 
order to see what Government intervention can give him. He has 
nothing to lose and possibly a good deal to gain under such a pro- 
cedure. 

Mr. Feinsinger’s testimony indicates that the public members of the 
Board voted not on their convictions but instead what they believed 
to be expedient in order to prevent a strike. This was especially true 
in connection with the union shop where the original position of the 
public members was to send that issue back to the parties with the 
Board retaining jurisdiction over it. 

The Board has failed to settle a large majority of the disputes certi- 
fied to it by the President. Mr. Feinsinger told us that the President 
had certified 12 dispute cases to the Board. Only two of these cases— 
the American Smelting and Refining case and the Wright Aeronautical 
case—have been finally and completely settled as the result of Board 
recommendations. 

Contrast this record with the record of the national emergency pro- 
vis.ons of the Labor-Management Relations Act. In all but two of the 
nine cases in which the national emergency provisions have been 
instituted the disputes involved were successfully terminated as the 
result of the application of this procedure, and in no case was it neces- 
sary to resort to other procedures. I think we are all well aware that 
Taft-Hartley procedures—in the Kennecott Copper case—-were used 
to settle a strike which the Wage Stabilization Board was unable to 
terminate. 
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Mr. Feinsinger has thrown a stern mandate to the Congress. He 
has chided us to provide effective procedures for dealing with labor 
disputes if we decide to terminate the disputes power of WSB. 

Referring again to the New York Times, I have an editorial of 
May 8 in which Mr. Feinsinger predicts that “There will be chaos in 
labor-management relations if this disputes power is not vested in the 
Board.”’ 

The New York Times editorializes that ‘“Mr. Feinsinger need not 
worry. Chaos is not in the offing if this Board is not relieved of its 
disputes functions,’ and I ask permission to insert this editorial with 
my remarks at this point. 

Mr. Brown. It may be inserted in the record. 

(The editorial is as follows: ) 


Mr. FEINSINGER ERRS 


Wage Stabilization Board Chairman Nathan P. Feinsinger has told the House 
Labor Committee that a rash of serious strikes and industrial chaos may result 
if the Board is stripped of the power to handle industrial disputes. We believe 
he is in error. 

The WSB was created by Executive order of President Truman after long 
publie discussion as to whether, in addition to carrying out the mandate of Con- 
gress to stabilize wages, it should also have authority to consider disputes and 
make recommendations for their-settlement. At that time it was pointed out 
that wage-stabilization problems and disputes adjustment were two separate 
functions and that they should not be combined in the same body lest confusion 
result. 

Mr. Feinsinger seems to imply that to take from the Board its dispute powers 
means that we will neglect adjusting controversies between labor and manage- 
ment. That will not happen. If Congress relieves the WSB of its dispute- 
functions collective bargaining and Government mediation will, as now, still be 
available. 

If these prove unsuccessful two alternative courses will be open. In disputes 
that threaten health and welfare the President would still be able to invoke the 
Taft-Hartley Act’s procedure. Or the President could set up a nonstatutory 
fact-finding board to make recommendations, a method he has already used. 
Mr. Feinsinger is familiar with such boards, for he served as Chairman of the 
Steel-Industry Board in 1946 and the Meat-Packing Board in 1948. 

If the President refers serious disputes to nonstatutory fact-finding boards, 
how does this procedure differ from that used in the current steel dispute, where 
the WSB acted as a disputes-adjustment agency? The vital difference is that 
had the President turned the steel dispute over to a nonstatutory board he would 
have saved the WSB from the inevitable confusions that result when wage 
stabilization is mixed up with disputes adjustment. 

An ad hoe board for the steel dispute would have earried the responsibility for 
its recommendations on its own shoulders and the WSB could have continued to 
sarry on its stabilization duties in the clear, absolved from the criticisms now 
being leveled against it. 

Mr. Feirsinger needn’t worry. Chaos is not in the offing if his Board is relieved 
of its disputes function. 

Mr. Lucas. On the record, however, there is clear evidence that 
Congress has provided effective provisions for handling national 
emergency strikes. If the President chooses not to utilize the laws 
we have provided, that is, I think vou will agree, not necessarily a 
signal for Congress to tamper with sound legislation already on the 
books; that is, with reference to national-emergency strikes. 

The Board’s possession of disputes power has nullified its wage- 
stabilization function. Witnesses before our committee have testified 
that the Board, having a disputes function, cannot perform its 
stabilization duties properly. 
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When the Board goes beyond its regulations to establish a formula 
for settling a dispute, as it did in the Steel case, the stablization func- 
tion is thus impaired. Dispute cases on economic issues arise from 
the desire of unions to receive increases beyond wage stabilization 
regulations. 

Few companies would be willing to allow their employees to strike 
by rejecting a recommendation for less money than is allowed by 
regulations. Therefore, the dispute being for additional money puts 
pressure on the WSB’s recommendations. 

Approval by the Board of certain agreements in the current oil 
dispute also indicates that the Board exceeds its present regulations 
in order to settle a dispute. Despite the Board’s admission that its 
approval of a 15 cent hourly wage increase goes beyond its present 
policies, the Economic Stabilizer has approved this amount as ‘fair, 
equitable and not unstabilizing to the industry or the national 
economy.” 

Regulations will allow 10 cents, but WSB recommended, under 
threat of continuance of the strike, the sum of 15 cents, the remaining 
5 cents to be approved or disapproved by the Economic Stabilizer. 

This decision, which I call to your attention, gentlemen, was ren- 
dered after the steel dispute, and you might contrast it with the 26% 
cents recommendation in the Steel case. 

The result of the Board’s policy has been to increase wages faster 
than would have occurred without the existence of the Board. At 
any rate, wages have increased faster than have prices since the date 
when the Board first went into the business of stabilizing wages. 

The result of the Board’s policy has been to increase wages faster 
than would have occurred without the existence of the Board. At 
any rate, wages have increased faster than have prices since the date 
when the Board first went into the business of stabilizing wages. 

Here are the figures: 

According to the Bureau of Labor Statistics, the average hourly 
earnings of production workers in manufacturing, including both 
durable and nondurable goods, was $1.555 as of January 15, 1951. 
The wage freeze was supposed to have been effective January 26, 1951. 
According to the same source, the average hourly earnings as of 
March 15, 1952, was $1.651. This represents, then, a net increase in 
average hourly earnings for factory workers of 0.096 cents per hour; 
0.096 is 6.4 percent of $1.555. Therefore, it may be said statistically 
that average hourly earnings of production workers in manufacturing 
did increase 6.2 percent during the first 14 months of wage stabilization. 

The Consumers Price Index, also published by the Bureau of Labor 
Statistics, shows that the January 15, 1951, figure was 181.5, according 
to the new series index. As of March 15, 1952, the Consumers Price 
Index was 188.0. This represents an increase in the index of 6.5; 
6.5 is 3.6 percent of 181.5. This indicates an increase in the Con- 
sumers Price Index during the first 14 months of wage stabilization 
of 3.6 percent. 

To sum up the above, average hourly earnings have increased 6.2 
percent while the Consumers Price Index has risen only 3.6 percent 
during the 14-month period from the middle of January 1951, to the 
middle of March 1952. 

I submit that the Board has so undermined the wage-stabilization 
program that no practical use remains for continuing price and wage 
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controls. In almost every aspect of wage determination the Board 
has adopted policies which permit an ever widening circle of wage 
increases, and has, particularly in the area of fringe benefits, adopted 
policies exceeding the standards practiced by leading companies in the 
industrial field. 

The national labor policy has been bypassed and ignored during the 
period of the Board’s existence. 

No witness would flatly tell us that existing law has been violated 
by the Wage Stabilization Board, and I do not believe that the law 
has been directly violated. There is, however, considerable differ- 
ence between violation of a law and an indirect evasion of the intent of 
Congress. 

The Board’s handling of the union-shop issue in the steel and air- 
craft cases illustrates how existing national labor policy has been 
ignored. The Taft-Hartley Act lias provided machinery for estab- 
lishing a union shop where it is the desire of the parties that this form 
of union security govern their relationships. 

But, gentlemen, I ask you, has the Congress determined that every 
worker in the land should belong to a union? Have we passed such 
alaw? The Wage Stabilization Board has made such recommenda- 
tions, and Mr. Feinsinger, in his appearance before us, stated that the 
union-shop recommendation would follow in every dispute in which 
it was an issue reaching the Board. 

One can naturally assume that in every union, or in every dispute 
where the union is seeking a union shop, that there will not be com- 
plete good-faith bargaining at the local level as long as the union knows 
that it may obtain the union-shop recommendation by the Board, 
by continuing the dispute until the Board acts upon it. 

That brings the matter right back into our laps, gentlemen, and I 
ask this committee the question: Are we going to recommend the 
union shop in every industry in the United States? That is what 
the Wage Stabilization Board is doing under guise of law. 

It is not a mandatory sanction by the Government of compulsory 
unionism—Congress merely said that the parties may negotiate the 
union shop under certain carefully defined conditions. 

WSB—an agency of the United States Government—has said, 
however, certain employees must join a union in order to hold their 
jobs. This is a far cry from the voluntary procedures specified by 
the Congress. 

Testimony before us on the union-shop issue indicates that the lack 
of public confidence in the WSB stems in large measure from its 
handling of the union-shop issue. While Mr. Feinsinger vigorously 
defends his Board’s position in this matter, other witnesses have told 
us that the Board was wrong, and I agree with them. 

Mr. Feinsinger has admitted to us that Executive Order No. 10233, 
which set up the Board as a disputes agency, did not give him the 
authority to mediate in the steel dispute. He denies that Board pro- 
cedures suffered while he was doing Cy Ching’s job. Mr. Armstrong, 
however, has told us that while the routine work of the Board, which 
is largely handled by the staff, proceeded without interruption, the 
deliberations of the Board itself were interrupted by the continuing 
absence of its Chairman and Vice Chairman. This was during the 
time immediately after the steel recommendation, when the White 
House directed the parties to join in further collective bargaining, 
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and they met in New York, and Mr. Feinsinger and Mr. Bullen, the 
Vice Chairman, both went to New York to try to get the parties 
together. 

Mr. Armstrong told us that Board members received no report from 
the Mediation Service as to the results of mediation or the issues on 
which the parties in the Steel case disagreed. Mr. Feinsigner was 
apparently the only one informed. It is clear that the Mediation and 
Conciliation Service, provided by the Congress, has not only been 
shunted out of the way and replaced by unofficial and ineffective 
processes, but also has not had the information which it has obtained, 
made available to those concerned with settlement of the dispute. 

Mr. Wilson did not feel that the Taft-Hartley Act had been violated 
by the WSB but he did feel that the spirit of the Defense Production 
Act had been violated in the Steel case by not holding the line it was 

agreed to hold. 

The greatest violation of national labor policy has been in spirit and 
not in the letter of the Jaw. This is most evident when one considers 
how the national emergency provisions of Taft-Hartley have been 
neglected in favor of a procedure which even the Chairman of the 
WSB thinks is faulty. 

Judge Pine’s decision in the recent steel-seizure case indicates that 
the Taft-Hartley law cannot have been a presumed failure since its 
processes were not invoked. The very existence of WSB is a con- 
tinuing manifestation of contempt of Taft-Hartley even if it is not a 
direct violation. 

I believe the circumstances justify our prompt action to divest the 
Board of its disputes powers. In taking this action, I do not claim 
that our existing national labor policy is adequate to handle national 
emergency disputes. 

Indeed, strong evidence has been presented to our committee that 
industry-wide bargaining is the root of the present evil. Many 
Members of Congress are interested in various proposals to cure this 
pernicious exercise of monopoly pewer. I am confident that con- 
structive action along the line of requiring labor unions to be governed 
by the antitrust laws is a sound course toward resolvirg present diffi- 
culties. 

The committee will recall that 1 offered an amendment last year 
which was intended to limit the powers of WSB to stabilization only. 
It was, I feel, most unfortunately defeated. 1 understood at the time 
and I understand now why so many of my fellow members believed it 
improper to take such action when our primary objective was to stim- 
ulate an ever-increasing production of vital materials for our war 
efforts. But no one, I feel, can now boast that the law we passed 
achieved industrial peace, and our vaunted production has been pulled 
to a screeching halt in oil, in steel, in copper, in transportation, and we 
now live with constant fears of increasing work stoppages. 

I do not claim that the suggestion which we offered last year, if 
adopted now, will guarantee labor-management peace. But I do 
say unequivocally that its acceptance will prevent this impossible 
situation we now endure from being thrust upon every other industry 
and resulting in further hampering or stopping our essential produc- 
tion. 

Purposely, Mr. Chairman, I have refrained from bringing before 
this committee any suggested form of legislation. As the committee 
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well knows, and as I have stated, I suggested last year—it was an 
action of the House Education and Labor Committee—that the 
Wage Stabilization Board be comprised of more public members 
than a combination of labor and industry members, and that it have 
no disputes function, and that stabilization be defined as placing 
maximum limits upon wages. 

For drafting such an amendment, of course, I defer to the better 
judgment of this committee. This suggestion, I think, might well 
be considered and I hope it will be considered by the committee when 
it is drafting the new Defense Production Act. 

Mr. Brown. Congressman Lucas, we thank you for your testimony. 

I recognize Mr. Multer. 

Mr. Mutter. There isn’t any doubt that Congressman Lucas can 
get much satisfaction out of the fact that he saw develop some of the 
things that he anticipated by our failure to enact his amendment. 

But I think what we are doing is confusing the fact that there 
must be some Government agency that is going to do something in 
an emergency period. 

Mr. Lucas. Mr. Multer, I am not responsible for the failure of the 
Government agencies to use the laws which we have passed. 

Mr. Muurer. Don’t you think that sometimes you accomplish a 
great deal more by voluntary agreement than by using a law? 

Mr. Lucas. Do you refer to the Steel case, Mr. Multer? 

Mr. Mutrer. Yes, sir. 

Mr. Lrcas. Well, I don’t think there was much voluntarism in that. 

Mr. Mutter. If you were the judge and we went before you on 
Taft-Hartley for an 80-day injunction, don’t you think you would be 
impressed with the argument that the union had withheld for 99 days 
striking, after the 60-day notice? 

Mr. Lucas. Yes, sir; I would take that into consideration, Mr. 
Multer, but I also would take into consideration the fact that the 
Taft-Hartley law requires, under the 80-day injunction, that before 
the end of the injunction, that the employees have an opportunity to 
cast secret ballots on the employer’s last best offer. 

In this 99 days to which you refer, the employees are kept dumb. 
They cannot talk. They are not given an opportunity to accept or 
decline the company’s offer. I think their freedoms have been denied 
them. 

Certainly the Taft-Hartley freedom given them, to vote on the 
employer’s last best offer, has not been allowed them. 

Mr. Mutter. Of course, we cannot project ourselves into the realm 
of what might have happened, and ask, “‘Well, suppose the matter, 
during the 99 days of the voluntary waiting, had been submitted to the 
union employees?” But, don’t you think they would have gone 
along with the union leaders and their recommendations? 

Mr. Lucas. Well, that supposition, perhaps, is logical. I don’t 
know. But it would not be legal. 

The Taft-Hartley law requires it, and you would make it voluntary. 
Would the Nationa] Labor Relations Board have the power to come 
in and conduct such a secret election? 

Mr. Nicuouson. Mr. Multer. 

Mr. Muuter. Mr. Nicholson. 

Mr. Nicnouson. Could I ask, was the Taft-Hartley Act ever taken 
into consideration in this matter? 
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Mr. Mutter. I think that is conceded by all the parties concerned. 
Definitely, the union leaders had in mind that as they were extending 
by their voluntary action the time for a strike from time to time for 
a period of 99 days, I think they had it in mind they would be asked 
to wait an additional 80 days on top of that. 

As a matter of fact, they testified here before us that they had that 

' very thing in mind and it was implicit in their agreeing not to strike 
during that period, that they wouldn’t be penalized by being required 
to wait another 80 days after that. 

Mr. Nicuoxson. But they never took advantage of the Taft- 
Hartley law, if there was an advantage. 

Mr. Mutter. It wasn’t for them to take advantage of it. They 
were in there to try to get the best deal they could, just as management 
was. 

But, Mr. Lucas, let’s leave that for a moment. 

Mr. Lucas. May I make one statement there, first. I think you 
are overlooking, Mr. Multer, the fact that during the 80-day injunc- 
tion, either or both parties may be charged with failure to comply 
with the law if they do not bargain in good faith during that 80 days. 

Mr. Mutter. All right. Then what is the next step? 

Mr. Lucas. And there has been no bargaining. No one will assert 
that there has been any bargaining during the 99 days to which 
you refer. 

Mr. Mutter. The point I am making is whether you are going to 
proceed under Taft-Hartley, and there would be or not be the good 
faith bargaining during that 80-day period, or we have the 99-day 
period with or without good faith bargaining. 

When you get to the end of that time, no matter what has happened 
in between, you are confronted with the precise situation that we were 
confronted with when the President seized the steel plants. 

Mr. Lucas. I want the record to show that I disagree with you. 

Mr. Mutter. But the question at that time would be whether, at 
the end of the 80-day period, with or without any injunction, or the 
end of the 99-day period, with or without these recommendations, the 
union and management then are confronted with the precise situation 
of a stalemate. 

Here is what the union wants. Here is whet someone without 
authority has recommended. We will or will not do it. 

If management says ‘“‘No,” the union says ‘“‘We strike.”” Where 
are we? Do we let them strike and close the mills? 

Mr. Lucas. Mr. Multer, we reserve the power to make a determina- 
tion in that case in the Congress itself, in the Taft-Hartley law. The 
President, after the end of 80 days, with the parties not reaching a 
settlement, the President must send the case to the Congress, repre- 
senting all the people of the United States. 

Mr. Mutter. Well, Mr. Lucas- 





Mr. Lucas. Unfortunately, that has never been done. The Con- 
gress has never been called upon. I don’t assert that that is the best 
procedure. I don’t know. It has not been tried. 

Mr. Mutter. I think whether it is the best procedure or not, you 
and I then must agree that when the President seized the mills, right- 
fully or wrongfully, and sent up a message to this Congress saying 
“Gentlemen, thisis what Ihave done. If you have any better solution 
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to the problem, you give it to me,” I say we are at fault rather than the 
President or anybody else. 

I don’t care where right is in this dispute, whether management 
is right or the union is right, or the Wage Stabilization Board is right 
or wrong, I think when that came up to us at that time, when that 
very distressing situation was presented to us, and the President said 
“T am going to keep these mills running, law or no law,”’ whether that 
is right or wrong is quite beside the point, we are in an emergency, and 
we are trying to build up our security and our defenses so as to remain 
secure. 

And he sends up word to us in the Congress, “If this isn’t the thing 
to do, tell me what to do, and I will do it,” and we sit back and just 
attack him and kick him around, literally, instead of doing something, 
the fault is ours and I say the public and the voters have the right to 
say to the Congress, not to you and me as individual Congressmen, 
but to all of us collectively as Members of this body, that we have 
been derelict in our duty, and instead of finding fault with the Wage 
Stabilization Board or the President, or union or management, we 
should have gotten busy and done something about it. 

Mr. Lucas. Mr. Multer, I am in a rather amenable frame of mind 
this afternoon, and I want to agree with you to a large extent, that the 
Congress perhaps has failed in not providing some means of protecting 
the public interest in the event the 80-day weapon for protecting the 
public failed. 

But, my colleague, that 80-day weapon has not yet been used. 

Mr. Brown. I suggest we leave this question to the Supreme 
Court for the time being. We have other witnesses. 

Mr. Lucas. I am glad to discuss it with my colleague. 

Mr. Parman. Had you finished your testimony, Mr. Lucas? 

Mr. Lucas. Yes, sir, I have, Mr. Patman. 

Mr. Mutrer. There is only one thing I want to say to Mr. Lucas, 
and I am sure he and I are in agreement on this. We respect each 
other’s opinion and we both have but one thing in mind, and that is 
the best interests of our country, and we will do our best to work it 
out either together or with any other group of Congressmen. 

Mr. Lucas. And my purpose in being here, Mr. Multer, is to help 
you and give you the benefit of not my wisdom but the information 
which I have obtained as a member of the House Education and 
Labor Committee. 

Mr. Brown. Does any other member of the committee desire to 
interrogate the witness? 

Mr. Parman. If Mr. Lucas desires to submit additional information 
along with his statement, he may do so, I assume? 

Mr. Brown. I have already authorized him to do so. We are very 
glad to bave your views, Congressman. 

Congressman Harrison, you may come around, 
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STATEMENT OF HON. BURR P. HARRISON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA; E. B. MOORE, CHAIR- 
MAN, NATIONAL APPLE INSTITUTE; L. A. PUTNAM, SECRE- 
TARY, WESTERN NEW YORK APPLE GROWERS ASSOCIATION; 
AND CARROLL R. MILLER, SECRETARY-MANAGER, APPALA- 
CHIAN APPLE SERVICE 


Mr. Harrison. Mr. Chairman, I want to express to the commitee 
my deep appreciation for hearing me out of order at this late hour of 
the day. 

Mr. Brown. I understood you had some of your friends with you. 
You may call them around if you wish. 

Mr. Harrison. I have with me Mr. E. B. Moore, who is chairman 
of the National Apple Institute, and Mr. L. A. Putnam, secretary of 
the Western New York Apple Growers Association, and Mr. Carroll 
R. Miller, the secretary-manager of the Appalachian Apple Service, 
covering the apple growers of Maryland, Pennsylvania, West Virginia. 

Mr. Brown. Mr. MeDonough of California might be interested. 

Mr. Harrison. I might say that California and Oregon and Wash- 
ington State people are on their way to this capital, and are in agree- 
ment with what we will have to say this afternoon. 

Now, what I have to say, Mr. Chairman, applies particularly to 
apples, but I think the same situation is bound to apply to all other 
food. 

It is a situation in which the law, carefully drawn by this committee 
on two former occasions, is being shamefully and flagrantly violated 
by the Office of Price Stabilization, and the apple industry, the fruit 
industry, has been to the OPS and has endeavored time and time 
again to get some relief in the situation, and can’t do it, and we have 
come to this committee and asked for legislative protection. 

Now the particular thing to which I would like to direct the com- 
mittee’s attention, yust as briefly as I possibly can, is this: Fifty-four 
percent of the apple harvest goes to processors, who process it and 
can it into apple sauce, apple slices, baked apples and apple juices. 

I think that general situation applies to all fruit. Of course, 
probably not citrus fruit, but a good deal to citrus fruit as well. 

Now the law that this committee drafted and sent to the floor of 
the House, which was approved by the Congress, says that in the 
plaemg of ceilings on any product made from an agricultural produet, 
the ceiling shall be such as shall reflect to the grower parity. 

That is the first thing the law says. The OPS has fixed a ceiling 
on apple products, and the parity is $67.30 a ton. That is parity. 
The OPS has fixed a ceiling that reflects to the grower $27.70, which 
is 41 percent of parity. 

The law says, and this committee wrote it into law—it isn’t a 
floor amendment, this committee wrote it—that in fixing the price 
of processed agricultural products, ceilings must be such as will reflect 
to the grower the price he got in the base period. Logic, of course. 

A ceiling i is to prevent runaway prices, to prevent inflation. 

The ceilings which have been fixed and maintained on the processed 
apple product are 27 percent below the cost in 1950—May and June 
of 1950. 
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Now, of course, the law specifically prohibits that. But it is done. 
And it has nearly ruined this industry. 

And time is of such essence that we have imposed on you today. 
We have completed the season and are struggling under those con- 
ditions. We start soon with the harvest again, into another season. 
What we are asking this committee to do is to draft this law so as to 
decontrol fruit, or to provide in some effective way that a great 
industry such as this shall not be treated in such a shameful manner; 
in other words, to provide in an effective way that the growers shall 
be paid parity. 

Now, then, of course, the processor hasn’t any complaint. 

Mr. Barrerr. If we decontrol them, as you point out, what will 
be the increase in price to the consumer? 

Mr. Harrison. I don’t know, sir, but it won't be any increase 
over 1950. 

Mr. Fueare. Is the price up to ceiling now? 

Mr. Harrison. No, sir, the price can’t get to ceiling under the 
situation they have got. It is a practical impossibility to get to 
ceiling under the ceilings they are allowed. 

Mr. Fucare. Well, is price up to parity? 

Mr. Harrison. No, it is 41 percent of parity. Parity is $67.37 a 
ton. The present return to the grower is $27.70 a ton. Ceiling 
price is 41 percent of parity. 

Mr. Fuaare. Well now, since it is not up to parity——— 

Mr. Harrison. Those are Department of Agriculture figures. 

Mr. Fuearte. I say since the price is neither up to parity nor to 
ceiling, how does the OPS control it? 

Mr. Harrison. Because when they fix the price—I would like this 
gentleman to explain that. 

Mr. Purnam. Gentlemen, it goes back to the ceiling last year. 
Last year, with apple prices at a severely depressed level, processors 
calculated the ceiling. The ceiling has now been frozen to all practical 
purposes at that level. That level, as Mr. Harrison just pointed out, 
is approximately $27.70, or approximately 41 percent of parity. 

Mr. Mutrer. Is that what it is selling for now? 

Mr. Purnam. The ceiling, of course, is on the processed product. 

Mr. Fuearn. The ceiling is on the processed product. 

Mr. Purnam. Yes, sir. 

Mr. Murer. What is the product selling for? 

Mr. Purnam. I believe it is—— 

Mr. Fuearr. What is the level of prices? 

Mr. Purnam. The level of prices of the finished product? Let me 
clarify it this way: The market is somewhere around $1.20 for 30 
cans, but going back from there to the grower, the price that was 
fixed into the ceiling, in arriving at present ceilings, is this figure 
that we are talking about. 

Now, actually, the market price at the present time, because of 
depressed conditions last year, and a number of other complicating 
factors, the market today is not up to some of the ceilings of indi- 
vidual processors. 

Does that answer the question? 

Mr. Fueatse. Well, that would be a violation of the aet, in that 
ceilings cannot be placed below parity. 

Mr. Purnam. That is right. 
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Mr. Harrison. It is a violation, a definite violation. 

Mr. Fucare. I don’t see how they can maintain that position, 
knowing this fact. 

Mr. Harrison. Well, you know the story of the lawyer who said, 
“They can’t put you in jail.” 

Mr. Mutter. What does the agency say as to why the ceiling price 
is less than parity. 

Mr. Harrison. I wish you would tell me. I have got a file. I 
wrote them a letter and asked how they did it and they wrote back 
and said, “We put ceilings on.” 

Well, I knew that. Then I wrote and asked them the same ques- 
tion. The ceiling, you understand, is on the processors. They are 
allowed to put a ceiling on the processor. But the ceiling they put 
on the processor must be such as to reflect to the grower (a) parity and 
(6) the price received in the base price level. 

So I wrote them again and I called their attention to the law, and 
they come back and said, ‘‘We haven’t put any ceiling on the grower. 
We put it on the processor.” 

Mr. Fucare. I think there is a difference right there. 

Mr. Harrison. I haven’t been able to get a satisfactory answer. 

Mr. Fucarer. I think they put a ceiling on the margin of profit 
that the processor is getting, not on the profit, but the margin of profit, 

Mr. Harrison. No, they put a ceiling on his price. 

Mr. fucarer. I know, but to reflect a certain margin. 

Mr. Purnam. I think I can answer that. In 1951, that is, in 
effect, what they did. So far as apples were concerned, because of the 
nature of the way that the apple business has historically been 
operated, it wasn’t a proper ceiling, but that is in effect what they did. 

The market was at a depressed level at that time. 

A processor took the raw product, cost paid; every raw product, cost 
paid, added his permitted spread under that ceiling order. There 
was a slight adjustment in the ceiling, on the 9th of April, very 
recently. 

Then that ceiling was frozen at the dollar-and-cent level. That 
frozen ceiling had figured into the raw product cost which represents 
41 percent of parity. That is the reason. And there is, under the 
OPS industry earnings standard, theoretically, an opportunity, for 
recourse. 

In the practical operation of the business there is absolutely no 
opportunity and no recourse for a grower to ever have any adjustment 
on price, because it cannot be possible to even consider it until after 
the grower price has been established. 

Mr. Berts. Well, if OPS is violating the law, can’t you go to court 
and ask for a mandatory injunction? 

Mr. Fucare. Actually they are not violating the law. 

Mr. Muurer. The Emergency Court of Appeals is set up to review 
their action if contrary to the law as we laid it down. 

Mr. McDonoveu. As I get it, you have no problem if you sell 
your fruit raw. 

Mr. Putnam. That is right. 

Mr. McDonoveu. But because of the frozen prices established by 
OPA on processed fruit, the grower can’t sell to the processor at a 
profit? 

Mr. Purnam. That is it, exactly. 
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Mr. McDonovau. He is selling at a loss. 

Mr. Putnam. Right. 

Mr. McDonovau. So that the only way you can make a profit in 
your business is to sell all of your fruit raw in bushel baskets or over 
the counter, however you sell them, and that would curtail production 
to the retailer because the consuming public wouldn’t get any canned 
fruit. 

Mr. Purnam. That is right. In our own area about two-thirds to 
three-quarters of our production, for the past several years, has been 
going to processors. It is our biggest market. It is also true in the 
Appalachian area. 

Mr. McDonovanu. In other words, the public would suffer if they 
want processed fruit, and you would be justified in saying, “We can’t 
sell to the processor because we can’t sell at a loss and stay in business.”’ 

Mr. Purnam. No question about it. We can’t stay in business and 
sell under these conditions. 

Mr. McDonovau. That is a complaint that the public ought to 
register against OPS because it is curtailing procudtion and denying 
the public a commodity that they are entitled to have at a reasonable 
price. 

Mr. Harrison. And it is working that way. 

Mr. McDonoveu. I can see it. 

Mr. Purnam. Last year they had an enormous carry-over, the 
processors, from the previous season, and that, of course, reflected in 
the depressed market to the grower. 

Mr. Harrison. And, Mr. Chairman, apart from all that, to just 
sum it up—I don’t understand this, I am not in the industry myself 
but what I would like to say is I just don’t see the sense of a ceiling 
in a depressed industry. 

Mr. Mutrer. But then the industry has no complaint. If they 
cannot get the ceiling price and they are selling all of their product 
under-ceiling price, and prospering, what difference does it make? 

Mr. Harrison. They cannot get it because of the practical applica- 
tion of the ceiling. That is one thing. But the second thing. Why 
do you have ceilings tn a depressed industry? Maybe the industry 
would not be any better off. I think they would, and I think these 
gentlemen may be convinced that the ceilings are the reason for their 
difficulty. But if it is not the reason for their difficulties, if your 
theory is right, then what on earth is the sense of ceilings on a product 
that will not bring ceiling prices? 

Mr. Purnam. There are a couple of other points. In the first place, 
of course, last year, with a depressed level, products in the processing 
industry in many cases are sold for future shipment. That was 
true last year. Those products which were sold at very low levels, 
$1.05, $1.10 per ton, had been delivered through the season. They 
have influenced the market. 

To go back a step further, the crop was not as large last year as it was 
assumed it was going to be. Then the second thing is this. 

Mr. Brown. You gentlemen ean file statements, if you wish. 

Mr. Putnam. With your permission, Mr. Chairman, I have a brief 
that I would like to present. 

Mr. Brown. Very well. 

Mr. Harrison. I just want the committee to understand, in the 
technical language that he can give and that I cannot, that the impo- 
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sition of these ceilings is the cause of the difficultis these growers are 
having. 

Now, the processor will not complain, of course, because this 
guarantees to him his profit under circumstances under which he can 
squeeze the grower. It is the grower alone, and the public who suffers 
as a result of what I regard 

Mr. Brown. Does the gentleman with you desire to say anything? 

Mr. Harrison. This is Mr. Moore, Mr. Chairman, president of the 
National Apple Growers Association. 

Mr. Moore. There is one thing that might be of interest, Mr. 
Chairman. If you go back 2 years, to the crop prior to the crop that 
was harvested last fall, at that time we had what looked like the 
possibility of getting into a good-sized war. Processors were enco1r- 
aged to put up a large pack of processed apples, and did that. They 
put up an amount such that their carry-over was probably 30 percent 
of what they packed. Now that moved them into last fall, when they 
started buying apples, then, to process. 

Last fall, they bought a small amount, and they bought them at 
very depressed prices. Those apples were put in the cans and a 
ceiling has been placed on those apples. 

Now, as you move through the winter, and with those ceilings on 
the apples, in the cans, from a practical standpoint, it has no real 
effect on the growers for the reason that the processors were not buying 
any apples throughout this winter, were simply selling the cans that 
they had on hand. 

Now, if you move on into the next apple picking time that we are 
headed for, and those ceilings remain, the processors can say, truth- 
fully, to the growers, that “we cannot pay you more than the prices 
paid last fall,’ but the prices they paid last fall, throughout the 
Appalachian area, on a 54 percent of their crop, in those States, goes 
to processors. If they paid twice as much, on an average, as they paid 
last fall, the growers would only break even, on that part of the apples 
going to the processors. 

Mr. Mutter. But the processors are not telling you the truth, then. 
They are just squeezing you. Because under the law, if they have 
got to pay you more for the apples, they can get more. That is the 
Capehart amendment, and as a matter of fact in the Safeway case, it 
goes down right from the processor to the retailer. 

Mr. Moore. No, OPS will tell us this: ‘‘We will think these things 
over, and take them up and consider them.’’ But the time element is 
such that if you move up close to the time when an apple has to come 
off the tree, and this ceiling is on there, at anywhere near these figures, 
the processors will say to the growers, ‘We realize your plight, we 
realize that you have taken out thousands of apple trees, and hundreds 
of thousands more will go out, but there is nothing we can do on it 
because our hands are tied, and they are tied because of the ceilings.” 

That may be truthful or it may not be. They might be able, if 
they did as an industry, go in before OPS, get something done, but 
they have got fights among themselves, within their industry. 

Mr. McDonovcGu. Do you mean that the processor will say to the 
grower, “We can’t afford to pay you any more per ton on apples 
because the OPS has put a ceiling on our processed goods so that we 
cannot afford to sell at the price that vou want’’? 

Mr. Moore. That is right. 
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Mr. McDonovanu. That means that the only place you can sell 
your product at a profit is in the raw state, and you say 54 percent of 
your production goes into processing? 

Mr. Moors. That is right, and you cannot switch that 54 percent 
over to fresh market. 

Mr. Mutter. That is precisely what happens when you are in a 
free market when a processor says ‘I cannot pay you more than 
X dollars.” 

Mr. Moors. Some of it. 

Mr. Mutter. You either sell to them or to the fresh market? 

Mr. Moore. That is right. 

Mr. Muurer. The point I make is—the fact there are ceilings is 
not your difficulty. It happens to be an excuse that the processor is 
using. If he did not have that he would simply say “I cannot afford 
to pay vou the price you should get,’’ and you have the choice of 
bargaining with him, selling for less money or not selling. 

Mr. Moore. The ceiling is a depressing factor. It may not take 
it all the way, but it is a depressing factor. 

Mr. Fucarer. I think it is a strong argument they use. 

Mr. Moore. It is a strong argument and it is an effective weapon 
because they are in a strong buying position, with a few processors 
buying millions of bushels—and they do, they buy more than— 
several of them buy considerably more than a million bushels, and 
that million bushels would be grown by hundreds of growers and 
they are in a buying position that is entirely different from the sellers. 

Mr. Mutter. That position remains whether there is a ceiling or 
control or not. They are still in that terrifically strong buying 
position, because of their quantity buying. 

Mr. Coie. But Mr. Multer, there is competition. 

Mr. Mutrer. There is competition all the time. 

Mr. Coir. Not when there are ceilings. 

Mr. Mutter. There must be competition, particularly price com- 
petition, if you are not selling your product at ceiling. 

Mr. McDonoueu. This is Government intervention in free com- 
petition. 

Mr. Coun. He don’t believe your Capehart amendment would 
help any, because the increased cost to the processor has been elimi- 
nated now. The time has passed for aid under Capehart. 

Mr. Moore. I would like to point out just one thing, if I might, 
from the consumer’s standpoint. I am a grower, but from the con- 
sumer’s standpoint, this ought to be considered in connection with 
these apples. It takes 12 to 15 years to bring in an apple orchard. 
The apple trees are decreasing in the United States, and the apple 
production decreasing in the United States, and has for some 20 or 
30 years or more, with the population of the United States increasing, 
and with those in the industry, and the general public, having an 
earning power greater than ever before. 

The industry is in a very, very serious plight, and if I understand 
the law correctly, that ceilings are being set on a product that is not 
reflecting parity, and in my own belief, it has not helped the consumer, 
as of this year. At the present time, ceilings are slightly more than 
the product is bringing, the canned product, they are slightly more 
than the average, but if that carries all around, after this depressed 
condition that I spoke of last fall, plus this big pack that was put up 
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the year before, with the Korean war effect and the belief that we 
would be in a large war and speculation on the part of the canner, in 
the long run the consumer is going to be hurt. Immediately the 
producer is going to be hurt. 

Mr. Harrison. Thank you, Mr. Chairman. Mr. Miller. 

Mr. Mutter. I| have one remark that might help clarify the thing. 
Our interest in this whole remark now is for the coming year. What 
is past is past. We have taken our losses, and squared matters with 
the local people as best we could. The ceilings are already set up for 
this year. They cannot go much higher than they are now, as things 
work out. If ceilings stay on, we are threatened with something like 
the ceilings we have got now, which won’t give us return of cost of 
production. 

Mr. Brown. If you have any statements you want to file, you may 
do so. 

Mr. Harrison. I would like to file a statement. 

(The statement referred to is as follows:) 


PETITION FOR RECONSIDERATION OF APPLE CEILING REGULATIONS 


The following brief is submitted jointly by the Appalachian Apple 
Service representing approximately 1,800 apple growers in the 
States of Virginia, West Virginia, Maryland, and Pennsylvania, 
and the Western New York Apple Growers Association, Inc., repre- 
senting approximately 1,200 apple growers in the western New 
York fruit belt. Normally 85 percent of all apple products proc- 
essed in the United States are canned and frozen in these two major 
apple-produeing regions. 


Apple growers of the western New York and Appalachian apple-producing belts 
face serious injury as a result of ceiling price regulations presently in effeet on 
eanned and frozen apple products. 

This injury will be particularly serious if these orders continue in effect because 
approximately one-half of all apples grown in the Appalachian States of Virginia, 
West Virginia, Maryland, and Raiteyivenia: and two-thirds to three-fourths of 
all the apples grown in the western New York belt are normally sold to canners 
and freezers. In the two belts a large proportion of the better growers sell their 
entire crops of varieties particularly adapted for processing—or in many cases their 
entire crops of all varieties—to canners and freezers. Apple processing is no 
longer a salvage industry only in these two major apple-producing belts, and 
processors are the largest single outlet for apple growers. 

It is our understanding that the ceiling of each apple canner for 1952 has been 
fixed at the figure calculated on his 1951 pack under CPR 56 as amended, and 
adjusted on April 9, 1952, under Supplementary Regulation 5. It is our under- 
standing that the ceiling of each apple freezer for 1952 is fixed at the figure cal- 
culated on his 1951 pack under CPR 82 and/or Supplementary Regulation 1 to 
that order. We understand that under the present regulations, a canner or freezer 
is therefore prohibited from reflecting in his ceiling a higher raw product cost for 
the 1952 crop, except es provided by the OPS industry earnings standard. 

It is our understanding that under the OPS industry earnings standard, ceilings 
on canned and frozen apple products may be appealed on the basis of reduced or 
inadequate earnings as compared to the base period if costs increase sufficiently. 
It is also our understanding that raw product cost will be treated, in such cases, 
in exactly the same manner as any other cost. It is our understanding that in 
the case of such appeal, a profit study, which may take a considerable time, is 
required in order to determine if the appeal justifies a revision in the ceiling. 

It can be assumed, therefore, that under that proceedure the grower price will 
need to be established before such an appeal can be made. Therefore, a processor 
must commit himself to a higher price, and the grower market will need to be 
established before the processor has assurance of being able to recover increased 
raw product costs under the ceilings as written. That will, in practice, prohibit 
the grower price from rising above the raw product figure in the present ceiling— 
or last year's depressed Jevel—and will, in effect, fix grower prices for apples for 
processing at 1951 levels and eliminate the possibility of a grower realizing the 
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legal minimum for his apples regardless of supply or other factors which influence 
the market. 

Furthermore, the lowest processor ceiling in the area will, in effect, determine 
thé market. The processors with the low ceilings will of necessity sell at these 
ceilings. Because apple products will be on the market at the lower figure, other 
processors will be unable to demand the prices justified by their higher ceiling- 
except in case of a very short supply. The market for the processed product 
therefore, can be expected, under the regulations, to be established at close to the 
level of the lowest ceilings in the area; and the grower market can be expected to 
be, in effect, held at the level that these low ceiling processors can reflect. under 
their ceilings. Yet, by definition, the fair price to both growers and consumers 
is parity, and under the Defense Production Act of 1950 ceilings shall not be estab- 
lished which will reflect a price to growers lower than the legal minimum for that 
product. The only relief under the OPS industry earnings standard is a pro- 
cedure which will not, in practice, permit a grower to realize the legal minimum, 

That. would appear to mean that grower prices will be pegged at distress levels. 
The 1951 season started off with prices for apples for processing at an abnormally 
low level. That was due to an unusual combination of circumstances that led 
to a demoralized market, As the season advanced, prices tended to recover 
somewhat, but never reached the level that would have covered cost of produc- 
tion and at its highest remained well below parity for apples for processing. To 
illustrate that point, the average price paid to growers in the United States for 
apples for canning in 1951, according to USDA figures, was $27.70 per ton; that 
figure compares with the parity figure for apples for canning as of April 15, 1952, 
of $67.30 per ton. 

As a result many growers in both belts are in a very weak financial position 
already as a result of these disasterously low prices. Evidence of the seriousness 
of the situation is the abnoramlly great removal and abandonment of apple 
orchards this past winter. In addition and on top of this, USDA, Bureau of 
Agricultural Economies figures show that in the past 12 months prices paid by 
farmers for wages have increased 6.5 percent, for taxes 4 percent, for fertilizer 
3.3 percent, and for farm supplies 6.6 percent. 

With small stocks of canned and frozen apples in canners and distributors 
hands, the price for apples for processing should be expected to be higher this 
year. It must be higher if apple growers are to recover costs and stay in 
business. But it would appear that it is a practical impossibility for apple prices 
to recover to resonable levels under these regulations. 

Both orders, CPR 56 and CPR 82, discriminate against apples because of the 
manner in which apples for processing are procured commercially. As Mr. 
L. A. Putnam of the Western New York Apple Growers Association pointed out 
in his letter of November 17, 1951, to Mr. W. G. Carberry (copy attached), a 
processor who buys at a low price early in the season and sells part of his finished 
pack at that time—as is commercial practice—is prevented under these regulations 
from paying a higher price for raw product later and reflecting in his ceiling the 
actual cost of the raw product in the finished product left to be sold. Conversely, 
if he pays more early in the season than he pays later, his profit is enhanced under 
the regulation. The regulations are therefore, not fair and equitable by OPS’s own 
standards. In that same letter of November 17, 1951, to Mr. Carberry, Mr. 
Putnam called attention to the manner in which CPR 56 discriminates against 
grower processors and cooperatives as compared to independent processors. The 
same is true of CPR 82. Supplementary regulations in no way correct that 
inequity. 

In western New York, and to a lesser degree in the Appalachian States, freezers 
are a large and important outlet for apples. In New York State, for example, in 
1949-50, 14,197,080 pounds were frozen; in 1950-51, 18,087,890 pounds; and in 
1951-52, 8,575,404 pounds. Supplementary Regulation 2 to CPR 56 and Supple- 
mentary Regulation 5 to the same order gave some relief to canned-apple products. 
No such relief has been granted in the case of frozen apples which are tied to a 
severely depressed level of grower prices by CPR 82 and Supplementary Regula- 
tion 1 to that order. That fact. was outlined to Mr. Jerry Foytik in Mr. Putnam’s 
letter of December 12, 1951 (copy attached). Frozen apples are, therefore, being 
severely discriminated against under present regulations, and the inequities of the 
regulations can very well prevent freezers from securing supplies because the 
regulations prohibit them from paying as much for the same apples as canners. 

Immediate action is necessary if growers are to be granted any relief before the 
opening market for processing apples is established. A substantial proportion of 
the growers normally sell at these opening prices and these growers have no 
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recourse if ceilings are adjusted for processors later as was done in 1951. Further- 
more, the opening market has an important bearing on later prices. 

Mere suspension of these ceiling regulations will not be sufficient because the 
regulations are not fairly and equitably designed to reflect commercial practices 
in the procurement and processing of canned and frozen apple products, and do 
not take into account the seriously distressed position of grower prices. It is the 
considered belief of the apple growers of western New York and the Appalachian 
States of Virginia, West Virginia, Maryland, and Pennsylvania that canned and 
frozen apple products should be decontrolled immediately for the foregoing 
reasons and because— 

1. 1951 grower prices for apples for canning were, according to USDA figures, 
at 41 percent of parity. Also canned apple products are among the lowest priced 
fruits on grocers’ shelves. 

2. A reasonable size crop is expected over the Nation in 1952—no apparent 
danger of very short supplies. 

3. Therefore, there appears to be no prospect of processing apple prices reach- 
ing parity this year, and there is no need for ceilings. 

Should the legal minimum for apples for processing be approached at some f uture 
date, any ceiling regulation imposed should take into consideration the peculiarities 
of the normal commercial practices of procurement of apples for canning and 
freezing. 

It is the further considered belief of the growers of the two areas that decontrol 
must be immediate to permit the normal functioning of the market without inter- 
ference so as to permit growers to receive fair and equitable prices for their apples 
warranted by the supply and other marketing condition. 





WesterN New York ApptE Growers AssociaTIon, INc., 
Rochester, N. Y., November 17, 1951. 
W. G. CARBERRY, 
Chief, Fruit and Vegetable Branch, 
Food and Restaurant Division, Office of Price Stabilization. 

Deak Mr. Carserry: This letter will confirm the questions we raised in your 
office, Friday, November 16, with respect to apparent injury to apple growers 
resulting from CPR 56 and amendment 6 to that regulation covering processed 
apple products. 

This fall (1951) prices for apples for processing opened in a demoralized market 
at abnormally low levels—actually representing about one-third or less of the 
cost of growing and picking apples. Processors purchased a substantial quantity 
of apples at those prices. To illustrate, one major processor in western New 
York agreed to pay for the best processing varieties—grower’s entire crops of 
those varieties as picked—the following schedule of prices: 


Per 100 

pounds 
Annies Dalow- Fic wes ie renee 1 
AOU 1 aie AIOE OTN UE in oes wie cen Koh eee $0. 65 
ANCE 2k 00 Aa SOUOR TE SEINE i ic re cin cnet ones annie . 90 
PS eG le ae RIMINI BAS TAI ag oi ani eines Meri nne madman so 1.15 
pe hE ae SP etter eh ai ee lar ee a EER 1. 40 


1 No payment. 

He agreed to pay for the other desirable processing varieties at a lower rate. 
T am enclosing information showing representative schedules of prices for the 
western New York area at harvest time. I am also enclosing figures prepared 
by Cornell University from data collected on costs of producing apples. These 
figures are enclosed simply to indicate the degree to which the early market was 
demoralized. 

Since then the market for apples has begun to assume a more nearly realistic 
level. Prices are still below cost of production, however, and well below parity 
which we understand to be approximately $3.50 per 100 pounds. 

To show the importance of processing of apples in western New York, in 1950, 
for example, about 7 million of an estimated 10 million bushel crop went into 
canned applesauce, canned slices, baby food, frozen slices, and apple juice (not 
cider or vinegar). Processors buy growers’ entire crops and put emphasis on the 
higher quality crops. Apple processing is no longer a salvage industry in western 
New York. Here is the first example of apparent injury to producers. Proces- 
sors tell us that it is impossible for them to buy apples from growers at the present 
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level of prices because their ceiling will not pornnit them to sell at a price suffici- 
paey hig 1 to cover costs, “We ilfusttated the point to you with this representative 
ypothetical case? | * tad nae rasp ceupbaege ery hieamepdeon 

A processor bitys 75 percent of his apples for an average price of $1 100 
pounds. As customary in the industry historically, he sels’a tnajor portion of 
that'75 percetit Of his pack ‘af har'vesttime. His ceiling on that part of his pack 
sold is therefore based on the $1 raw product cost. 

At the present level of prices, he buys a remaining 25 percent of his require- 
ments at $2 per 100 pounds. . His average.raw prodnct,cost for all apples purchased 
is them $41:25,per.100 pounds... His, ceiling on the finished product he has left to 
sell then is based on his average raw product cost of $1.25 per 100 pounds.; But 
the actual raw product cost on the product.left to sell.is close to $2 per 100 pounds. 
He points out that he must take a loss om every case of the remaining finished 
product of the difference between the average raw product cost at, $1.25 and the 
actual ray product. cost at close to $2 for that remaining portion ‘of his pack. 

He points out that, therefore, he can’t under the regulation buy that’ last 25 
percent of his requirements because to.do so would mean he would lose money— 
or conyersely,,if appears that growers are prevented by the regulation from selling, 
through their regular marketing channels at the market level even though that 
level is well below parity, 

Here.is. the second example of apparent injury to producers by the regulation. 
Cooperatives and grower-processofs have operated in the apple-processing deal 
for a number of years. They area regular part,of the normal marketing syste. 
Our understanding of the regulation is that, at'the present time, cooperatives 
or grower-processors who did not purchase applies in 1948 or 1951 at ascertainable 
yrices, are required to borrow average raw material costs from other’ processors, 

Ve illustrated the apparent injury to growers in this manner: 

A grower did not sell his crop at the $1 level of prices because he realized that 
he could not continue in business at such selling prices. The present Higher level 
of prices confirms his judgement. that the earlier level was unrealistic. He now 
wishes to market his applies through a cooperative or, under a grower-processor 
set-up, which may be his normal market. : 

However, the average raw product costs of the processors in the area are close 
to $1 since they .purchased.a substantial portion of their apples at that average 
price.. A.borrowed raw.-product cost must, therefore, .be close to $1. It appears 
then that .a grower marketing bis apples through a cooperative or in a grower- 
prosesser set-up, lising such a borrowed raw product cost,’ can realize only about 
$1 for his apples even though the market is at a $2 level now, and even though 
the present level is well below parity. va 
In, such. situation, the independent processor is interested directly only in 
his margin... He,has.no finaricial interest in the raw product beyond the actual cost 
to him which is included in his ceiling.’ The cOoperative or ‘gr>wer-processor as 
such is. ina similar. position, and is protected so far as manufacturing costs are 
concerned. The only pert y injured is the grower who, it’appears, is prevented, 
by. the; regulation, realizing on his apples the market level even though such 
market level is well below parity or legal minimum, 

Growers; are, not, directly. concerned with processors’ margins. They are con- 
cerned, ,hoywever, if processors are so regulated as to be prevented from’ making 
a reasonable business profit. which in turn forces them to restrict or discontinue 
operatign... Processors ell us that the base period js,unfavorable, ‘They state 
that during the hase period the selling prices of their products was lower than it 
was later in the season and lower than their average selling price for the season, 
They also state that their selling prices during the base period were below the 
break-ever paint. ingnany cares considering the prices paitl for the raw product 
during that season. We are not in’a position to determine the accuracy of those 
statements; but from ot knowledge of the 1948 season ithey would pippear to 
be trues Afthey, are trne, we are concerned as. growers, with the use of such a base 
period EGaHT progessors, are an essential Pere of the, apple-marketing System, 
and it would be serisuS indeed for growers if the processors were forced to dis- 
continue operation because of losses. I mention this in passitig’ only; simply 
to indicate to.vouw Olriinteresti; oO G0 OF bse vs if oy ad al 

It is our understanding that the law, provides, that,ceilings shall not berimposed 
on. products.at below.the legalmipimum., Tt aPbeets that, in effect, this regulation 
does prohibit growers from selling their proddéts within that limit: We appreciate 
that your job and the job of OPS is a complex one. However, we wishedto give 
you the facts from the standpoint of the apple grower and ask for your assistance 
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in relieving the situation.. Well informed responsible growers have expressed 
the opinion that this situation has already caused serious losses to growers and 
that adjustments must be made if the apple industry is to survive. 
Very truly yours, 
L. A. Putnam, Executive Secretary. 





Western New York Appte Growers AssoctaTion, INc., 
Rochester, N. Y., December 12, 1961. 
Mr. Jerry Foyrtix, 
Fruit and Vegetable Branch, Food and Restaurant Division, 
Office of Price Stabilization, Washington, D. C. 

Dear Mr. Foytix: This letter is concerned with Supplementary Regulation 1 
to CPR 82 covering frozen fruits and berries about which I telephoned you the 
forepart of the week of December 3. 

It appears to us that this supplementary regulation is injurious to growers of 
apples in the same manner as the original regulation, CPR 82. That apparent 
injury to growers by CPR 82 and CPR 56 (Amendment 6) was outlined by our 
group in Mr. W. B. Carberry’s office on November 16, and confirmed by my 
letter to Mr. Carberry dated November 17. I am enclosing a copy of that letter 
for your information. 

In our conversation with Mr. Carberry and his associates we pointed out that 
in discussing apples for processing we had reference to apples sold to freezers or 
canners. That point is also implied in the last paragraph on page 1 of the letter 
to Mr. Carberry. Freezers are an important outlet for apples in western New 
York and western New York is a major factor in the apple freezing industry. 

As I pointed out to you on the phone, the frozen apple pack in 1950-51 was 
large. & the spring of 1951, fresh apple prices slumped badly. As a result, 
fresh apple slicers bought fresh apples out of cold storage at prices far below the 
prices paid in the fall of 1950 by freezers, and sold fresh slices in competition with 
frozen slices: The price of frozen apple slices was forced down, the movement of 
frozen slices was very slow, and the frozen apple market was at a depressed level 
during the spring, summer, and into the fall of 1951. As a result, the option 
offered in Supplementary Regulation 1 would appear to tie prices of frozen apples 
to this depressed level, and if used would in effect prohibit a grower from selling 
his apples to a freezer at the market level for apples even though that level is far 
below parity and below cost of productions 

In that letter to Mr. Carberry I outlined two examples of apparent injury to 
producers. It appears to us that Supplementary Regulation 1 in no way relieves 
that apparent injury to growers as set forth in either example. Of primary con- 
cern here is the fact that processors are interested in their spread or margin. 
They have no immediate financial interest in the price of the raw product beyond 
its actual cost to them. Basically, the level of prices is of minor concern to the 
processor as long as he is assured of an adequate spread. The grower is the only 
one with a direct interest in the price of the raw product. 

It is our understanding that the law provides that ceilings shall not be imposed 
on agricultural products at below the legal minimum. It appears that, in effect, 
these orders do restrict the prices at which growers can sell their apples to a 
level far below parity and far below cost of production. We feel that such cannot 
be the intent of OPS, and we request that immediate consideration be given to 
the adjustment of these orders to relieve the injury to growers. 


Sincerely yours, 
L. A. Putnam, Executive Secretary. 


Mr. Harrison. I would like to thank you, Mr. Chairman. Very 
little good to the public comes from imposition of ceilings on a com- 
modity that sells below 1950 prices. I do ask the committee to 
decontrol fruit. 

Mr. Brown. We are very glad to have your statement. 

Mr. Harrison. Thank you very much. 

Mr. Brown. Congressman Ramsay, of West Virginia, is our next 
witness. 
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STATEMENT OF HON. ROBERT L. RAMSAY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Ramsay. Mr. Chairman, I have introduced H. R. 6843 to 
attack a problem faced by many of our industries which, although 
involving imports, comes about directly by the workings of the con- 
trolled materials program. hs 

Under the controlled materials program, production of some civilian 
products is curtailed. In many instances this creates a vacuum, which 
is being filed with imports from foreign countries. History has shown 
that when our domestic industries may again obtain all the materials 
they need, they have a great deal of difficulty recapturing their share 
of the market. : 

What I am trying to do in H. R. 6843 is to provide machinery 
whereby the domestic industries, once they have shown injury, may 
be granted relief. To do this, I suggest a quota limitation. This 
principle, I believe, is emminently fair. Nationzl Production Au- 
thority, in allocating scarce materials, follows the principle of dividing 
proportionately. In other words NPA attempts to maintain a 
domestic producers competitive position. This bill merely extends 
that principle so that it may be applied to foreign competitors. 

To do this, I suggest the utilization of the escape-clause machinery 
which the Congress has approved for trade agreements. Since any 
injury from the controlled materials program is not an injury directly 
resulting from trade concessions, the escape clause of the reciprocal 
trade agreements does not apply. Itis apparent, then, that legislative 
action is necessary. 

Now, as to H. R. 6843 itself. I have no particular pride in author- 
ship. Iadmit that changes may be necessary. The base period might 
well be changed, after study. The quota limitation as written in the 
bill now may be too great, or too small. But, Mr. Chairman, I 
believe the principle set out in this bill is fair, and is necessary. 

You may recall that I introduced a bill a year ago which this com- 
mittee incorporated into the Defense Production Act amendments of 
1951, but which was killed on the floor. That bill provided for an 
automatic embargo on goods containing materials which were under 
allocation in the United States. It was designed to meet the same 
problem, but I believe perhaps the automatic embargo may have been 
too severe. 

In the present bill, nothing is automatic, and no quota mav be 
established until an industry seeks relief and makes out a case of 
suffering injury. 

I believe I have sufficiently protected those imports which are 
necessary to our defense program. I would not want any legislation 
which would not carry such protection. 

Last year, on the floor, it was said that such legislation would harm 
the reciprocal trade program. Such is not the case. Our trade 
agreements were all made under the circumstances of normal flow of 
materials to fabricators. Congress itself has interfered with that 
normal flow. Congress should, therefore, take steps to protect the 
markets of our domestic producers to the extent that its own actions 
have upset those markets. 

Thank you, Mr. Chairman, and members of the committee. 

Mr. Brown. Mr. Vursell, you may come around. 
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Mr. Vursevp. Mr. Chairman, and members of the committee, I 
come before your committee to suggest that # the Defense Production 
Act is to be extended, the act should be tightened up and that certain 
definite and mandatory standards or decontrols should be written 
into the act. ppt 

Unless this is done the OPS will continue to fail to carry out the 
purpose of the legislation and the intent of Congress in the future, 
as it has in the past, defeating the very purpose of the act, resulting 
in prett damage to the econgmy, and impairing the defense of the 
nation. 

The Defense Production Act specifically asks for the “expansion of 
productive facilities beyond the levels needed to meet civilian 
demand.” 

The OPS has flagrantly ignored this directive. The law also makes 
provision in section 402 (F) for the exemption from controls where 
such exemption is necessary. to effectuate the basic objectives of the 
act. The expansion of production so necessary which was the intent 
of Congress, is completely ignored by officials of OPS. Congress 
should write into the act mandatory decontrol standards and nat leave 
it to the whim of OPS. 

The OPS has substituted for the word ‘exemptions,’ the word 
“suspension” of price ceilings. 

Why suspension and what happens by suspension of controls? 
When commodities are exempted less people are needed on the OPS 
payroll. When price ceilings are suspended, the OPS in effect builds 
up “operation stand-by” meaning few if any employees are separated 
from the payroll. They argue they may need them again if the 
price of suspended commodities should again go up to the ceiling 
level. 

It is estimated, over 12,000 employees are now engaged in the 
activities of OPS enforcement. It is obvious that when decontrols 
or exemptions are made, as the act contemplates, OPS personnel 
should be reduced. 

The act in this particular should be strengthened by mandatory 
decontrol when comniodities are exempted from price ceilings. 

There are two bills before your committee—H. R. 6985 and 7807 
which provide that the ‘ceiling price shall be removed (not not 
suspended) when the material is ample in supply or is selling below 
the ceiling price.” I feel such amendment should ‘be written into 
the act now before you for consideration as it would safeguard both 
the taxpayer and the consumer. 

This amendment written into the act does not say to OPS do this 
if you see fit. It says “do it” period. Unless the Congress sets up 
definite standards, and mandates the OPS to follow them, the admin- 
istration of OPS will continue in the future as it has in the past in 
failing to follow the intent of Congress. Let us take oil, for example. 

The OPS controls on oil are slowing down oil production and éx- 
ploration and expansion of our productive capacity of oil, in direct 
violation of the Defense Production Act written a year ago and now 
before you for further consideration. 
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Ut x present 
price controls a8 td petfoleum:” There is no economic or seit just 
fication for continuing them. , They will however, keep these con- 
tro[§ ‘ory wnléss Congress kets ‘By aniending the Act, along, the line 
sudvested bythe Burlesoh or Rées amendments. 

Ha: Defense, Produgtion Act had two or more purposes, one to.ex- 
paid and itieréast production, ‘the other “to control and stabilize 
prices and wadds.* The OPS his thrown the expansion and increas- 
ing roduction part df the act out of the window. . They, seem in- 
tél ied onty it prite ceiling, regardless of the intent of Congress 
plainly written in the act. 9 

Th the ‘deéélatation of policy in section 2 of the act, the Congress 
sdid the task of opposing aggression ahd promoting peace “requires 
expdnsibn of productive Nailitics beyond the level needed: to meet the 
civilidit derhand.” wirgatnity (apd #3 

Title TY of the act déals xchisively with expansion of. proditctive 
cdpacity and supply dnd authorizes the Président to make provision 
for: sd 5 

* * * the encouragement, of ex loration, development; .and mining. of, 
critical and strategic minerals and Wie sy ' 

Later,| in, grauting amthority | te conttel: prices and wages under 
title LV, of.the act, the Congress was careful to: repeat this fundamental 
objective withthe statement: that: 

Tt ig the intent of ‘Congress that the authority donferbed by this title shall be 
exercised: in aceordanee with the policies:set forth in section 2 of this act) and ‘in 
particular; with, full, consideration, and, empliasis, so far as practicable, om the 
maintenance and furtherance of the American sygteny of, competitive enterprise, 
ineliding independent small-business enterprise spelen” 

Even more specifically, the Congress directed in section, 402, of this 
same title that,,in administering )price controls: 

The’ President, shall also. give dub:consideration' to the national effort to achieve 
maximum, production, in, furtherance,of the objectives) of this act. 

Fimalby, the Congress .recbgnizéd that: these purposes may require 
exeriptions from: price eonttol. (In :seetion 402 (f) the: President 
was ‘tiven authority to provide exémptions from price controls where 
it is found ‘thats: ! tol isola lo 

(1): such exemption’ is nécessary to promoté the national dcfense; or, (2) it is 
unrieéessary that odilings be applicable to‘such ifidteriats ' * * | *, 

Thése expressions of policy, repeated again and again in the act, 
leave no doubt‘as to congressional intent. Yet the OPS moves in the 
opposite direction and by sq doing,slows down, productive capacity 
of thé entire oil industry, “hie suspension procedure established by 
OPS, as'piesented to you by Mr. Arnall, dealt only with the relaxing 
of what they jiidge to be unnecessary price controls. This suspension 
program 18 purely an administrative creation and in no sease carries 
out the congressional mandate for exemptions. 

Tn order fo insure this expansion the Be troletiih Administration for 
Defense qutlined a drilling program for the.domestic oil industry of 
25,000 wells for the last half of 1952 and for 55,000 wells in 1953. 

This program has beeh approved by the Office of Defense Mobiliza- 
tion and, the Defense Production Authority. 
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This is a greater number of wells than the oil industry has drilled in 
any comparable period. It is more wells than will be drilled by the 
rest of the world combined. 

The program represents a 50-percent increase over the number of 
ag drilled in 1947, the year of the last increase in the price of crude 
oil. 

Where is the money going to come from? Officials of the OPS have 
said in plain language “It isn’t our worry.”’ They may not consider it 
their worry but it is the worry and responsibility of this Congress, the 
elected representatives of the people. We must have oil, and we must 
have enough, whether we have OPS or not. 

You Members of Congress well know the great importance of oil in 
the defense of our country in the last war. When we were struck at 
Pearl Harbor fortunately we had a reserve production capacity of 
about 1 million barrels of oil, more than was needed for civilian use. 
This productive capacity was so great that by continuing exploration 
and production, we were able to keep our military machines going at 
full tilt until the war was won. 

By comparison today we have a productive capacity about equal to 
our current requirements of petroleum products. 

When World War II struck at Pearl Harbor, our reserve productive 
capacity was 1 million barrels of crude oil a day above our then cur- 
rent needs. Today we have practically no reserve productive capacity 
above our current needs. That is why the Congress wrote into the 
Defense Production Act when it was passed a year ago specific language 
demanding that the act be so administered that we would create a 
reserve productive capacity of essential materials greater than our 
current needs to be available in case of war. Now it seems imperative 
that the Congress by mandate compel OPA to recognize this original 
intent of Congress. 

Price of crude oil. The present OPS ceiling on a general average 
over the Nation fixed by the OPS is about $2.57 a barrel. Prices 
vary some based on quality or gravity of oil and localities. It figures 
out over all about $2.57 a barrel. May I point out that this is the 
price that crude oil was bringing in 1947, 5 years ago. Since that 
time the increase in price in commodities generally has risen from 18 to 
35 percent. The price of steel for tubing the oil industry buys is 
much higher than in 1947. Likewise wages have increased, and just 
last week another general wage raise of about 15 cents an hour with 
other fringe benefits was agreed to for the oil workers of the Nation 
which will add to the cost of production of this crude oil which price 
was established in 1947. 

You may ask, If controls are lifted is there danger of too rapid a 
rise in the price of crude oil? The answer is “no.” Crude oil gen- 
erally and petroleum products have always remained at a low level. 
Were it not for the State and Federal taxes on oil and gasoline, you 
would be able to buy high power gasoline today from any filling station 
in the Nation at about 9 cents a gallon less than you bought it 25 
years ago. 

I hope that the price of crude oil would raise reasonably if ceilings 
are removed. Competition is so keen, however, that I fear it will not 
raise enough. When we want a greater production of farm products 
or of any commodity the Government encourages a price raise because 
we all know that the price raise will help to bring about greater produc- 
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tion and today we need, with war clouds hanging low over this countr 
and the world, to expand the drilling for oil and bring in more oil wells 
which will increase the productive capacity reserves in the event we 
suddenly found ourselves forced into a world-wide military struggle. 
We cannot afford to neglect increasing our productive capacity for 
oil because when the enemy strikes it may be too late. 

For several years due to the fact that my congressional district in 

southern Illinois produces over 50 percent of the rather large oil 
production in my State, I have been interested in a more or less con- 
tinuous study and observation of the oil industry generally and the 
great contribution it has made to the economic welfare and the defense 
of our Nation. 
' In my district, there are many independent producers and thousands 
of endl atcaiean wells, each of which produce but a few barrels of oil a 
day. There are 300,000 stripper wells throughout the Nation, the 
total production of which adds up to 19 percent of the Nation’s entire 
oil production. These wells alone are estimated to have in the ground 
as reserves almost 9 billion barrels of oil that can be produced if the 
price of oil is kept at a high enough level that will justify the continual 
pumping of these wells. With oil selling at $2.57 a barrel, unless there 
is some relief to compensate for the increased cost of material and the 
constantly rising cost of labor the great majority of these wells will be 
closed down and this 9 billion barrels of oil will be left in the ground 
never to be recovered. 

That is one of the reasons why a reasonable advance in the price of 
oil would be welcomed and justified by all people who have thought 
the problem through. The oil industry has powered to a great extent 
the great manufacturing and transportation industries of our Nation. 
When we were attacked at Pearl Harbor and the chips were down so 
far as the defense of this Nation and the free nations of the world 
were concerned, the Government then as now urged greater explora- 
tion, and greater production and based upon the million-barrel-of- 
capacity production we then had in reserve, oil in abundance was 
furnished for greater industrial production on the home front, for the 
trucks, jeeps, tanks, and heavy equipment for our land armies, and 
to power our Navy and submarines sailing the seas of the world. 
And it kept hundreds of thousands of bombers and airplanes in the 
air flying on to victory which was finally accomplished. 

We may have to do this again. OPS must be ‘shook up” and thus 
awakened by this Congress because it is now asleep at the switch. 
Unless the Congress does this, the chances are that we will jeopardize 
the defense of the Nation. Crude oil and petroleum products should 
be decontrolled. It will add to the domestic and military strength 
of our Nation. 

Gentlemen, I thank you for your very patient attention. 

Mr. Brown. We are very glad to have you, Congressman Vursell. 
Thank you very much. 

We will now hear from Congressman McIntire, of Maine. 


STATEMENT OF HON. CLIFFORD G. McINTIRE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MAINE 


Mr. McIntire. Mr. Chairman, your committee has before it the 
consideration of legislation relative to the continuation of controls as 
established under the Defense Production Act of September 8, 1950. 
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The district is Pasivally agricultural, hee is iar x # 
yital concern not. only to Hie Ny 10. _are | 3 ns 

the forest; products industry but to those tho aré ¥ Laine: Fath ve 
service businesses that ae their liveliidod from thé’ indorhig 0 ‘the 
farmer, the manufacturer of forest products and, the fisheruian ‘along 
the coast of Maine.’ 

As stated, a very important: actor in thé éconionay of the SiH 18 
the income of our he In this regard, the economic siturat op that 
preyails each year in the: Pp tato ius ty is, of ipapor tanée i nh that 
within my district les 97 percent of potato, Bodluett no t MTs 
and. approximately 16 percent of the mee potatoes. hate in “this 
country, 

The affairs of the. potato industry haye, heer aired to, consideribte 
extent, ayer the, past, few. years, by, vir ue of proble ems tha were 
generated y, war,.and by a price-sup port, progr: i In pn effort to 
resolvé these problems, if was the decision of the Congress to, ‘Spe- 
cifically legislate, that no.appropriated funds 1 be used | os ry 
stabilization of the potato i irate 

This was accomplishes. through Public Law 471 (Sist'¢ Cong. me 
law required.the industry to. Cae tis £ PHS of ¢ uotas in a Lt 
of controls, but Congress did not provide quota {: islation. pe r _ 
potato industry, and, therefore, at. the. ¢ conelusion 9 the mar bolting 
of the. 1950, crop no, program of prise stabilization i in the sense of ; 
support. vehicle, was availab a. dustry. Be our coun v's 
prosecution of, World Wars. ne a food was, past mpor! anh 
material, of w ar, and in the a pee period . aes we dhe pots: to 

industry responded by greatly expanding ifs acreage ane arndeds jon, 

n.World War I no provision, was made i protect agriculture a¢ aga t 

the inevitable. recession whigh follows a major, war, and, it log ll 4 
followed that the potato industry passed. through .a rather. ex rene 
economic situation, In ; the. early” , twenties. “The i L dustry, Was: 

subject to. the .extreme economic depression. of, the, early: A tties, 
Under. the Agricultural Adjustment ; 5 oi the potato, induste ay COOPr 
erated with the Federal Government) in making } djusiments,, iD 
acreage W hich were incorporated in programs of agric u tural, Cs nserva- 
tion under the provisions of that act. — With’ the advent. of W ng 
War II, the, potato, producers, along w Pig all other producers an 
in this, country, were asked to increase production: very Ta Rane 7 

was most logical that production of white potatoes be mprendet 
view of the, fact: that they, could, be commercially produced ih each 
of the 48 States. It is generally recognized that, in white greene 
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produced } yields pst acre and total volume in ex¢ ess of any previous 
records in the industry. 
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are aang? onn Government in; World, War, L,, in 
W AK ‘ar JT therg was some pi hg a iver to, marty producers of 
ody thas Goverment wand ashisl in tie transition period following 
the close of the war. Thig,was proyided in, the Steagal] agendinent 
tgithe, Friga Control, Act. of 1942 and potatoes, not being, classified, as 
a. asic commodity, were, esignated as one of the Steagall commodities. 
By, virtue of the increased, acreage Ang increased yields the industry 
moved very rapidly into.a surplus situation and price supports under 
the Steagall amendment were made available, At that, point: the 
Depertment af Agriculture recommended acreage reduction and in 
each year in which acreage reductions were recommended the industry 
planted fewer. acres than requested be the Department, In. view of 
the substantial investment in price stabilization, the industry. aecepted 
a downward, revision of. the support Jevel.and on the 1949 and. 1950 
crops, price. support was 60 percent of parity., Increased yields per 
aore continued to develop substantial surplusés, and the program was 
discontinued under Publie Law 471. (81st Cong). ' 
uring; this. same period per capita consumption declined by virtue 
of competition of the great variety of fresh vegetables available to the 
cousumer,, and producets.of potatoes, were struggling, to bring their 
production into balance. with the national need... Acreage, cuts were 
recommended by the Department of Agriculture for the. 1951. crop. 
The Department, estimated, the national need. to be .335. million 
bushels,, In, view of the fact that no price-support provisions pre- 
Yaved. on: Phe itp) crop, and onthe basis of the recommendations. of 
the. Department, further. acreage adjustments were made. On 
November, 1,; 1951, the, United. States Department. of. Agriculture 
reported. the production. of the 1951, crop at 835 million bushels, 
exactly as Wags Indicated earlier as being an adequate supply for our 
needs.) . oats ee 
During these years of adjustments, in which surpluses were a serious 
problem, and also the same years in which. price, support operations 
were, in effect, returns to growers were substantially below parity. 
The crop of 1950 returned to growers 53 percent of parity... Approxi- 
mately two-thirds of the 1951 crop returned growers only 73 percent of 
parity, It deyeloped, howeyen, as the 4951 marketing season, pro- 
gressed, that the supply was not in surplus as had been, true in previous 
years, and prices began io, strengthen. Beginning with early, October 
ib, became apparent that the supply situation in Canada, was also 
lower than in previous years, that the supply. in the. United States 
Was not in surplus, and prices moved faraae _On December 29,1951, 
the Department “of Agriculture. officially determined. that, potato 
pnices recelyed by.growers were 105 percent, of parity on December 15, 
1951. This was the first month prices had reached parity since June 
of 1948. The T nite States Department of Agriculture later reported 
fae the supply.of. potatoes on, hand. January 1, 1952 was 97 million 
yushels which was only, 54 million ‘bushels Jower than the supply of 
the previous year, excluding Government purchases after January-1, 
1951, Th aeerned to many. familiar with the industry that, while the 
supply was, in balance with demand, no serious shortage existed, 
providing normal economic praetices Could preyail for the remaining 
portion. of the seagon,, On January 9 the Office of: Price Stabilization 
invoked a ceiling order, CPR 1138, effective on the 19th of January 
1952. This order was, in my opinion, invoked upon the’ industry 
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without having been given careful consideration, and it specificall 
was not reviewed by the White Potato Advisory Committee to OPS, 
as brought out in informal discussion before members of the House 
Agricultural Committee on January 25, 1952. 

The specific order used on January 5 was not reviewed with the 
committee and from the situation that has prevailed since the initial 
order it seems rather obvious that the order was invoked with undue 
haste. It is granted that prices to producers on a national basis had 
reached 100 percent of parity. However, it was very obvious that the 
producers had not received 100 percent of parity for much of their 
crop and that the ceiling order would result in producers receiving less 
than parity for their total production. This fact is substantiated by a 
recent BAE estimate which places the national acreage farm price for 
the entire 1951 crop at $1.61 per bushel or approximately 91 percent of 
parity. This parity figure is calculated on the transitional parity 
formula, and is actually 15 percent below the old parity base. As 
stated, the effective date of the order was January 19, 1952, and on 
January 21, 1952, a complete revision of the order was issued. There 
have been eight amendments to the original order. To those who have 
not been close to the deal, it is most difficult to comprehend the utter 
confusion that has prevailed in the industry since January 5. It has 
been most unfortunate that OPS did not give the original order and 
subsequent revisions more careful consideration before the measures 
were invoked. It has been also most unfortunate that the OPS has 
not had an adequate staff of men sufficiently familiar with the potato 
industry and its intricate pricing and distributive pattern to con- 
structively interpret the wording of the order into the daily practices 
of the trade. Since January 5 I have been almost in daily contact with 
elements of the industry by receiving telephone calls and letters 
pleading for some opportunity to be constructively counseled as to 
what practices and business functions could be performed in a legal 
manner. Many of the amendments have had as their purpose clarifi- 
cation of these problems, but in many instances have resulted only in 
great confusion. 

In my opinion, this order has created a shortage and it is my con- 
sidered opinion that the shortage that exists currently is directly 
chargeable to the operations of OPS in their complete disruption of 
the normal distributive pattern of the industry. Maine shipped 
nearly 1,000 carloads of potatoes to the Pacific coast which is entirely 
outside of normal distributive area. In addition, it is my opinion 
that the crop in storage in January has moved to market 10 percent 
faster than would have been the case had there been some price 
incentive in holding some portion of the crop for later delivery. The 
order has effected the acreage planted in the early and intermediate 
early States. The price available to producers in the southern early 
States has offered no incentive for orderly marketing. Florida, wit 
only a 6-percent increase in acreage, had shipped, as of April 30, 
4,755 carlot equivalents as compared with 1,790 carlot equivalents on 
the same date in 1951. This has meant that consumers have not had 
as good quality and the crop was not fully matured. Early harvesting 
has resulted in a 15 percent lower yield per acre. 

On April 26, 1952, Mr. Wayne Darrow in his Washington Farm 
Letter states, and I quote: “Price ceiling situation is reported out of 
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hand everywhere except in a few local shipping points. There is an 
estimated 75- to 80-percent disregard for ceilings. Old-timers say 
mess is worse than in 1943.” I appreciate that black-market oper- 
ators are always ready to jump into a situation wherein supply is 
short of demand and control regulations are in effect. I do wish to 
point out, however, that distributors, both at shipping points and 
receiving points, have been completely confused regarding these reg- 
ulations, and many have closed their places of business, because they 
could not interpret the orders, and would not run the risks of violating 
the law and be prosecuted months or years later. 

The American farmer takes second place to no one in this country 
in his willingness to produce food for the Nation in peace as well as 
war. His record in two wars substantiates that fact. 

Costs of production are high and becoming increasingly higher. 
Labor is tight and expensive. Tilled crops, as potatoes, require heavy 
capital outlay in each current crop year. History has shown that the 
great problem of the potato industry is one of surplus and not shortage, 
and it therefore follows, in my opinion, that unless there is an op- 
portunity to recover losses with reasonable gains when supply is in 
balance with production, then growers will not increase acreage. 
Those who administer price controls on food production seem to over- 
look the fact that potatoes are not produced unless they are planted, 
and there must be some incentive to plant, or we will not get the supply 
needed for this country. 

We can supply this country with an adequate supply of food only by 
removing all control of prices and allow the profit incentive to develop 
the needed production. In my opinion, our reserve of foodstuff in 
this country islow. Asa people we have enjoyed an abundant supply. 
However, costs of production and shortage of labor are most serious 
factors and when with an ever-increasing population to feed it be- 
comes increasingly important that we maintain and further develop 
an incentive for increased production, rather than place road blocks ° 
in the way of those who are anxious and willing to invest every dollar 
available to them, devote their full time and energy to the proposition 
of providing this country with a diversity of food of high quality and 
at reasonable prices. 

Per capita consumption of white potatoes is about 100 pounds per 
year. At 5 cents per pound it represents about $8 per year—a very 
small part of the food budget for a year. May I suggest that con- 
sumers would prefer to pay 10 cents per pound for such quantity as 
they might wish to buy than to see an 8-cent price tag on an empty 
bin. The details are complicated, but the basic principle involved 
is relatively simple. 

Thank you, Mr. Chairman, and members of the committee. 

Mr. Brown. We will now adjourn to reconvene tomorrow morning 
at 10 o’clock. 

(Whereupon, at 4:45 p. m., the committee adjourned, to reconvene 
at 10 a.m. Wednesday, May 28, 1952.) 

(The following letter was submitted for inclusion in the record of the 
hearings:) 
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OrricE OF PRICE daaniery ATION}! 
1 W ‘aghinglon, ML, June . 19 
Hon, PRE) NT SPENCH, i 
House of ENO ysa.y i Washingt on, D.C. 

My Dear CoenGREssSMAN Sprence: Mr. Rowland Jones, Jr., president of the 
American Retail Federation, has sent me a copy of his letter to you of May 28. 
Mr. Jones complains that my statement of May 27 before your committee eontains 
two misleading or incorrect statements: JI.am afraid that I must disagree with 
Mr. Jones’ position. 

The first misstatement of which I am accused is that I have represented the 
campaign for the removal of the word “hereafter” from the Herlong amendment 
as being sponsored only by the grocery chains and supermarkets, and that the 
department stores, the mail-order houses, the apparel stores, the drug stores 
and the lumber dealers have not asked your committee to remove “hereafter.’ 
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I fully recognized at the time I made my statement that the American Retail 
Federation had endorsed this change, and that the American Retail Federation 
represents all kinds of retailers. Nevertheless, the fact remains that the change 
has been urged only by the grocery dealers, and not by the other categories of 
retailers whom I have mentioned above, or any other retailers or wholesalers. 
Indeed, Mr. Jones’ letter admits that the American Retail Federation has 
sponsored the amendment in behalf of, and in support of the position of the food 
retailers. 

The second misstatement of which I am accused is that removal of “hereafter” 
might require revision of other retail regulations, including Ceiling-Price Regula- 
tion 7, which dry goods retailers, and Mr. Jones himself, have previously endorsed, 
Mr. Jones points out that the Herlong amendment permits the use of an alterna- 
tive base period instead of the May 24 to June 24, 1950, base period, specified in 
the act. Mr. Jones refers to the fact that section 402 (c) permits the substitution 
of another representative date instead of the May 24 to June 24 period. I should 
like to point out however, that section 402 (c) permits another date only in the 
case that no prices prevailed during the May 24 to June 24 period, “or if those 
prevailing during this period were not generally representative because of abnormal 
or seasonal market conditions or other cause.’’ In the latter circumstance an 
alternative base period must be chosen ‘‘on the nearest date on which, in the judg- 
ment of the President, they are generally representative.’”’? Under this language it 
seems to me impossible to conclude that February 24, 1951, which is the base 
period for CPR-7, would qualify under the law. This is likewise true of the base 
period December 19, 1950, to January 26, 1951, which is the base period of many 
of our other retail regulations. 

You will recall that the Herlong amendment was originally proposed by Mr. 
Jones on behalf of the American Retail Federation. If you examine Mr. Jones’ 
testimony before your committee in 1951 in support of this amendment, you will 
find his advocacy of the Herlong amendment rested entirely upon the view that 
this amendment would prohibit OPS from requiring retailers to absorb future 
increases in the cost of materials or from permitting such increases to be passed 
on without markup. You will search Mr. Jones’ testimony in vain to find any 
reference to the food retailing industry or any statement that the proposed 
amendment might require higher mark-ups for food retailers. Despite Mr. 
Jones’ present charges that I am attempting ‘‘to split the ranks of retailing’ | 
believe that it remains correct to suggest, as I did before your committee, that 
food retailers ‘‘want to remove the word ‘hereafter’ so that they will have an 
added basis for putting pressure on us to raise ceilings even more.” 

Mr. Jones may quarrel with my position with respect to the advisability of 
the proposed change in the Herlong amendment. But I do not believe that he 
can base such disagreement on the grounds set forth in his letter to you. 

If Mr. Jones’ letter is to be placed in the record of your committee, I should 
appreciate that my letter be similarly placed in the record. 

Sincerely, 
Evuis ARNALL, 
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WEDNESDAY, MAY 28, 1952 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10:00 o’clock a. m., the Honorable Paul 
Brown, presiding. 

Present: Messrs. Brown (presiding), Patman, Multer, O’Brien, 
Addonizio, Dollinger, Bolling, Burton, Fugate, Talle, Cole, Hull, 
Nicholson, Buffett, and Betts. 

Mr. Brown. The committee will be in order. 

We will resume the hearings on the Defense Production Act. 

Our first witness this morning is Congressman Cleveland M. Bailey. 

You may proceed, Mr. Bailey. 


STATEMENT OF HON. CLEVELAND M. BAILEY, MEMBER OF 
CONGRESS, STATE OF WEST VIRGINIA 


Mr. Bartey. Mr. Chairman, and gentlemen of the committee, for 
the purpose of the record, I am Congressman Cleveland M. Bailey 
of the Third District of West Virginia. 

My primary purpose in making this appearance is to plead with 
this committee to consider favorably an amendment to the 1951 
Defense Production Act, which the Congress has been requested to 
extend for an additional period of 1 year. 

The Ramsey amendment, copies of which have been supplied to 
the members of the committee is in the nature of an amendment to 
section 101 of the Defense Production Act by adding a new subsection 
to be known as subsection (b). 

Mr. Chairman, at this point I should like to submit this proposed 
amendment for inclusion in the record. 

(The information referred to is as follows: ) 


[H. R. 6843, 82d Cong., 2d sess.] 
A BILL To establish quotas on the importation of certain articles and products containing raw materials 
fb gh on to which priorities have been established, or allocations made, under the Defense Production 

Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 101 of the Defense Production Act 
of 1951 is amended by inserting ‘‘(a)’”’ immediately following “Src. 101.” and by 
adding at the end thereof the following new subsection: 

“(b) Whenever priorities are established or allocations made under section (e) 
with respect to any raw material, and such priorities or allocations operate to 
limit the production of articles or products produced in the United States, the 
President shall by proclamation limit the importation, during the period such 
priorities or allocations are in effect, of any article or product in the manufacture 
or production of which such raw material is used to 50 per centum of the average 
annual imports of such article or product during the calendar years 1947 through 
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1949: Provided, That the Tariff Commission has reported to the President that 
a substantial portion of the American producers of such article or product, or an 
article or product competitive therewith, has requested such limitation on im- 
ports: Provided further, That the Secretary of Defense has not certified to the 
President that the American production of such article or product is ese ge 


to sup 1e we ential defens ie S je CAN he applicatior ~~ 
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having received ach Poe Ghaes th tT ] "ES a public hearing thereon and s a 
report the facts to the President withinsixty. days of the receipt of such applica- 
tion. Such report to the eas cn ane include the article or product on which 
the import limitation heehee, Se arate ep, hag segntains any raw material 
which is under priority or alloca ion picties whether a substantial portion of the 
American producers thereof have requested the above-specified import limitation, 
the maximum q4dAti¢y 6FinAOFE- Which #aula bomply with said import limitation 
and suchrother dart? asrtheoPapift Cénvnissiowdpems appropriate. A copy of 
said report. 0. the) President shall be submitted to the Secretary of Defense. If 
said report of the, Tariff Commission indicates the at the above-s necified condj - 
have been Met by the appliantand the Seerétdry of Defehse” Has HOt éérti 

the President that the American production of such article or producti nova 
cient To meet, ; the fessential défense chigeds, fe Brent ent-shal} /prack amet 
import limitation W iphin, thirtyrdays. of his r cbeipt, he re parma the | 
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excess of 4 pmeriean -prod uction, to, meoty the esSential efense needs. WAM, rep rts 
of the ‘Tariff Conimission and ‘ail cert indationis of the Seetetary of Defense made 
hereunder shall be made public at the time of their issnanée@?70' (5 /! 


;oM Es Baa Re ote 1, take the: k aaa suggesting two clarifying 
Geared 


amendmen . 
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amended by inser rting ‘(a)’ iaactiainls following seetion L0Land,by 
adding a aut, the. end thereof the: followi ing new, subsection’ —w hich i is ‘the 
Ramsey proposal. 

Mr, Chairman, the. adoption, of | this roposed ‘ahventlinet would 
materially relieve the hazard that Tow, 4 wreatens hy cody pro- 
diicers, in the State of Vest Vi irginia, and lam ate the same t reat: of 
injury exists to domestic producers i in practical yall of our States: 

This proposal merely sets up machinery whereby. a ‘domestic’ ids 
try, when needed, can protect, and maintain iM relative competi ive 
position with - imports, while the domestie pro duction of ‘the article 
he is manufacturing is ‘being limited ‘by pros allocations ed raw 
materials. —;, 

There is nothing 1 in the proposal to restrict’ imports. in sucha. WE y 
as to change or improve the, competitive ‘position of domestic ‘pro- 
ducers. 

Actually, it favors imperts: 

There is nothing in the amendment that would-in any way: hmit 
the import of any raw material or the iniport of any product, or artidle 
made, therefrom which the Secretary of Defense, ‘certifies is essential 
to the security and the. defense needs of. the United States. , 

There is nothing im the amendment: which operates: automaticly 
to limit imports. It ‘provides for'a limitation only when ‘the Amere 
can production of a product‘is limited by raw material allocations, by 
NPA, and: only;if. and when a substantial portion of the American pro- 
ducers of:such-artieles or product apply to the Tariff ‘Commission for 
such limitation. ts 

It is assumed that the Tariff Chigizniagion would deétérmine the sub- 
stantial portion on the basis of unit volume or dollar volume of pro- 
duction rather than the number of producers. 
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fair to protect our own producers who are contributing the most to 
our national defense and mutual defense efforts. 

Certainly no foreign country—-and even the most friendly—could 
have any valid objection to our proportionately limiting imports to 
the same extent that the American production of an article is cut 
back by the defense requirements. 

This proposed amendment proposes to limit imports of articles 
made from allocated materials to only 50 percent of the pre-Korean 
base period imports, while most American producers of nondefense 
articles requiring allocated materials are limited to substantially less 
than 50 percent. 

I shall, Mr. Chairman, give you a concrete example of how this 
will work later in my presentation. 

Articles using steel are limited to 50 percent, and most articles 
using copper and aluminum are limited to 30 percent or less. Those 
using nickel are limited to even less than 20 percent. 

Some are entirely prohibited. The limitation of 50 percent on 
imports gives more than an even break to imports. In the case of 
defense items, American producers usually get more than the above- 
mentioned percentage in order to encourage a greater production 
and in such cases upon the certification of the Secretary of Defense. 
This proposed amendment would place no limit upon imports of 
any article or product needed for our defense effort. 

I am, Mr. Chairman, the sponsor of the escape clause which was 
written into the renewal of the Reciprocal Trade Agreements Act 
of last year. The object of this escape clause was to provide that 
domestic producers be given an opportunity to prove to the United 
States Tariff Commission that their business was being injured by 
foreign imports. This escape clause is now section 7 of Public Law 
50 of the Eighty-second Congress. 

The intent of the Congress was that domestic producers suffering 
from too much foreign competition would be able to get relief. This 
was particularly true of domestic producers who are being denied the 
use of certain critical materials needed in the defense effort. These 
people were being driven out of business and their domestic market 
taken over by foreign-made goods because they were unable to com- 
pete, due to their inability to buy critical materials needed in the 
production of their products. 

The domestic producers of wood screws carried their case before the 
United States Tariff Commission alleging injury under the Reciprocal 
Trade Agreements Act and asking for relief under section 7 of Public 
Law 50. They were denied this relief and told by the United States 
Tariff Commission that their troubles were not due to the trade agree- 
ments but to the action of the National Production Authority in 
allocating to the defense effort certain materials which the domestic 
producers of wood screws needed in order to carry on their business, 

If the United States Tariff Commission is correct in its interpreta- 
tion, it is vitally necessary that a large segment of American industry 
needs the protection afforded by this amendment in order to prevent 
them being driven out of business. The best illustration of how these 
freed orders in critical materials are injuring domestic producers is 
the ease of the Wallace Corporation, now pending before the United 
States Tariff Commission. 
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The Wallace Corp., Richwood, W. Va., are manufacturers of spring 
clothespins. There is a freeze order on highly tempered steel wire 
needed in the manufacture of these pins. Last October, this company 
was given an allocation by the National Production Authority of 76 
tons of this highly tempered steel wire. They were also given an 
allocation for the first quarter of 1952, for an additional 76 tons. 

As of March 10, 1952, under both allocations they have received 

only 23 tons of steel. They have in the meantime, in order to keep 
their plant operating, and supply jobs for 400 workmen, been buying 
highly tempered steel wire from Belgium and paying $13.05 per 
hundredweight. 
}» Had they been permitted to buy this steel wire at home the domestic 
price would have been $7.40 per hundredweight. They are on the 
verge of closing down their plant because their profits are not high 
pian to stand the losses that they must pay to buy this steel wire 
abroad. 

This legislation, Mr. Chairman, is not a new idea. The producers 
of agricultural products in this country are protected by the quotas 
which place a limitation on foreign imports of agricultural products 
when these imports interfere with the acreage allocation and the 
production procedures outlined by the Agriculture Department. 

This exemption, for the farm people, will be found in section 122 
of the Agricultural Production Act. 

I sincerely hope that it will be the pleasure and the wisdom of 
your committee to seriously consider, and to accept, the basic idea 
contained in the proposed Samed amendment to the Defense Pro- 
duction Act. 

Mr. Chairman, if there is any member of the committee that 
desires to ask any questions, I will be pleased to answer. If not, I 
will get over to my own committee. 

Mr. Coxe. I would like to ask a question, if I may. 

Mr. Brown. Mr. Cole. 

Mr. Couz. Mr. Bailey, those people who have testified against 
the Ramsay amendment have said that the impact upon our foreign 
policy would be so detrimental, if we permitted this Ramsay amend- 
ment to be adopted, as to create chaos in our foreign relations. 

Mr. Bartey. May I say to the member of the committee, let us 
apply it directly to the case of clothespins. There, the chief com- 
petitor is Sweden. 

Sweden is able to produce those clothespins—well, let me go back 
to the original Smoot-Hawley Act, there was an import duty of 20 
cents a gross on clothespins. That under the Reciprocal Trade Agree- 
ment Act was cut first from 20 to 10 cents and later cut a second 
time to 5 cents. The import duty is now 5 cents a gross. 

Sweden is able to manufacture those spring clothespins largely 
because they pay 28 cents an hour for the labor in their plant, com- 
pared to $1.42 an hour in our plant in Richwood, W. Va., the Wallace 
Corp. plant. 

They can produce those pins, pay the ocean freight, pay the broker- 
age, pay the commissions, pay the import duty of 5 cents, and sell 
those clothespins in the city of New York for 61.4 cents a gross. It 
costs us 93.7 cents a gross to manufacture them in our plant in 
Richwood. 
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ee ae and mining of critical and strategic minerals and 
metals.” 

Under section 402 of the same title with respect to administering 
price controls, it is stated that ‘‘the President shall also give due 
consideration to the national effort to achieve maximum production 
in furtherance of the objectives of this act.” 

Section 402 grants authority to the President to provide exemp- 
tions from price control where it is found that: ‘‘(1) such exemption 
is necessary to promote the national defense; or (2) it is unnecessary 
that ceilings be applicable to such materials.” 

It is my contention that the Office of Price Stabilization has ignored 
the intent and purpose of this declaration. I believe it is agreed 
that because the petroleum industry is a factor of such importance 
in the economic welfare and in the safety of our country, that our 
Government should encourage increased production in the petroleum 
industry, and certainly ought not to do anything to throw a road- 
block in the way of its expansion. 

And it is my contention that that is what you are doing now under 
the administration of this act. You are throwing roadblocks before 
it, instead of helping it. 

I do not believe anyone claims there is presently a shortage of 
crude petroleum in this country. Inventories are adequate; pro- 
duction is less than capacity. Last year the excess of supply over 
the demand averaged 90,000 barrels daily. The stocks of crude oil 
are greater than they have been in years. 

There is no shortage of crude oil in this country. It seems to me 
that it is extremely important that we take whatever steps may be 
necessary to restore the eountry’s self-sufficiency of oil supply, and 
such self-sufficiency should be encouraged in every way possible. 

As late as March 31, 1952, Charles E. Wilson, then Director of 
Defense Mobilization, said, and I quote: 

New and higher goals have been set for the petroleum expansion program, with 
the aim of restoring reserve petroleum capacity to safer levels by 1953. 

Strange as it may seem, under OPS regulations the oil industry is 
expected to carry out this accomplishment under the same price and 
same conditions as in 1947. While the general price level of nearly 
all commodities has increased since Korea, there has been no increase 
in the price of crude oil. As a matter of fact, I do not think the price 
of crude oil will change substantially if this bill is enacted into law. 

Tt will, however, reach the objective and do the thing intended 
when the Defense Production Act was passed. It will permit the 
expansion of facilities for greater production of crude oil. It will 
also afford an opportunity for increasing the stocks of oil in our own 
country, and it will do the common sense thing, that is, give a chance 
for an independent industry to transact business in a competitive 
market without shackles and regulations of bureaucratic controls. 

The oil industry has not only met all demands but has also main- 
tained a capacity over and above its requirements and demands. 
In fact, the output of petroleum in this country could have been 
increased substantially during the past few years, if such became 
necessary. 

The United States is an importer of oil. The loss of importation 
would impose an additional demand upon domestic industry. Domes- 
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tic oil producers have warned against the danger of a trend toward 
dependency upon foreign sources of supply. It is extremely important 
that steps be taken to restore and increase a domestic supply of oil. 
The approval of this proposed legislation will certainly offer encourage- 
ment in that direction. 

Several months ago the Secretary of the Interior, Oscar Chapman, 
asked the producers to exert every effort to build up a cushion against 
an emergency. Here is what he said. I quote: 

This means that exploration for oil must be intensified, drilling rates must be 
sustained at the highest level possible with the materials available. Oil-field 
operations must be conducted with the greatest possible efficiency, and secondary- 
recovery operations must be extended wherever possible. 

To carry out this objective, the Secretary of the Interior would 
do well if he would also recommend that the oil-producing industry 
be released from regulations that are presently retarding it from 
“being conducted with the greatest possible efficiency.”’ 

As I suggested earlier in my statement, the Defense Production 
Act is a product of Congress. As I understand it, one of the impor- 
tant purposes of this act is to make sure, among other things, a sufficient 
supply of goods and materials is provided for the defense of our 
country, and do it with as little dislocation in our economy as may be 
possible; also, without upsetting or spiraling the price of such 
commodities. 

If and when defense requirements are fully cared for, and when the 
demands for civilian use are being met, it seems to me further regu- 
lations with respect to such commodities should not be required, 
especially when regulations do not encourage expansion or supply of 
such materials and commodities. 

Mr. Chairman, summing up the situation, the Defense Production 
Act came into being because of an emergency that required the need 
of an unusual supply of materials and commodities for the defense of 
our country. 

In order to make sure the needs and requirements are fulfilled, and 
in order that the civilian supply of such goods and commodities that 
may become scarce on account of war demands are equitably dis- 
tributed, price controls and allocations are made effective. 

Under these conditions, what is known as the law of supply and 
demand is temporarily suspended until the demands and require- 
ments of the Government have been fulfilled. I believe it is the will 
of the Congress and the will of the people that allocations and price 
controls and regulations pertaining thereto, be released just as soon as 
these needs are met. 

Mr. Chairman, as stated at the beginning of this discussion, I 
believe this bill carries out the intent of Congress when the Office of 
Price Stabilization was approved. You will find this bill provides 
sufficient safeguards that will promote and protect the national 
defense, and at the same time remove many regulations and road- 
blocks that are presently impeding productive expansion in this 
country. After all, one of the greatest preventatives of inflation is the 
freedom and encouragement in the production of commodities of all 
kinds. 

Mr. Chairman, I thank you, and if there are any questions, | will be 
glad to attempt to answer them. 
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9 seconds. And it requires milk for these babies and for the rest of 
the population. 

Instead of advocating policies to decrease the milk cow population 
of the United States, the administration and consumer groups in this 
country should be urging the inauguration of policies to increase the 
the milk cow population by from 5 million to 10 million head to keep 
pace with the human population. 

In the past 10 years, largely due to the increased use of yellow- 
colored oleomargarine and the demand for meat, the milk-cow pro- 
duction has decreased by more than 4 million head. Milk produc- 
tion during the same period has decreased by more than 4 billion 
pounds. The per capita consumption of milk is at its lowest point 
for many years. Unlimited imports of butter and cheese will result 
in a more rapid liquidation of dairy cows, and the end result will be 
higher prices for American consumers of milk, butter, and other dairy 
products. Approximately 52 percent of the milk produced in the 
United States finds its way into manufactured products like butter, 
cheese, and ice cream. 

The present high price of milk to consumers and the low per-capita 
consumption is due to the rapid decrease in the milk-cow populetion, 
in spite of the increased production per cow. I am not a prophet, 
but I feel safe in predicting that in less than 5 years, unless the milk- 
cow population is increased, consumers will be paying at least 5 cents 
a quart more for milk than they are today. 

Should Congress fail to reenact section 104, I am convinced that 
unlimited quantities of foreign-produced butter, cheese, and other 
dairy products, fats and oils, peanuts—of which they have a tre- 
mendous surplus in Africa—-and rice will be dumped upon our 
American market. The Federal Government will then become the 
principal buyer of domestically produced products under the support- 
price program, and the imports will be sold at a few cents a pound 
under the support prices. In other words, the support program for 
American producers will become the support-price program for the 
entire world. The American taxpayers will then be called upon to 
pay out several hundred million dollars to support the price of 
domestically produced products covered by section 104. 

Section 104 will prevent the Government from accumulating large 
supplies of butter, cheese, and other products now under import 
control. In a word, it locks the barn door after the horse is stolen. 
I do not want the Government to become the buyer of domestic 
products that should pass through normal production, processing, and 
marketing channels. 

The Government’s support price on butter is 67% cents per pound. 
Yesterday’s market price for wholesale butter was a little more than 
68 cents a pound, or about a quarter of a cent above the support price. 

The support price on cheese is 38 cents a pound and the present 
wholesale price is somewhat above that figure. A small quantity of 
imports would definitely break the market price to the support-price 
level, and since we are now in the flush milk production season, the 
Government would become the principal buyer, without any benefit 
to consumers. 

I would like to point out to your committee what happened to the 
surpluses of dairy products acquired under the support program from 
January 1949 through December 1951. 
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It is rather interesting because the Government did accumulate 
tremendous surpluses of butter and cheese under that program. 
From 1949 to 1951, the Government acquired 242 million pounds of 
butter, at a price between 58 cents and 64 cents a pound. It sold 
back 142 million pounds to the domestic trade. It provided 19 million 
pounds to the school-lunch program. To the Italian Government it 
sold around 5,500,000 pounds at 15 cents a pound. The total sales 
amounted to 167 million pounds. 

Then the Government gave away a quantity of this butter for relief 
in this country, which was 36 million pounds. It gave away nearly 
38 million pounds to foreign governments, and I will enumerate those 
pobeempaieng because I am sure you will want to know where that 

utter went. 

Israel received nearly 19 million pounds as a gift. 

Yugoslavia received 11 million pounds as a gift. 

Germany, 5,400,000 pounds. 

Italy, 1,300,000 pounds. 

And then several million pounds to other countries. 

Now, these were all gifts, and at the expense of the American tax- 
payer. The Government does not own any butter. The Govern- 
ment does not own any cheese. And I will, with your permission, 
Mr. Chairman, put these tables into the record as a part of my re- 
marks, so that the committee may see what the Government price- 
support program did prior to the adoption of section 104. 

{r. Brown. Without objection, that may be done. 

(The charts referred to are as follows:) 


Purchase and disposal of butter under the dairy price-support program, January 
1949 through Decemier 1951 
































Million 
pounds Percent 
Purchases: 
1949—Grade A 62 cents per pound, grade B 60 cents per pound !_____..------ 114.3 47.1 
1950—Grade A 60 cents per pound, grade B 58 cents per pound. __.-.--.---_- 127.9 52.8 
1951—Grade A 66 cents per pound, grade B 64 cents per pound-.-__.._-_-- oe saa +2 1 
er NN io idk cnc cucinitnnetikanadneantubadtagainnbbintiadndosnde 242.4 100.0 
Bales: 
ST red ie. cics engngaeah walenbaemeedainneamnea whens 142.6 59.0 
To domestic school Junch and sec. 32 outlets. ...........----..-..------------ 19.2 7.9 
To Italian Government at 15 cents per pound ._._......-....--------------.- 5.5 2.3 
OT ia art ak at i cha ans a gin bien chin linia tin teeeenkidingiutedicbin eusathieiaciatm 167.3 69.2 
Donations: 
Fe Ne he tenwanmacndansene scion 36.4 15.1 
Foreign distribution: 
i a on pealig ia mish oan cm aibmeme ele euenanits 18.8 
Eg cosa icn is cn nb pining nanimbacamibabcekpreannn™ 11.0 
IN idk Shak telco che erage Aiden cs cheb ead tn niles abo wo cmieiaias db a sie dins in 5.4 
NN ORES TERE A San, NRE To ROY ge Pit ONS Fo NES MIN DE 1.4 
RM ae 5. a as a eee helene weber sepocuneiedian 25 
OI i aN i i vd eaten ab ma oaeuie apiaiielaiae > .3 
FR I II oriilbeisd cin cannes bcc ibn Ain ticin Sa winch amit 5 
SN TR CN a. cn onuinsinnnunaniimabiiindddlnitainnaduswen 37.9 15.7 
ON ONIN Sid Soci cantbcotoimdankdbiabanouabebitbelitiiizainemenn 74.3 30.8 
Toten ad enna 9 sa oi tenn i enn nee 241.0 | 100.0 





1 Approximately 10,000,000 pounts of butter were purchased prior to July 27 at 59 cents per pound for 
grade A and 57 cents per pound for grade B. 

2 No butter remainingininventory. Difference between purchase and disposals due to contracts tolerance 
which permitted deliveries slightly greater or less than contracted quantities. 
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rogram; Jan 9 throu } Dédem er 1951 1 
: pores Pereent 
; J Taal wie) 
Purchases: 
— A 1 3. 23.8 
[a0.~Au: cents per per Qijer.....-.--« 73.4 | 
whe aye: a 34 cents per pouta Me haat eo a Bonne oller- 2. - : 151.9° 20.8 
1949 total. REE SE OL SE eS RE GIES YS! RO OO st esacaild | 8-5. ~s 
MOET Ye gents per pou pra, 14 cents ie Roy ghd--t cy ---6H4 | 35116 48.1 
195115 cents per x Pound shear 109 per Paid roll ae = sete ack gos 153.4 7.3 
Total purchases... -.£.--gasanen-«p-niacyptesagoe-seharecaeerrhe-- 457074 70. 5 | 400.0 
| ; | endpaper ———e 
Sales: i , 
t,t ee atl ef inde ies Ercan Staph wit bless ixpridleeaedleaiabee tits | 89. 7 13.2 
To trade for export to Latin America-_._....-..-.....--- iiss RED Ty Meee | 8.6 1.3 
To domestic schoo] lunch and sec, 32 OEE STOLL IE NE De 20, 8 3.1 
To UN. Children’s Farid. 1 DUS ALBIS I sesttes Oi 4 202. 0. | 29.7 
To. international relief ageneies. : .-..----.-----++-4-++s4++4--4++-5--+--4 5-4 1,1 j 2 
OD fo, MR OR sn oan vache a cocnancanoeng Sa aati e Ren wie seca od 22. 4 | 3.3 
To 'U. 8. State Department, Yngasiavia.. 2iLL09-.10-.-4h044] WL. iso | A3.2{} 1.9 
To EGA, Greece. 2 eg. PER Rea SRE eRe SS SE ee 1J.2 | 1.6 
To'BOA Netherlands ___- bd. A 5.0 | ot 
Tor? pan Government-,...- Sees | 75,3) lla 
To Israel Government ¥ : 6.6 | 1.0 
To China Government. ._-...---.-- BY ll 
To Philippine Government .__..-:.--...4-4-- | 1.5. | 2 
To Costa Riea Government : AML (2) A ae 
To Danish Geyernment at 25 cents per pound negotiated price. ah ee bbe 70.9 | 10.4 
Totel sdlesixiOoAi. Sill. cL Juans ete Lad Ave OL. aw 520.14 77.8 
Donations: j | 
Domestic distribution. L Duoadiuige ancieakodbauapded onde es X25 Glee eat | 24.4) 3.6 
Foreign distribution: | 
Germany... ..- d ASL PE Ech iad ae Wire Tee Te 81.5 | 
Israel ; iat Re eer ee 26.9 
Varwoglaview oi $20 Vari -v24-toubaos samen. Diss 25.2: | 
Se Rea ae da pee? a SOP cee ae NET Ss eR 15, 4 | 
siya piglet ar le te saat ia Nip at a Capea tol 6.6 | 
USER Ouse ROR OL bea a? 8.7] 
Héspliss. api -sppcagic Spidey i 3.6 
2 RE a GEN SES ES PRAT AREER: SORE. SERIE 3 3. 1. 
France es Laval 
India e THEA. IO. SHEETS OF Ae, 1.2} } 
Ghina.caiis-$3 acs eld. sijeemel-aads-al wwii. ; 1,0 | 
Formosa. ..-.-- oe Noche celal BEDE, EO Te 8 | 
GreOCB 4445 pvasyy---2 asd cpp --oetcti sso £3 o.-4 Fy fa | 
Tran_--- Fe ype ete Rt Sed ~ “a aR AED tah a4 } 
French Morocco... Uni Sack katate bids se 16.) | 
Palestine. __- calidhacaicn eaiavicidcttadinw ogy alomdaike Weakened 6 
NS ee oa LLY SPER OE OS. ANE. ASE IONS 5+ 
Other and unspecified - - Awan S ss a pate eh oe neta eae 2.3 
Total foreign donations_-_--_.--- sine iets bam atic haceiepitnacedieans sane 126.1] 18.6 
ET I as Sastanccctnane pss eaednadwe ty stil hocks abate est 150. 5 22. 2 
| te cette tenes eh 
Total:sales:and, dongtiens..< 0+ -4.4- 4-2 9-20245-435--2 548s 50u3 5-4 sts | } 679.6 | 100.0 








1 Sales data for 1951 preliminary, subject to revision. 
2 Less than 60,000 pounds. 


Mr. Anpresen. ‘Mr. Willard L. Thorp, Assistant Secretary of 
State, who appeared-in behalf of the Administration for the re seal’ of 
section 104, claims that he is an experienced farmer. He inbemed 
the committee that be bad milked goats: on:his New York estate: 

Mr. Thorp states that: section 22 of the Agricultural Adjustment 
Act or the escape clause of the Trade Agreements Act can be used in 
leuvef section 104. Both:acts suggested by Nir. Phorp-are ‘inetfec- 
tive, It willitake atleast ayear for .an/investigation by ithe Tariff 
Commission and another 60 days for the President to act under’ these 
provisions of existing law: 
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Now, I just want to point out slg <p, that is taking place in 
connection with the investigation on blue cheese. Last June, 1951, 
the blue cheese industry applied to the Tariff Commission for relicf 
under the escape clause, and it is only recently that heari have 
been held, and it is estimated that the Tariff Commission will not be 
in a position to make a report to the President until after June 16, 
1952, which is a year from the time the original investigation case 
started. 

During 1951, the imports of blue cheese amounted to over 5 million 
pounds, 49 percent of the entire domestic consumption in the United 
States. 

During this period, domestic production went down 51 percent, to 
turn over 49 percent of the domestic market to foreign producers of 
cheese, principally Denmark. 

Now, I want to do business with Denmark and these other countries, 
but certainly it is not our business, as legislators, to turn over the 
entire market to them, which, of course, they want to get hold of. 

The best statement that was filed with the Tariff Commission was 
a presentation from the Secretary of Agriculture in behalf of the 
Department. 

The Secretary presented a brief on blue cheese to the Tariff Com- 
mission, and I will just quote a few paragraphs from that, and if the 
chairman would like to have that statement in the record, I think it 
would be elucidating, because it sustains everything that I have said 
in regard to section 104. 

The Secretary says: 

It is important that the Tariff Commission conduct its investigation promptly 
and take necessary action with respect to imports of blue mold cheese prior to 
the expiration of section 104 of the Defense Production Act, as amended. This is 
necessary in order to prevent serious injury to the domestic blue mold cheese 
industry It is the view of the Department of Agriculture that unrestricted 
imports of blue mold cheese, which wouid otherwise occur after June 30, 1952, 
would result in further serious injury to the domestic blue mold cheese industry. 


Then the Department of Agriculture makes a recommendation 
to the Tariff Commission as follows: 


Under section 7— 


that is the escape clause— 


authority is provided for the withdrawal or modification of a tariff concession, 
its suspension in whole or in part or the establishments of import quotas to the 
extent and for the time necessary to prevent or remedy injury to the domestic 
industry. Import quotas would, in my opinion, give the most definite assur- 
ance that imports would not result in serious injury to the domestic producer. 
Quota limitations on imports would thus permit domestic producers to plan 
their production of blue mold cheese on a basis of knowing the maximum quan- 
tities which could be imported and sold in competition with their supplies 
Furthermore, quota limitations would make it impossible for foreign countries 
to negate the effect of a tariff increase by devaluation of their dollar exchange 
rates. 

Considering that conditions have changed substantially since prewar, the 
period 1948-50 appears to be the most recent “representative period” to utilize 
as a basis for quotas on imports of blue mold cheese. 


And I might say, Mr. Chairman, that was the base period estab- 
lished by the Secretary of Agriculture, under section 104, on August 
9, 1951. 

And the Secretary goes on, then, to recommend the same provisions 
which he put in operation under section 104, to the Tariff Com- 
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mission, and urges prompt action before the industry in this country 


is destroyed. 
Mr. Brown. If you desire to insert that in the record, you may 


do so. 
Mr. AnpreEsEN. If I could, I would very much like to do so, Mr. 


Chairman. 

Mr. Brown. Who is that statement from? 

Mr. ANpDRESEN. It is by the Department of Agriculture. I believe 
that the law provides that any department of Government can come 
in and appear, but the Secretary of Agriculture is suggesting action 
by the Tariff Commission in lieu of the continuation of section 104. 

A careful reading of the presentation made by the Department of 
Agriculture to the Tariff Comeanion on blue mold cheese clearly 
indicates that the Department strongly advises the reenactment of 
section 104. As I have pointed out to the committee, the Secretary 
of Agriculture can deal with any particular type of cheese under 
section 104 in the same manner as he has addressed himself to blue 
mold cheese under section 7 of the Reciprocal Trade Act. 

Mr. Brown. It may be inserted in the record. 

(The statement referred to is as follows:) 


STATEMENT ON BLUE Mo.p CHEESE SUBMITTED TO THE UNITED Srates TARIFF 
CoMMISSION BY THE UNITED StarEs DEPARTMENT OF AGRICULTURE IN ConN- 
NECTION WITH THE HEARING AND INVESTIGATION PURSUANT TO SECTION 7 
OF THE TRADE AGREEMENTS Exrension Act oF 1951 


IMPORT RESTRICTIONS NOW IN EFFECT 


Since August 9, 1951, the Department of Agriculture has controlled imports 
of blue mold cheese under the provisions of section 104 of the Defense Production 
Act of 1950, as amended. In accordance with this legislation, the Secretary of 
Agriculture has determined that imports of blue mold cheese at a level not in 
excess of average annual imports during the period 1948-50, with exceptions for 
hardship and other specified cases, would not result in one or more of the three 
effects set forth in the act. These effects include impairment or reduction of 
domestic production below certain specified levels, interference with the orderly 
marketing and storing of domestically produced supplies and increased expendi- 
tures under any price-support program of the Department of Agriculture. Regu- 
lations covering import restrictions on cheese issued by the Department of Agri- 
culture are set forth in Defense Food Order No 3, a copy of which is enclosed. 

Section 104 will expire on June 30, 1952. The President has requested the 
Congress not to extend this section of the act and has stated that other legislative 
authority was available and would be utilized, when necessary, to contro] imports 
of agricultural commodities. The other legislation referred to includes section 7 
of the Trade Agreements Extension Act of 1951 and section 22 of the Agricultural 
Adjustment Act. 

URGENCY OF INVESTIGATION 


It is important that the Tariff Commission conduct its investigation promptly 
and take necessary action with respect to imports of blue mold cheese prior to the 
expiration of section 104 of the Defense Production Act, as amended. This is 
necessary in order to prevent serious injury to the domestic blue mold cheese 
industry. It is the view of the Department of Agriculture that unrestricted im- 
ports of blue mold cheese, which would otherwise occur after June 30, 1952, would 
result in further serious injury to the domestic blue mold cheese industry. 


INJURY TO DOMESTIC INDUSTRY 


It is our belief that tariff concessions on blue mold cheese and unforeseen de- 
velopments in recent years have caused serious injury to domestic producers of 
this cheese prior to the control of imports under section 104 and threaten to cause 
further serious injury to these producers upon the expiration of that authority. 
The facts which lead us to this conclusion are as follows: 
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fully effective, prices of domesti¢ and imported eheese were Approxir ly, at the 
same level. From Ace rene of 1051 oe as 195 » pri¢ Hote oeere 
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Period Produc- | Imports 
Production Imports Total 
Pounds Pounds Pounds Percent Percent 
ee a ak ae a 10, 580, 000 5 10, 581, 000 100.0 

RE iii 32 io ses apie Sead os , 289, 000 977,000 | 10, 266. 000 90.5 9.5 
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January 1951-July 1951 ........._- ay 3, 370, 900 3, 400, 000 6, 770, 000 49.8 50.2 
August 1951-February 1952_______-_- 3, 050, 000 2, 497, 000 5, 547, 000 55.0 45.0 




















In spite of the fact that import controls on blue-mold cheese were put into effect 
on August 9, 1951, total imports for the calendar year reached 5,050,000 pounds, 
an all-time record. Had import controls not been instituted, it is certain that 
1951 imports would have been much larger. It should also be emphasized that 
imports of blue-mold cheese during 1951 were almost twice as large as the average 
annual quantities imported during the prewar period 1936—40 (2,754,000 pounds). 

Domestic production of blue-mold cheese on the other hand has been steadily 
declining since 1947. The decline year by year has very closely approximated the 
year by vear increase in imported supplies. If this trend is resumed, which 
could be expected if imports are permitted on an unrestricted basis. it appears 
likely that domestic production of blue mold cheese could soon be largely sup- 
planted by imports. 

Because of the threat of unrestricted imports of blue-mold cheese upon the expira- 
tion of section 104, domestic producers have not been willing to increase their 
production of blue-mold cheese to the levels that prevailed prior to the 1950 
tariff concession. Before domestic production can be increased, producers must 
have assurance that they will have a fair proportion of the United States market 
instead of an uncertain residual proportion of the market remaining after imports 
have been entered. Definite assurance at this time that section 7 action will be 
taken to restrict imports of blue-mold cheese would encourage the domestic 
industry to increase their output. Ordinarily blue-mold cheese is aged from 60 
to 120 days prior to marketing by the cheese trade. We are now approaching 
the seaon of the year when milk available for cheese production is most plentiful. 


SUGGESTED ACTION 

Under section 7, authority is provided for the withdrawal or modification of a 
tariff concession, its suspension in whole or in part or the establishment of import 
quotas to the extent and for the time necessary to prevent or remedy injury to 
the domestic industry. Import quotas would, in our opinion, give the most 
definite assurance that imports would not result in serious injury to the domestic 
industry. Quota limitations on imports would thus permit domestic producers to 
plan their production of blue-mold cheese on a basis of knowing the maximum 
quantities which could be imported and sold in competition with their supplies. 
Furthermore, quota limitations would make it impossible for foreign countries 
to negate the effect of a tariff increase by devaluation of their dollar exchange 
rates. 

Considering that conditions have changed substantially since prewar, the period 
1948-50 appears to be the most recent “representative period” to utilize as a basis 
for quotas on imports of blue-mold cheese. The use of a prewar period would fail 
to recognize that the domestie industry was primarily responsible for increasing 
domestic consumption of blue-mold cheese from about 3 million pounds to over 
10 million pounds annually. The use of the war period would not be representa- 
tive, since virtually no imports came into the United States during the period 1942- 
46. The 1948-50 period was utilized by the Department as a basis for establishing 
import quotas under section 104 of the Defense Production Act, as amended. 


97026—52—pt. 2-53 
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TABLE 1.—Wholesale prices for domestic and imported Danish blue-mold cheese 
in New York by months, January 1948—March 1952 


[Based on published prices obtained from trade sources, New York, N. Y.] 
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Mr. ANDRESEN. Mr. Thorpe correctly states that we have exported 
approximately $121 million worth of dairy products in 1951, but he 
neglects to inform the committee that a large percentage of these 
exports have gone to countries in the Western Hemisphere, including 
the Philippines and otber areas under control of the United States. 
Some exports of cheese have gone to Great Britain and other countries 
under negotiated contracts and as gifts. 

While I favor a healthy foreign trade, it is very difficult for me to 
understand the policy of the State Department which now proposes a 
program permitting unlimited imports of dairy products and the other 
commodities in section 104 to the injury of both producers and con- 
sumers and at a tremendous cost to American taxpayers. I am also 
concerned about many of our diplomats who appear to become 
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representatives of the country to which they have been sent, rather 
than looking out for the interests of the American people. 

Also let me state that there are too many American citizens who 
are urging this liquidation of the dairy industry on the theory that 
they will not be hurt by such a policy, and some of them seem to 
think that they will make money out of it at the expense of their 
fellow producers in the United States. 

Strange things are happening in connection with the attack of the 
administration, importers and others in the effort to definitely kill 
section 104 on midnight of June 30, 1952. Permit me to illustrate. 
Under date of May 12, 1952, the Department of Agriculture issued 
a notice to all importers of the commodities covered in section 104 
to begin dumping their products at all United States ports beginning at 
midnight June 30, 1952. This is an invitation from the administration 
to importers of butter, cheese, other dairy products, peanuts, fats and 
oils and rice to flood our markets with their products. 

It reminds me of the opening of the Cherokee Strip in Oklahoma 
some years ago, when those who wanted to get free land assembled 
on a certain line, by the thousands, and when the minute hand of the 
watch reached the proper time and the opening gun was fired, these 
thousands rushed pell-mell to pick out their land. That is the way 
it will be on midnight June 30, 1952, with imports unless section 104 
is promptly enacted. 

The Senate Banking and Currency Committee has approved a re- 
enactment of Public Law 590, with the inclusion of cheese and peanuts, 
as a proposed remedy to stop unlimited imports. in my opi: ion, this 
is no remedy whatsoever, as Public Law 590 contemplates world 
shortages of food and the acquisition by our Government of large 
supplies of domestically produced foods covered in the law, before 
embargoes or quotas can be established for any of the imports. The 
damage to American producers would be done before the law could be 
put into operation. Section 104, when properly administered, is the 
only sound method to prevent serious injury to a large and vital 
section of our domestic economy. 

I am here today representing what I believe to be the best interests 
of American producers, consumers and taxpayers, and I therefore 
strongly urge the reenactment of section 104 in its present form. 

I thank you, Mr. Chairman, and gentlemen of the committee. 

Mr. Brown. Mr. Hull, do you desire to interrogate the witness. 

Mr. Hutu. [have no questions. Iam glad to have your statement. 

Mr. Brown. Does any other member desire to interrogate the 
witness? 

Mr Cote. Mr. Chairman. 

Mr. Brown. Mr. Cole. 

igen a Mr. Andresen, is blue cheese a competitor of Roquefort. 
cheese? 

Mr. AnpRESEN. No; I do not regard blue cheese as a competitor 
of Roquefort, and I so stated. The reason is this: Blue cheese is 
made of cow’s milk. Roquefort cheese is made out of sheep’s milk. 
The Assistant Secretary of State did not know that, even though he 
milked goats and probably had some sheep. 

But the blue cheese has been our main problem. There are several 
varieties of foreign cheese that do not compete with our domestic 
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cheese. Those types of foreign cheese are sold at a substantially 
higher price than the domestic product. In the case of Roquefort 
cheese, the difference is almost 20 or 50 cents a pound. 

Mr. Coxz. More or less classed as a luxury item? 

Mr. AnpresEN. That is correct. Now the Secretary of Agricul- 
ture could have used section 104, and picked out just one or two 
types of cheese. He picked out casein. I do not know who asked 
him to pick out casein, and put an import quota on casein, using the 
year 1950 as the base period. 

He also established a base period for all other types of cheese, basing 
it on the average imports from 1948 to 1950. He could have selected 
just one type of cheese, or two types, or the types that were causing 
the most difficulty in our domestic economy. 

Now, why he did not do that, I do not know, but in the statement 
that he filed with the Tariff Commission, he has dealt with blue 
cheese, and blue cheese alone, which has caused the headache in this 
country, because they have taken over 49 percent of our market. 

Mr. Brown. Congressman Andresen, we are very glad to have 
your statement. 

Mr. Nicnoutson. Mr. Chairman. 

Mr. Brown. Mr. Nicholson. 

Mr. Nicnoison. What is casein? 

Mr. ANpDRESEN. Casein is a form of dried milk—the buttons on 
your suit are made out of casein, a good many products are made out 
of casein. 

I might say this: Casein from the Argentine is laid down here and 
sold wholesale at 18 cents a pound, whereas it costs 40 cents a pound to 
produce casein domestically. ‘ 

Mr. Brown. Do you have any other questions, Mr. Nicholson? 

Mr. Nicnouson. That is all. 

Mr. Brown. Thank you, Mr. Andresen. 

Mr. AnpRESEN. May I have permission to revise my remarks, Mr. 
Chairman? 

Mr. Brown. You may do so. Thank you very much. 

Our next witness is Congressman Javits. 


STATEMENT OF HON. JACOB K. JAVITS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Javirs. Mr. Chairman, I am obliged to the committee for 
permitting me to testify. The committee has always been very 
gracious to me. There have been a number of interests testifying 
before the committee on various products. I would like to have my 
testimony construed as being in the interests of city consumers. 

As the chairman knows, I feel that what happens in the field of 
agriculture is of vital importance to city consumers. I do not think 
we have taken enough interest and I am trying hard to stimulate more 
interest. 

I shall make my statement very brief. : 

The agricultural provisions of the Defense Production Aci, contained 
in section 402 (d) (3) represent built-in inflation, due to the special 
preferences given to agriculture, and I believe, Mr. Chairman, that 
right now we have seen this section materially aggravate the con- 
sumer situation respecting the lowly potato. 
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It has to be noted that price controls could not be established on 
potatoes at a time when they could have done the most good through 
conserving supplies and preventing hoarding and inequitable distri- 
bution. 

But the imposition of price control had to wait until such time as 
potatoes had reached more than a hundred percent of parity. 

The price rise was so rapid, the price jumping from $1.39 a bushel 
to $2.75 in the period between October 15, 1951, and January 15, 
1952, but price controls could not be imposed until the price had 
reached over 120 percent of parity. 

Food represents the biggest item in every consumer’s budget— 
something in the area of 25 percent or more—and with built-in 
inflation under the Defense Production Act in this item, real control 
over inflationary forces is made more difficult. 

Mr. Chairman, I shall again offer, as I have before, the amendment 
to change the agricultural price section, to make it conform to the 
price support sections of the Agricultural Adjustment Act, rather 
than this built-in inflationary 100 percent of parity standard as con- 
tained in this act and which I have consistently opposed. 

The people who come here and plead against imports are not 
afraid that the people of New York will be very poor if they have to 
pay whatever prices that the domestic industry demands. So I 
don’t think the people of New York ought to be worried too much 
about being hungry as long as these folks are not particularly worried 
about how broke we are. 

Mr. Cots. Mr. Javits, you do recognize the differentiation between 
the two principles, do you not? The s support price is for one purpose, 
and the amendment providing for price control is for another purpose, 
completely and absolutely diametrically opposed and different, and 
for different reasons. Do you agree with that? 

Mr. Javits. I recognize the difference and I disagree with it. 
I believe that price control should be price control for everything 
including agricultural products, under the same standard, and that 
the only thing that the law should do is to protect the United States 
against losing too much money on the support price, under another law; 
therefore my amendment is completely consistent with my philosophy 
as I see it in the interest of consumers. 

Mr. Cotz. My point is, I agree with you that they should be 
under the same standard. Definitely, I agree with you that agri- 
cultural products should be under the same price-control standards 
as every other product, very definitely. But I am saying to you 
that if you use the standard of price support, you are not using the 
same standard. 

Mr. Javirs. Would the gentleman then agree with me that the 
whole of section 402 (d) (3) should be excised. If so I will agree 
with you all the way. 

Mr. Coun. I agree with you that it should if the OPS would 
administratively carry out their duties and responsibilities in connec- 
tion with price control. In other words, price stabilization. I believe 
in price stabilization, under this present condition. 

Mr. Javirs. I think the gentleman and I will be tied rightly in 
a common bond this next November to get that done. 

Mr. Brown. Does the gentleman agree with me that full production 
is our best weapon against inflation? 
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Mr. Javirs. It is our best weapon against inflation, yes, sir, pro- 
vided that we have some machinery to take care of the inequalities 
and the rushing ahead of one price and lagging behind of another 
or production, which I think we need in the way of price control 
machinery, and which is the reason I favor the extension of this act. 

Mr. Douiincer. And provided the consumer can take advantage 
of the full production. 

Mr. Javits. Well, if I may, Mr. Dollinger—I welcome very much 
your comment because I think you live with the same problems that 

Oo. 


Mr. Doturncer. That is right. 

Mr. Javits. It seems to me when I say that I do, that is the rushing 
ahead of production in one field, and the lagging behind of production 
in another, so that the consumer cannot take advantage of it. 

Mr. Do.urneer. I agree with you. The consumer always gets 
struck in thelongrun. Theréis nobody here to look after his interests. 

Mr. Javits. Well, I think the whole purpose of my testimony is to 
take something of a position of balancing the scale. I think this 
committee has heard so much testimony from producers of one thing 
or another who feel that the whole world concentrates on their 
particular item, and unless their particular item, no matter how 
small, even if it is clothespins, is adequately taken care of, the whole 
economy will collapse. Therefore I think it is important for some of 
us to come in here and speak from the point of view of a wage and 
salary earner. 

Mr. Chairman, I will just take a few more minutes. I believe that 
the Defense Production Act should be extended for at least a year, 
that it should be tightened up by a change of the agricultural price 
provisions to remove this built-in inflation, by making the support 
price for agricultural commodities the price at which price controls 
may be established, and on the general issue, Mr. Chairman, I am 
opposed—and I believe very much in the consumers’ interest—to the 
so-called Herlong and Capehart amendments, as well as to the cheese, 
fats, and oils amendment which my colleague from Minnesota so 
eloquently testified to a minute ago, and I believe rent control should 
be tightened for the country, though in New York State I think we 
do modestly well. We certainly do, I think, much better than we 
could under Federal rent control. 

But other areas of the country are just as important to those of us 
who live in a city and State which sells so much. It is estimated that 
New York City alone sells $20 billion of products a year to the rest 
of the country. And when money goes out in exorbitant rents, people 
just do not have that money to buy the products of the city and State 
of New York. 

Mr. Chairman, we have not yet reached the peak of defense mobil- 
ization and our top economists predict that with some breathing spells, 
inflation is still ahead. We must, therefore, keep intact our anti- 
inflation machinery contained in the Defense Production Act. 

Would it be prudent to disband the Army and Navy in times of 
peace or to dismiss the local firemen and sell the fire-fighting equip- 
ment? And so it would not be prudent to do away with this act. 

I have two other comments. One is on this so-called Ramsey 
amendment with respect to imports containing materials under allo- 
cation or control. 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1633 


I believe that that amendment would be extremely bad for con- 
sumers. I think it would very unfairly cut the imports into the 
country from nations to whom we sell twice as much in exports as 
we get in imports, notably France, the United Kingdom, and Western 
Germany, and I believe the main fallacy is demonstrated by this one 
very brief example: 

We are great manufacturers of automobiles and we consider that 
a necessity. 

In France, the United Kingdom and West German, an automobile 
is considered a luxury. Enormous amounts of strategic materials go 
into automobiles. Now naturally we have many commodities under 
allocation, which in those countries, because they are willing such 
small amounts of those materials as they have to other products, not 
automobiles, would be available to be part of their exports, and yet, 
by this kind of broadsword amendment which is being discussed in 
terms of the Ramsey amendment, their imports to the United States 
would be excluded, despite the fact that the social basis upon which 
the allocation rests, in our country, with respect to automobiles, is 
completely as different as night and day, from some of the products 
they send over here. 

I think this would be as cruel an amendment to consumers that the 
committee could consider and I hope the committee rejects it. 

Just one last point, Mr. Chairman. I am the author of a bill to 
create a joint committee on consumers, in the Congress, which I think 
is vitally necessary to do just what Mr. Dollinger says, and what I feel, 
that there unfortunately is very little mobilized interest around here 
to protect consumers. My resolution is Concurrent Resolution 190, 
and Mr. Chairman, I propose to seek to amend the Defense Production 
Act, in section 712 (a) to substitute for the Joint Committee on De- 
fense Production, a joint committee on consumers. Thank you very 
much. 

Mr. Brown. We are delighted to have your testimony. 

Mr. Javirs. May I have permission to include some tables, Mr. 
Chairman? Ihave arather interesting digest of this export and import 
question, and also a newspaper article with respect to the predictions 
of certain top economists concerning inflation. 

Mr. Brown. That may be done. 

(The tables and newspaper article referred to are as follows:) 


MEMORANDUM ON H. R. 6843 To Estasuisn Import Qvuoras on Propucts 
CONTAINING MATERIALS WHICH ARE SusBJECT TO DomuesTIC PRIORITIES OR 
ALLOCATIONS 

ILLUSTRATION NO. 1—-THE UNITED KINGDOM 


Consider the impact of these restrictions on the United Kingdom. Last year 
the United Kingdom sold $467,000,000 worth of its products to the United States. 

On the basis of last year’s import pattern, application of the proposed restrictions 
would have reduced United Kingdom sales in the United States in the general 
magnitude of $140,000,000. This would have meant, for example, that dollar 
earnings from such items as machinery would have been reduced from $20,000,000 
to $8,000,000; leather 2oods, froin $7,000,000 to $1,000,000; automobiles, from 
$37,000,000 to $9,000,000, and pottery from $4,000,000 to $1,500,000. 

Such restrictions would, of course, have reduced the supply of goods available 
to the American consumer. They would have done basic harm to the economy 
of the United Kingdom, which in turn would have tended to retard United States 
export industries and other supporting industries, as well as agriculture. The 
serious nature of the danger to the United Kingdom becomes more clear when 
related to the fact that whereas United Kingdom exports to the United States in 
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1951 were $467,000,000, its imports of American goods totaled some $900,000,000. 
Thus, even without any new restrictions, the United Kingdom’s trade deficit with 
the United States amounted to more than $433,000,000. 

United Kingdom imports from the United States included wheat ($89 million), 
tobacco ($147 million), cotton ($100 million), and lard ($47 million), such agri- 
cultural products amounting to $383,000,000. The United Kingdom’s imports 
also included machinery ($76 million), petroleum products ($77 million), and a 
wide variety of other commodities totaling $517,000,000. 


ILLUSTRATION NO. 2——FRANCE 


United States imports from France last year totaled $229,000,000. These 
imports included nearly $80,000,000 worth of steel products, some $57,000,000 
worth of chemicals, machinery, and leather products, making a total of $137,- 
000,000 worth of goods generally subject to the restrictions proposed in H. R. 
6843. During the entire 3-year period 1947-49, however, total French exports 
to the United States of these categories of goods were less than $10,000,000. The 
average annual French exports to the United States during the base period were 
less than $4,000,000. Applying the provisions of H. R. 6843 to these facts, the 
ae ions would constitute a virtual embargo on imports of these products from 

rance, 

ILLUSTRATION NO, 3—GERMANY 


In 1951 we imported $229,000,000 worth of goods from Germany. Of the total 
about $118,000,000 would have been affected by H. R. 6843, including such goods 
as steel mill products in the amount of $86,000,000, machinery, $14,000,000,’ 
scientific instruments $3,000,000, advanced iron and steel manufactures $6,000,- 
000, and pottery and glassware in the amount of $9,000,000. 

In the same year the United States sold $519,000,000 worth of goods to 
Germany, the largest categories of which were tobacco ($28 million), coal ($57 
million), cotton ($112 million), and wheat ($145 million). Notwithstanding a 
greater need for dollars in the face of its defense objectives, Germany had a 
trade deficit with the United States in 1951 of nearly $300,000,000. 

Since Germany’s economic efforts during the period 1947-49 were primarily 
devoted to postwar reconstruction, it exports to world markets were insignificant. 
As in the case of France, the restrictions provided in H. R. 6843 would have 
constituted a virtual embargo on the principal imports from Germany. 


ILLUSTRATION NO. 4-—~- BELGIUM 


United States imports from Belgium in 1951 amounted to $215,000,000. Of 
this total about $89,000,000 would have been subject to the restrictions proposed 
by H. R. 6848, consisting of such items as iron and steel products in the amount 
of $77,000,000, glass products in the amount of $7,000,000 and firearms and 
machinery in the amount of $5,000,000. 

The United States exported $367,000,000 worth of goods in 1951 to Belgium. 
These exports included over $190,000,000 worth of wheat, tobacco, cotton, oil 
seeds, and other agricultural commodities and nearly $177,000,000 worth of 
industrial and manufactured products. 

The restrictions of H. R. 6843 would have reduced Belgian exports to the 
United States by more than 40 percent last year. 


ILLUSTRATION NO. 5-——ITALY 


In 1951 we imported $140,000,000 worth of goods from Italy, of which some 
$36,000,000 consisted of machinery ($7 million), iron and steel products ($5 
million), pottery ($4 million), and musical instruments ($6 million) which would 
have been subject to the restrictions of H. R. 6843. 

United States exports to Italy in 1951 amounted to $452,000,000. Among the 
largest exports were cotton, wheat, coal, and machinery. 

Under this bill its exports to the United States would have been reduced by 
some $30,000,000, increasing its trade deficit with the United States from $312,- 
000,000 to $342,000,000. In view of Italy’s extreme and chronic economic 
difficulties and of the impact of other recent United States trade restrictions on 
Italian exports (hatters’ fur, fur-felt hats and hat bodies, almonds, and cheese), 
the prospective damage which new restrictions may inflict upon Italy’s economy 
cannot be underestimated. In addition to their direct economic consequences, 
new restrictions will tend to strengthen those vociferous minorities who charge 
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that the United States is set upon maintaining and enlarging export outlets for 
its es production while excluding Italian products from the American 
market. 





{From the New York Times, May 18, 1952] 


Ten Top Economists Prepict INFLATION 


GROUP AT CONFERENCE AGREES, HOWEVER, NATION WILL HAVE SOME BREATHING 
SPELLS 


Minneapouts, May 17 (UP).—Ten of the Nation’s top economic and financial 
experts predicted today that the country faced an “‘indefinite period of long-term 
inflationary threats.” 

There may be intermittent relief, they said, but it is “unlikely” that prices and 
wages will return to the levels of pre-World War II. 

Interviewed at the University of Minnesota while attending an economic con- 
ference, the experts agreed that the American economy faced an unstable future. 
Some also said that Federal controls and high taxes should be maintained if 
inflation is to be held in check. 

One economist, David McCord Wright of the University of Virginia, said the 
country might be facing a choice between unemployment or inflation. 

“For the past few years we’ve been imposing on ourselves a 10 percent annual 
increase in Money wages on an economy that can only stand a 3 percent annual 
rise in wages,” Mr. Wright declared. ‘‘That gears the whole pattern of our 
economic society to inflation.” 


FEDERAL DEFICIT A FACTOR 


Roy Blough, a member of the President’s Council of Economie Advisers, said 
that ‘‘in view of the large rise in the rate of defense expenditures yet to come, the 
anticipated Federal deficit and the uncertainty of the world situation, the danger 
of renewed inflationary pressure is not yet over.” 

“Tt is highly important that full powers for a comprehensive stabilization pro- 
gram be continued to be available for use if and when needed,’’ Mr. Blough as- 
serted. 

Galen van Meter, vice chairman of Investors Diversified Services, Inc., sponsor 
of the university conference, said that inflation “‘is still an enemy despite some 
current deflationary signs.’’ 

Dr. E. A. Goldenweiser of Princeton University gave the view that the ‘‘im- 
mediate prospect is for some sideways Movement of prices for some months, but 
the next phase is still inflationary.” 

“We will probably not do what is necessary in the way of higher taxes and air- 
tight credit policies to relieve inflationary pressure,’”’ Dr. Goldenweiser said. 
“Hence, barring real peace in the world, we are likely to have another dose of 
inflation.” 

John K. Gailbraith, economics professor at Harvard University, also stressed 
the need for keeping present controls and taxes. 

“We should play it safe,’ Professor Gailbraith held, ‘until we can see more 
clearly what demands the world political and military situation may make on 
America’s economy. 

Arthur F. Burns of the National Bureau of Economie Research and James 
Duesenberry, another Harvard economist, also could see nothing ahead but 
inflation. Mr. Dusenberry predicted a fairly slow rise in prices and wages over 
the long term. 

Raymond W. Goldsmith, of the Life Insurance Association of America, be- 
lieved that despite inflationary pressures, spectacular increases in contractual 
savings had been a strong factor in stemming the tide of rising prices and wages. 

“Such savings, including pension-plan contributions, may exert a strong 
stabilizing effect in the future.’’ Mr. Goldsmith observed. 

Woodleaf Thomas, economic adviser to the Board of Governors of the Federal 
Reserve System, held that some economic measures taken during the last de- 
pression to increase the flow of money might well have turied out to be infla- 
tionary “under present conditions.” 

“J must warn,’ Mr. Thomas said, “that institutional investors must continue 
to share the public debt burden by allocating a considerable portion of their 
assets to government securities. This will help avoid undue monetary reactions 
with their attendant inflationary dangers.” 
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Alvin H. Hansen, another Harvard man, said that during the accelerated 
defense effort ‘“‘we need to encourage thrift to help hold down inflation.” 

Mr. O’Brien. Mr. Javits, I would like to ask you this question: 
From the standpoint of curbing inflation, is there any difference in 
principle between controlling residential rents and controlling com- 
mercial rents? 

Mr. Javits. There is some difference in principle, but it is not 
major. I will tell you what I think the difference in principle would be. 

Mr. O’Brien. If we control one why do we not control the other? 

Mr. Javits. We do in New York. 

Mr. O’Brien. By the State law? 

Mr. Javirs. Yes; I will tell you what I think the difference to be. 
I think you have more flexibility in the commercial rent field, for other 
reasons than just stark standard-of-living basis. In other words, the 
family has a limited income and a rather rigid division of that income, 
whereas the commercial firm has much more margin for saving in other 
things if they have to pay more rent. 

Mr. O’Brien. My point was, from the standpoint of curbing in- 
flation, is there any difference in principle? 

Mr. Javits. From the standpoint of curbing inflation you should 
have both but I think you should have a much more flexible scheme 
with respect to commercial rents for the reasons I have discribed and 
we have exactly that in New York. 

I might say that there are some excellent figures, Mr. Chairman, on 
rent control coming out of New York, which show that in uncontrolled 
cities, housing rent increases show an average of 15 percent over the 
past year as compared with a little over 3 percent in New York, show- 
ing what good rent-control administration will do. I think we have 
a very fair law. 

Mr. Brown. Thank you very much. 

Mr. Javits. Thank you. 

Mr. Nicnoxson. Mr. Chairman. 

Mr. Brown. Mr. Nicholson. 

Mr. Nicuotson. I would like to ask Mr. Javits a question. Do I 
get your idea that rent control in New York is better than the Federal 
rent control? 

Mr. Javits. I believe it is. 

Mr. Nicnotson. Do you suppose that could happen in other 
States, too? 

Mr. Javits. It could, sir, but the difficulty is—I have explained this 
before and I will just take a second to say it—you have got a legis- 
lature heavily weighted in favor of people who are not interested in 
rent control. But the damage to our economy is just as great if the 
city people are a minority in the State legislature. Hence they need 
the protection of the Federal Government. So there is an area in 
which Federal rent control must operate, for the benefit of those 
States where they could not get it through their legislatures and where 
nevertheless it is needed. 

Mr. DouuNGer. Mr. Javits, I want to differ with you on the one 
point. I do not want my silence to indicate that I agree with your 
statement that State rent control is better than Federal rent control. 
I think it is worse. It is given more increases than those given by the 
Federal Government. 
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Mr. Javits. Both the gentlemen from New York are very unpartisan 
in many things. I hope they will be in this. 

Mr. Cots. Mr. Chairman, I see in the presence of the committee, 
Mr. Van Veen of the Housing Expediter’s office. 

Mr. Van VEEN. I checked that, Mr. Cole. There has been a 
long, turbulent discussion between our offices and Atomic Energy. 
We have set those rents. They are set under the standards of the 
act. In the last year the Defense Production Act was before the 
committee we were directed specifically to do that and the rents are 
based on comparability, and are comparable to similar rents in the 
Philadelphia area, and similar rents in other areas, for trailers. 

Mr. Coir. Well I have this to say. I said a $20 subsidy. It is 
$22% subsidy, either to the worker or the trailer company, I do not 
know whom, but that is $22.50 per month for every person that occupies 
one of those trailers, and that runs to a great amount of money. This 
atomic energy place down there is not comparable to Philadelphia. 

Mr. Van VuEN. No, and the rents set down there were set higher 
than in Philadelphia. I mean it puts the Government in a very 
unfortunate position. 

Mr. Cots. Yes, it does. 

Mr. Van VEEN. If they take the position that, on Government 
property, there should be no control, and on the individual owner’s 
property, there should be control. 

Mr. Cour. Yes, but these men down there, in my judgment, are 
not the type that cannot afford to pay an economic rent, and for the 
Government to subsidize either them or the trailer company—I do 
not think it is right. JI understand they are doing it to the extent of 
$22.50 per month, which this Government is paying for people who 
are making high salaries in the defense effort. 

Mr. Van Veen. Of course, we have no control over that. We 
have to fix the rents under the law. 

Mr. Brown. I would suggest that you stay around. We may 
want to interrogate you tusther 

Mr. Van VEEN. I will be delighted to remain here, Mr. Brown. 

Mr. Brown. Now we will hear from Congressman Sadlak. 


STATEMENT OF THE HONORABLE ANTONI N. SADLAK, A MEM- 
BER OF CONGRESS FROM THE STATE OF CONNECTICUT 


Mr. Sapuak. Mr. Chairman and members of the committee, when 
I was told I would be given an opportunity to testify before this com- 
mittee in regard to my amendment as proposed in H. R. 7157, it was 
my belief that time would permit me to draw up a formal statement 
to be presented to each member of the committee. However, such 
was not possible due to the preparations that were necessary in con- 
nection with the Connecticut State Republican Convention which 
concluded at Hartford last night. 

I therefore request that I might present a longer written statement 
for the record. 

With that, Mr. Chairman, I also request the privilege of including 
a report which I recently submitted with several Republican col- 
leagues in the House, dealing with the International Materials Con- 
ference, particularly its allocations of copper. 
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My interest in this matter became very enthusiastic after being 
named as chairman of this Investigation Committee by Congressman 
Martin of Massachusetts, especially when I noted the large effect and 
ramifications of the committee or conference, as IMC is called, which 
was set up without any statutory authority as far as I can ascertain. 

It is my belief that remedial action had to come about by removal 
of the International Materials Conference. In this respect I will say 
to the committee that Senator Ferguson of Michigan was the first 
to note the harmful operation of the functions of the International 
Materials Conference, and I have become very interested in the same 
activity. 

When the Senator introduced 8, 2873 I introduced H. R. 7157, which 
is the same bill in every detail. 

My bill by segments or divisions, and commencing with line 5 on 
page 1, states: 

If the domestic production of any commodity is in excess of the amount nee*s- 
sary to meet allocations for defense stockpiling and military assistance to any 
foreign nation authorized by any act of Congress, no restriction or other limitation 
shall be imposed under this title upon the right of any person to purchase such 
commodity in any foreign country, and to import and use the same in the United 
States. 

This, Mr. Chairman, would permit the United States consumers 
to purchase any commodity, such as copper, abroad for import, and 
use in this country, without restriction, in cases where the domestic 
production is sufficient to meet the needs for defense, stockpiling and 
military assistance programs, but not sufficient to meet all civilian 
needs. 

Part 2 of my bill, starting on page 2, line 1, reads: 

No restriction or other limitation shall be imposed under this title if the domestic 
production of any commodity is sufficient to meet all civilian domestie require- 
ments and the requirements for defense, stockpiling, and military assistance to 
any foreign nation authorized by any act of Congress. 

This, Mr. Chairman, would permit unlimited domestic usage of any 
commodity produced in this country, in sufficient quantity to meet 
all civilian needs, as well as the needs for defense, stockpiling, and 
military-aid programs. 

Section 2 of my bill, which deals with price control, reads: 

No rule, regulation, or order issued under this title shall apply to purchases by 
any person of any material outside of the United States or its Territories and pos- 
sessions for importation into the United States for his own use or for fabrication 
by him into other products for resale. 

This, Mr. Chairman, would prohibit import price ceilings under any 
conditions. 

Mr. Chairman, I did not lay the foundation here for the Inter- 
national Materials Conference, and I did not do so in order to save 
the time of the committee this morning, but it is outlined in detail, 
as we have found it during our investigation. The report being placed 
in the record will tell about the [MC’s background and its functioning. 

Upon my return this morning, I also found that a Mr. Loree had 
testified here on Friday, and to my surprise he testified for my amend- 
ment, and I find that he had somewhat gone into the International 
Materials Conference, and for that further reason I did not desire to 
go into that here today. 

Mr. Brown. Do you desire to insert any material into the record? 
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Mr. Sapuak. I would like, Mr. Brown, to insert in the record the 
report which we made as a result of our investigation in regard to the 
shortage of copper, and how it is caused by the International Materials 
Conference. 

Mr. Brown. That may be done. 

(The information referred to is as follows:) 


Report TO REPRESENTATIVE JOSEPH W. Martin, Jr., REPUBLICAN LEADER OF 
THE House, ON THE ELECTRICAL INDUSTRY AND THE INTERNATIONAL MATERIALS 
CONFERENCE 


Report is by a specially appointed committee of eight House 
Republicans: Representative Antoni N. Sadlak, of Connecticut, 
chairman; Representative E. Ross Adair, of Indiana; Representa- 
tive William G. Bray, of Indiana; Representative John C. Butler, 
of New York; Representative Robert J. Corbett, of Pennsylvania; 
Representative James P. 8. Devereux, of Maryland; Representative 
ep P. Morano, of Connecticut; Representative Paul F. Schenck, 
of Ohio. 


On March 10, 1952, some 70 Republican Members of the House of Representa- 
tives met at the call of Representative Joseph W. Martin, Jr., of Massachusetts, 
House minority leader, to discuss the International Materials Conference and the 
unemployment and hardship the Conference has brought about. The Members 
present represented areas where unemployment has resulted because of materials 
shortages, which in turn were largely traceable to the actions of the International 
Materials Conference. 

At the close of the meeting, Mr. Martin appointed four committees to study 
and report on various aspects of the problem that had been created by the Inter- 
national Materials Conference. These committees were to examine the electrical 
manufacturing industry, the automotive industry, various consumer industries, 
and the question of the legality of the International Materials Conference. 

Following a month of study of the IMC and its many ramifications, this com- 
mittee, which was assigned to examine the electrical industry, has reached certain 
conclusions. Before stating the conclusions, however, it is necessary, for the sake 
of a clear understanding of the problem, to start with the background of the IMC 
itself and outline its development since its start more than a year ago. In this 
report, emphasis is placed on IMC actions affecting the supply of copper, the 
basic material which has been the major determining factor with regard to the 
production rate and employment in the electrical industry. 


BACKGROUND OF IMC 


The story of the International Materials Conference goes back to December 
1950, when Clement Attlee, then Socialist Prime Minister of Great Britain, came 
to Washington to visit President Truman and request a larger share of the world’s 
key commodities. Messrs. Truman and Attlee agreed to form an intergovern- 
mental organization specifically designed to handle the problem of raw materials. 
The French Government was then consulted, and on January 12, 1951, the 
United States State Department issued a release announcing the formation of what 
was to become the International Materials Conference. 

The purpose of the new organization, according to the release, was to ‘‘bring 
about cooperation among the free countries of the world to increase the production 
and availabilitv of materials in short supply and to assure their most effective use.”’ 
Thus, the IMC’s birth was accompanied by a flow of vague, high-sounding 
verbiage that gave little hint of the damage the organization would eventually 
cause in the electrical and many other important industries. 

However, the third paragraph of the State Department release gave a strong 
indication that the IMC was intended to wield world-wide power in dividing up 
the resources of the various countries. The release stated that “commodity 
problems cannot be dealt with on a regional basis but must take account of the 
needs and interest of the whole free world.”’ 

The release also disclosed that it wes the Government of the United States, 
under the prodding of Socialist Prime Minister Attlee, that was taking the most 
prominent role in organizing the IMC. The release stated that “the Government 
of the United States has * * * agreed to send invitations immediately to 
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other interested friendly governments”’ for the establishment of committees to 
deal with key raw materials. 


ORGANIZATION OF IMC 


IMC headquarters were established in Washington, initially in a State Depart- 
ment building at 1778 Pennsylvania Avenue NW., and now in the new Cafritz 
Building, 1625 I Street NW. 

IMC now consists of a headquarters body called the central group and seven 
standing committees. The central group consists of representatives of the three 
original members—the United States, the United Kingdom, and France—plus 
Canada, Italy, India, Australia, and Brazil. Also represented on the central 
group are the Organization of American States and the Organization for European 
Cooperation. 

Each country has one representative plus alternates on the central group. 
The present United States representative is James F. King, who also has the title 
of Deputy Administrator for International Activities and Defense Materials in 
the Defense Production Administration. Mr. King was appointed to the central 

roup on April 23, 1952, sueceeding Gabriel Ticoulat, who returned to the Crown 
Zellerbach Corp. Mr. King has been a Federal employee since 1938. 

Participating countries have one representative plus alternates and advisers 
-on me various commodity committees. Committee meetings are held in Wash- 
ington. 

So far, seven committees have been formed. They are: Copper, zinc, and lead; 
sulfur; tungsten and molybdenum; manganese, nickel, and cobalt; cotton and 
cotton linters; wool; pulp and paper. 

According to a recent speech by Edmund Cetzin of the Non-Ferrous Branch, 
Office of Materials Policy, United States State Department, memberships in each 
committee are limited to those countries ‘‘which have a substantial production or 
consuming interest in the commodities concerned.’”’ Twenty-eight countries are 
now represented on one or more committees. Mr. Getzin stated that ‘for most 
commodities, member countries together account for between 80 and 90 percent 
of production and consumption in the free world.”’ 

However, it is important to note that the allocations drawn up by IMC apply to 
nonmember countries just as to member countries. As Mr. Getzin bluntly said 
in his speech, the seven committees ‘‘are virtually autonomous bodies free to con- 
sider any aspect of the problem of world shortages in the commodities concerned.” 
Office of Materials Policy, United States State Department, memberships in each 
committee are limited to those countries ‘‘which have a substantial production or 
consuming interest in the commodities concerned.’’ Twenty-eight countries are 
now represented on one or more committees. Mr, Cetzin stated that “for most 
commodities, member countries together account for between 80 and 90 percent 
of production and consumption in the free world.” 

However, it is important to note that the allocations drawn up by IMC apply to 
nonmember countries just as to member countries. As Mr. Cetzin bluntly said 
in his speech, the seven committees “are virtually autonomous bodies free to con- 
sider any aspect of the problem of world shortages in the commodities concerned.”’ 
This is a frank statement that the IMC committees have, in their own opinion 
at least, unlimited power over the raw materials of the entire free world. 


WHAT IMC HAS DONE 


IMC committees have placed seven basic materials under allocation—sulfur, 
tungsten, and molybdenum beginning in the third quarter of 1951, and copper, 
zinc, nickel, and cobalt beginning in the fourth quarter of 1951. New allocations 
have been ordered for succeeding periods. 

Other commodities studied by the committees have not been placed under 
allocation so far. Supply and demand in manganese, according to Mr. Cetzin, 
were judged to be ‘‘about in balance.’”’ Cotton and cotton linters, ‘‘while in 
short supply last year, were expected to be much easier.’’ The wool committee 
could not agree on how bad the wool shortage was and what should be done 
about it. The pulp and paper committee, while it has made relatively ‘“‘small’’ 
allocations of newsprint, has not imposed an over-all allocation system. 
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EFFECTS OF IMC ON THE ELECTRICAL INDUSTRY 


A principal effect of IMC has been to divide up the resources—and the jobs— 
of the American people and to lower their living standards. 

This is shown clearly in the case of copper. An IMC news release of December 
20, 1951, announced that the United States allotment of copper in the first quarter 
of 1952 would be 366,000 metric tons, or 403,000 short tons. It turns out that 
this is also the approximate amount of rartegl copper that the National Produc- 
tion Authority authorized for United States usage in the first quarter of 1952. 
So it is apparent that United States consumption of copper—and this means jobs 
in factories throughout the United States—is being controlled by this super cartel 
called the International Materials Conference. 

The IMC release announcing the copper allocations spoke of an “entitlement 
for consumption” for each country. This is a strange new term that has been 
dreamed up by the people who like the idea of trying to rule the world. It is 
this ‘entitlement for consumption” that determines whether thousands of work- 
ingmen in Massachusetts, Connecticut, New York, Pennsylvania, Maryland, 
Ohio, Indiana, Michigan and other metal-fabricating States will have jobs or 
will go on the dole. 

It is the “entitlement of consumption” that bars electrical manufacturers and 
other enterprising businessmen from scouring the markets of the world to find a 
relatively small amount of copper that would mean the difference between the 
job and the dole. 

On January 9, 1952, Charles E. Wilson, then Director of Defense Mobilization, 
speaking of the possibility of going out into the world market to obtain whatever 
copper we need, said: ‘‘In the case of copper, it isn’t worth it for this Nation to 
go out and to pay higher prices and to get only a minor addition of the material.’ 

e said that “efforts are under way to get a better allocation of copper for the 
United States from the International Materials Conference.” 

Mr. Wilson ignored the fact that the barrier is not one of price, and Manly 
Fleischmann, Defense Production Administrator, has taken the same position 
as Mr. Wilson. The crux of the matter is that the people who need copper are 
absolutely prohibited from trying to buy it in world markets regardless of price. 
Messrs. Wilson and Fleischmann, through the domestic allotment system set up 
by their agency, have provided the mechanism that prevents American manu- 
facturers from using any more materials than the IMC says they are enttiled 
to use. 

IS IMC’S COPPER ALLOTMENT TO UNITED STATES FAIR, 


This question can best be answered by applying the very yardsticks which Mr. 
Fleischmann says his agency uses. When Mr. Fleischmann, representing Mr. 
Wilson, appeared before the Senate Banking Committee on March 21, 1952, to 
discuss IMC, he stated the following regarding IMC allocations: 

“The share of world supply recommended for the United States has in every 
case corresponded closely with the share the United States secured for itself in 
the days of free competition for supplies in the years of 1948, 1949, and 1950.” 

Then Mr. Fleischmann went on to give the following explanation of how IMC 
allocations were computed: 

“The basis of allocation in most of these metals is this: The defense production, 
the mobilization contribution of each country, is assessed as carefully as can be 
by us, and that amount of copper for the mobilization effort of each country is 
first set aside. That is a preferred use, you see, in each one of the countries that 
is contributing anything to our mobilization effort. After that, an estimate is 
made of the available balance of the world supply in accordance with the esti- 
mates of probable supply, and that amount, which is the amount going to the 
civilian economy, is then divided on a historical basis.” 

Then Senator Bricker made the following comment: 

“This International Conference is distributing the copper and other strategic 
minerals to countries who are taking no part in the defense program.” 

Mr. Fleischmann replied: 

“They are sharing only on a percentage use, based on their civilian use. In 
other words, unless they are contributing to the mobilization program, they get 
no recognition in the mobilization effort.” 

Both of Mr. Fleischmann’s explanations cannot be correct. If there is a pre- 
ferred allocation for defense, as he says, the United States would logically get the 
largest share of such an allocation. Therefore, our total share would be larger 
than in the years 1948-50. Yet Mr. Fleischmann has just declared that the 
United States’ share under IMC “corresponded closely” with the 1948-50 share. 
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THE FIGURES ON COPPER 


When Mr. Ticoulat, then Deputy Administrator of the Defense Production 
Administration, appeared before the Senate Banking Committee with Mr. Fleisch- 
mann on March 21, 1952, he stated copper was allocated by IMC on the following 
basis: 

“A priority for direct defense requirements, provision for minimum strategic 
stockpiles, and the distribution of the remaining supply for civilian requirements 
on the basis of consumption in 1950.” 

Mr. Ticoulat gave the following figures on United States copper consumption 
prior to IMC: 


[In short tons] 





United 
Total free United States con- 
world States con- | sumption in 
supply sumption percent of 


total supply 





CR GPEINE Pian once cede. ee eset 622, 250 296, 250 47.6 
Quarterly average, 1950........-..-.-- Ey eon es 1 Se, Serer Sate 749, 150 354, 250 47.3 
ID, BONS a ck ncncinandkiio mate sasihanas uecnienings denn 727, 500 338, 330 46.5 














Then Mr. Ticoulat gave the following figures on “the results of the IMC 
recommendations as they affect the United States’’: 








| yds PERMA ate 
| Totalfree |United States United States 


|worldsupply| share percent of 
total 
En ATO BO ek dct HA bic cathe neGea can wescidticn + | 749, 100 | 367, 900 49.1 
First quarter, 1952..........--..-- Seine Bihius ieaekeaacel 820, 800 | 403, 400 49. 1 
1 i 


NotE.—The United States share for the second quarter of 1952 is also 49.1 percent of the total supply. 





The following facts are available upon which to make a check of IMC’s copper 
allocation to the United States, based on the formula described by both Mr. 
Fleischmann and Mr. Ticoulat: 

(1) In the above-mentioned speech by Mr. Getzin of the State Department 
(made before the American Institute of Mining and Metallurgical Engineers 
in New York on February 19, 1952), he said: 

“The (IMC) committees have generally given a priority for direct military 
requirements, and metal has been set aside to meet such requirements before dis- 
tribution is made for civilian requirements on an agreed basis. The problem of 
screening military requirements Is one that has also been difficult to cope with. 
No standard method of calculating military requirements has been developed. 
Reliance must therefore be placed on other criteria such as the relative proportion 
of military requirements to total requirements and upon budgetary figures for 
military expenditures.” 

(2) On March 138, 1952, W. Averell Harriman, Director of the Mutual Security 
Agency, testified before the House Foreign Affairs Committee, the Senate Foreign 
Relations Committee, and the Senate Armed Services Committee. He told the 
committees the military budgets of the European countries in the North Atlantic 
Treaty Organization, including Germany, for the coming year would be $14,000,- 
000,000. He further stated that the corresponding United States budget figure 
for security programs would be $64,000,000,000. 

(3) Mr. Fleischmann told the Senate Banking Committee on March 21, 1952, 
that the military received 40 percent of ail the copper used in the United States 
today. 

CONCLUSION 


As long as the Government’s present philosophy prevails, its only answer ap- 
parently will be to make the copper shortage still worse by placing artificial re- 
strictions on the amount the United States may import and consume. Under 
these conditions, there can be no permanent solution to much of the widespread 
unemployment in the electrical industry. Manufacturing companies will have 
no choice but to continue to operate at only a fraction of their potential, and 
consumers who want and need their products will have to do without them. While 
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some companies have recently reported softening markets for their products, 
ee employers declare the only limiting factor on their output is the copper 
supply. 

A particularly ironic fact is that as long as the IMC is allowed to continue in 
business, the United States will receive only about half of whatever additional 
copper is produced by our own high-cost mines, such as those in northern Mich- 
igan, which are now being opened with financial aid from the United States 
Government. The American taxpayers will foot the bill for the Government aid 
to these mines, but the same American taxpavers and workingmen will receive, 
under the present IMC allocations, only about half of their output. 

So far, the Administration has not said a word or taken a single action in the 
direction of getting rid of IMC, despite its dire effects. In fact, the Administra- 
tion’s plans, by its own words, are to transform IMC into an even larger and more 
powerful super cartel. Mr. Getzin’s speech, made on February 19, 1952, charts 
clearly the course the Administration would like to follow. Discussing IMC’s 
future, he said: 

“If the allocation work of the committees is judged successful by participating 
countries, there is no reason why more ambitious programs relating to conserva- 
tion, development, and prices should not be considered.” 

This is plain warning to the unemployed electrical workers and to every other 
American who has been damaged by IMC that this is only the beginning as far 
as the IMC is concerned. The only possible result, if IMC’s gradiose plans for 
the future materialize, will be more production curtailments, more lay-offs, a 
declining standard of living, and weakened security for the United States. 

A copy of this committee report is being transmitted to the Committee which 
has been assigned to study the question of the legality of the International Mate- 
rials Conference. When the latter committee receives copies of the reports of 
the two additional committees which are studying other aspects of the IMC, 
it is expected that the legality committee will make recommendations regarding 
whatever corrective action is deemed most suitable. 

Using these facts and the methods of allocation described by Messrs. Fleisch- 
mann and Ticoulat, it 1s possible to make an approximate calculation of what the 
United States copper allocation should be and to compare that figure with the 
actual allocation. 


UNITED STATES SHORT-CHANGED BY 214,000 TONS OF COPPER PER YEAR 


Under IMC allocation, the United States gets 49.1 percent of the total free 
world supply of copper, as shown in the table above. Therefore, the United States 
total for military needs is 40 percent of 49.1 percent, or 19.6 percent of total free 
world supply. 

Since budget figures give a fair ratio of military requirements, according to 
Mr. Getzin, the NATO countries’ defense needs amount to fourteen sixty-fourths 
of 19.6, or 4.3 percent of the total free world supply. Therefore, total defense 
needs of the United States, plus NATO courtries, are 19.6 plus 4.3, or 23.9 percent. 
The remainder (100 percert minus 23.9 pereert) of 76.1 percent is for civilian use. 

United States consumption of copper in 1950 (from Mr. Ticoulat’s statement) 
was 47.3 percent of total free world supply. Therefore, based on 1950 consump- 
tion (which is the method prescribed by Mr. Ticoulat), our civilian allocatiors 
on an historical basis should be 47.3 percert of 76.1, or 36 percent. 

Consequently, the total United States copper allocation should be 36.0 percent 
plus 19.6 percent, or 55.6 percent. However, IMC has given us an allocation 
of only 49.1 percent. The difference (55.6 percent minus 49.1 percent) of 6.5 
percent is therefcre being allecated cutside the United States. 

This is a staggering less to American industry and American werkingmen 
inasmuch as 6.5 percent cf 820,800 tons ameunts to 53,500 tens quarterly, or 
214,000 tons per year. In other words, the United States is being short-changed 
214,000 tons of copper per year. 


SHUT-DOWNS, LAY-OFFS, AND UNEMPLOYMENT 


Because the IMC has in effect ordered a severe copper shortage in the United 
States, the Federal Government bas feund it necessary to impose tight controls 
on copper usage. This is done threush the controlled-materials plan—a system 
whereby the National Production Authecrity makes detailed allotments of ec pper, 
steel, and aluminum to fabricaters. Fabricators are forbidden to use materials 
from any source for which they do not receive a CMP allotment. 


97026—52—pt. 2 54 
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Mr. Fleischmann admitted on March 24, 1952, that copper is in shorter supply 
than the other basic materials and “is consequently the greatest single limiting 
factor on the extent of civilian production.” 

To show specifically just what the IMC-imposed copper shortage means to 
American industry and workingmen, this committee has made a study of copper 
allocations to various consumer-type products. These studies show that the 
companies producing a wide variety of consumer products are being allotted only 
a small fraction of their normal usage of copper products. 

The figures that follow apply to the following items: Small household electrical 
appliances, washers, vacuum cleaners, floor polishers, electric fans, freezers, 
refrigerators, electric stoves, electric razors. 

In the first quarter of 1952, the above products received the following percent- 
ages of their normal consumption: 


Percent 
Copper tenes alk rome. os asa, Slice sie as tates Jide wae us ents 35 
Capper Wate Gil POM oun in io i i 5. i ce eae 40 
Copper touniiry' peneiett is, isi iak ac coeds ies ods i een ech deed 35 

During the second quarter of 1952, the percentages were even lower: 

Copper brass mill products ~ - 2.1.2.2. 2222252224222 Mead siled ash wads 30 
Copper: Wire ME WROCOOE 20 iii 320d ik dn Swed ca ce cee 35 
Copper: Goumiiry-yeedeetd.. i. ie oe thie i ein ek Limes cee ie CIs 30 


The base or normal period in the above allocations is usually an average quarter 
in the first half of 1950. 

Radio and television sets have been cut even more. Their allocations of copper 
foundry produets for the first and second quarters of 1952 respectively were 
20 percent and 1214 percent. 

Allocations of copper brass mill products to portable lamps were only 10 percent 
in both quarters of 1952. 

Lighting outfits received only 10 percent of their normal usage of copper brass 
mill products and no allotment of copper foundary products. 

The stringent restrictions on copper consumption, of which the above are just a 
small sample, have led inevitably to production curtailments, lay-offs, and unem- 
ployment. This has been expecially true in the electrical manufacturing indus- 
try because these companies have a basic dependence on copper as a raw material. 

A recent survey of major labor markets by the United atates Department of 
Labor provides a representative sample of the cities that have already undergone 
some distress because of curtailments in electrical manufacturing. The cities 
include the following: 

New Britain, Conn.; Herrin-Murphysboro-West Frankfort area, Illinois; 
Evansville, Fort Wayne, Indianapolis, Vincennes, Ind.; New Bedford, Mass.; 
Grand Rapids, Mich.; St. Louis, Mo.; Cincinnati, Lima, Lorain-Elyria, Ohio; 
Lancaster, York, Pa. 

The committee wishes to emphasize that this list is far from being all-inclusive. 
It is intended to be merely a cross section that shows how the effects of IMC 
actions with regard to copper and the electrical industry are felt throughout the 
length and breadth of the United States. In some areas the problem is becoming 
worse. In Connecticut, for example, a considerable segment of the brass industry 
has recently gone on short workweeks because of the copper shortage. 


WHAT A LARGE UNION SAYS 


Another view of the effects of the copper shortage was presented to the Senate 
Finance Committee by Harry Block, vice president of the CIO International 
Union of Electrical, Radio, and Machine Workers, on February 22, 1952. Mr. 
Block testified there were over 47,000 unemployed in the industries covered by 
his union as of the end of 1951. Of these, about 15,000 were in radio, television 
and related industries; 8,000 in appliances and lamps; and 24,000 in household 
electrical equipment. This was equal, Mr. Block said, to about 11 percent of 
the total employment that existed in these areas a year earlier. Most of this 
unemployment had lasted at least 6 months, Mr. Block said, and in the case of the 
last-named two groups, it was growing. 

Mr. Block stated that one of the three major causes of unemployment among 
electrical workers is the following: 

“The reduction in allocation in critical material to consumers’ electrical goods, 
This in turn has been due to the shortage of materials, principally copper.” 
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In discussing the allocation of materials, Mr. Block said: * 

“The copper problem is the key and virtually the limiting factor in the shortage 
of critical materials. It is largely responsible for unemployment in our indus- 
try. * * * The electrical industry is the largest consumer of copper in the 
country, using about 30 percent of the Nation’s supply. Copper is our lifeblood 
for production and unemployment, and these drastic reductions in copper supply 
have been a major cause of the current unemployment.” 

To show how even small changes in the copper supply cause large changes in 
employment, Mr. Block cited the following: 

“A pound of copper goes a long way in our industry. For example, 10 workers 
can be employed with 1 ton of copper a year in the radio-television industry; 6 
workers with 1 ton on domestic electrical appliances.” 

In testifying regarding a bill for supplemental unemployment insurance, Mr. 
Block pointed out that the only real solution of unemployment is jobs—not the 
dole. He said: 

‘*We wish to make it perfectly clear that we do not consider the provisions of the 
present bill as any substitute for returning these unemployed workers to useful 
and gainful employment.” 

While Mr. Block did not inake any mention of the IMC, and did make several 
suggestions which are not covered here, this committee wishes to point out that 
much of the responsibility for the unemployment which Mr. Block described 
rests on the International Materials Conference and its severe restructions on 
United States consumption of copper. 





COPPER SHORTAGE UNTIT. 1055? 


While the supply situation in aluminum, steel, and several other materials has 
been easing in recent months, the same cannot be said of copper. Mr. Fleischmann 
told the Senate Banking Committee: 

“Il can make no optimistic prediction about copper. I have told this committee 
before that the aluminum and steel situations are improving very rapidly, and 
by the end of this year we will be out of the woods on both of them, in my opinion. 
With copper * * * it just is not true. We get no additional supply of copper 
domestically.” 

Mr. Fleischmann then was asked: ‘‘Could vou make a 1955 prediction?”’ 

His reply: 

“Mr. Larson (Jess Larson, Administrator, Defense Materials Procurement 
Agency), who knows more about the supply situation than I, predicted that 
in 1955 we would be about even on copper, that we would have enough increased 
supply. There is not much other supply that can be brought in, but he predicted 
we would be about in balance. I will only add a footnote to that prediction. I will 
predict we will not be in balance before that.” 

Asked about expansion of copper mining in this-country, Mr. Fleischmann 
replied: 

sf We have tapped most of thesources * * *, The bringing in of any mineral 
is subject to a very steep law of declining returns. As you get down further, 
it costs more and more to get less and less of any mineral. Now, that is true in 
copper. We are bringing in some high-priced copper which will ut be in until 
1954 or 1955. It is the judgment of those who know better than I, including Mr. 
Larson and Mr. Young (Howard I. Young, Defense Materials Procurement 
Agency) that we have about exhausted the possibilities in this country for getting 
copper at any economic price.” 

hus, the Administration is flatly predicting the copper shortage will remain 
severe for three more years and that nothing can be done about it in the meantime, 


Mr. Sapiak. Last Wednesday, May 21, Senator Ferguson in the 
Congressional Record on Thursday, May 22, indicated that while the 
Senate Banking and Currency Committee was considering an exten- 
sion to the Defense Production Act, and was considering, in con- 
junction therewith, his bill, S. 2873, which, as I have mentioned 
previously, is the same as my bill, the Senators were given advance 
information concerning the new regulations which OPS has issued, 
and I refer to Congressional Record for Wednesday, May 21, 1952, 
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page 5729, and I quote from Senator Ferguson’s statement that the 
OPS issued a press release to the effect that they planned to— 

let copper wire and brass mills charge more for their products when made of 
imported copper and the Office of Defense Mobilization has announced that the 
Office of Price Stabilization would permit copper wire and brass mills to add to 
their ceiling prices 80 percent of the increase in cost of foreign copper above the 
27% cents a pound specified in the old Chilean agreement. 

This move, Mr. Chairman, obviously was made to influence mem- 
bers of the Senate Banking and Currency Committee and make them 
feel this action which Senator Ferguson and I are proposing here was 
not necessary, but their action would solve the copper shortage. 

Actually copper users, such as large electrical users, have always 
been free to pay any price they wanted if they did not ask for price 
relief on their own products. The reason they did not buy is not 
price, but sad lack of CMP tickets. 

Nothing in this new order which does anything, as I can figure out, 
that provides more CMP tickets, so that price is not the deterrent, it 
is the fact that limitations are established by the number of CMP 
tickets granted by the National Production Authority. 

The first part of my bill makes it possible for anybody, after defense 
needs have been met, to import copper from wherever they can find it. 
This is what IMC does not want, according to my investigation. 

The only purpose, as I interpret this abrupt action last week, was 
to protect IMC and keep its unauthorized entitlements for consump- 
tion in being. 

Last Thursday, Mr. Chairman, the New York Times, in commenting 
on the action of the day before, which I have just spoken of, explained 
that: 

Officials of the State Department, of the Defense Production Authority, and 
Mr. Steelman, prevailed over the objections of Roger L. Putnam, head of the 
Economie Stabilization Agency, and of Ellis G. Arnall, Administrator of the 
Office of Price Stabilization. 

Well, if I recall correctly, Mr. Chairman, I think Governor Arnall 
said not so long ago that he will resign before giving the steel mills an 
increase to cover increased costs. However, he has not resigned and 
I have not checked the wires this morning to see whether he is still in 
office or not. 

Mr. Coxsz. That will follow later. 

Mr. Sapiak. It appears to me when the Secretary of State, Mr. 
Acheson, wants to keep the IMC, why, we ean have a price increase. 

Mr. Chairman and members of the committee, I urge the adoption 
of this amendment when the committee gets around to reporting its 
Defense Production Act. 

Mr. Brown. We are very glad to have your statement, Congress- 
man. 

Mr. Coir. Mr. Chairman. 

Mr. Brown. Mr. Cole. 

Mr. Cour. I said to the witness the other day that he had a very 
interesting presentation of a complex and difficult problem. No 
doubt the International Materials Conference takes under its juris- 
diction and authority many things which this Congress and the 
administration should think about, and I hope that this committee 
will have an opportunity to carefully consider your proposal, Con- 
gressman Sadlak, because it is a matter about which we are not 
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having much consideration, and with which we are not too familiar. 
But I hope we will do what we can. 

+ Mr. Sapuak. Thank you very much, Mr. Cole. 

F I say, in connection with the Senate hearings, I noted there that 
questions had been asked of Mr. Fleischmann by Senator Frear of 
Delaware in regard to whether the IMC could operate without the 
use of the Defense Production Act. 

Senator Frear asked this question: 

Under what authority does the IMC, so far as American participation is 
concerned, operate? 

Mr. FLEISCHMANN. It operates first under the authority of the Defense Pro- 
duction Act, and, secondly, under the authority of the President to conduct 
foreign affairs. 

Mr. Coz. Let me interrupt you there. If that is true, that it 
operates under authority of the Defense Production Act——— 

Mr. Sapuak. Mr. Cole, if you will just withhold that until I read 
the next question. 

Mr. Couz. All right. 

Mr. Sap.Lak (reading): 

Senator Frear. The second has nothing to do with the Defense Production 
Act. If you had no Defense Production Act could you have operated the IMC 
as you did? 

Mr. FLEISCHMANN. No, sir; it could not be made effective. 

Mr. Cour. That being the case, I just doubt if this problem is 
going to be given the consideration that it should be given in this bill, 
and I think this committee should study it further and go into it very 
carefully, because it is an important thing, and it is an important 
thing no doubt in connection with our entire foreign policy. I hope 
we can consider it carefully. 

Mr. Sapuak. I would say to the gentleman that I thought this was 
just another bureau of Federal Government when I first got into it 
and after I found the tremendous impact it has upon our economy, 
upon industry, and upon the employees, I got tremendously interested 
in it, and with enthusiasm I went ahead trying to find out what I 
could about it, and I recommend very much, if the committee finds 
an opportunity, before the bill comes to the floor, to read the report 
which Mr. Brown has permitted me to include in the record. I urge 
also, the inclusion of my amendment to any bill reported by this 
committee to extend the Defense Production Act. 

Mr. Brown. Thank you very much for your testimony. 

Mr. Saptak. Thank you, sir, 


STATEMENT OF HON. HUGH B. MITCHELL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WASHINGTON 


Mr. Mircuevyi. Mr. Chairman and members of the House Com- 
mittee on Banking and Currency, I thank you for your courtesy in 
permitting me to testify before you on price and rent stabilization, 
a matter which I believe is vital to the welfare of the Nation. 

As you know, I have closely followed this problem from the time 
when it first became a matter of concern to the Congress, and have 
had some part in evolving the law under which the economic stabiliza- 
tion program is now being carried out. 
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The point at issue today is not whether we are to extend the provi- 
sions particularly referring to preparedness in the Defense Production 
Act. No one, I believe, would risk cutting off our defense production 
program. Not when the very life of America—and of the free 
world—is at stake. 

But as long as we must maintain our expanded production program, 
we must face the fact that inflation is a threat—and a very serious: 
threat—to the United States. 

I don’t think we can afford the danger of another bout with inflation 
such as we had from the time of the invasion of South Korea to mid- 
winter of 1951. It would be most unwise to risk it. 

That bout increased our defense production bill by more than $7 
billion in a few months. It cost the American people some $16 
billion in increased prices for essential cost of living items, according 
to the former Price Stabilizer, Michael DiSalle. 

The machinery we in the Congress created in 1950 and kept in 
being last year has helped to halt this disastrous spiral. Measured 
in cost of living alone, it has reduced price increases from the monthl 
rate of 1 percent for the 8 months followlng the invasion of South 
Korea to an average of one-fourth of 1 percent for the next year. 
When we look at basic commodities which more quickly affect defense 
production, the results have been even more striking. From June 
1950 until the price freeze in January 1951, prices soared almost 
50 percent. They reached their peak soon afterwards, and since: 
February 1951 they have dropped nearly 25 percent. 

On the whole, prices have been fairly well stabilized since the 
early spring of last year. As you know, prices of some commodities 
have dropped below ceilings, and sales in some lines have been lagging. 
There are some soft spots in our economy today, but their prevalence 
has been greatly exaggerated. In March, the Bureau of Labor 
Statistics reported that 50 percent of consumer expenditures—as 
measured by its cost-of-living index—were at their highest 1951-52 
peaks. Practically 71 percent were within 2 percent of their peaks. 
Less than a tenth were as much as 10 percent below their peaks, and 
most of the foods in this category were fresh fruits and vegetables 
which are still selling below parity and hence not subject to price 
control. 

Basically our economy is firm, with widespread upward pressure 
on prices despite the presence of some soft spots. Under these cir- 
cumstances, inflation remains a real threat to our national security. 

OPS is meeting this situation realistically by suspending controls 
on commodities which are well below ceilings. Any action is pre- 
ceded by a quick but thorough study. OPS is not suspending con- 
trols where such action would result in higher prices than permitted 
under existing regulations. And if prices begin rising on any com- 
modity after such suspension, controls will be reimposed before pre- 
vious ceilings are reached. 

I tell you these facts because I know you share with me the belief 
that American business should not be called upon to keep unnecessary 
records and file unnecessary reports. This policy is basic with OPS 
also. Wherever this load can be lightened for business without danger 
to our economy, OPS will do so. 

But we cannot dismiss the very real threat of inflation during the 
months ahead. Recently, on May 18, 10 of the Nation’s top econo- 
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mists declared that the country faced an indefinite period of long-term 
inflationary threats. There may be intermittent relief, they said, but 
this does not change the long-term outlook. 

Attached, for the record, is a reprint of a story which appeared in 
the New York Times of May 18, 1952, carrying these predictions.' 

In examining some of the specific factors making for inflation, 
we find that during the first quarter of 1952, our expenditures for 
national security were at a rate of $47 billion a year. By the end of 
the second quarter, the rate may reach as much as $55 billion. And 
by the end of 1952, the rate is expected to go to $65 billion. We 
cannot ignore the tremendous inflationary pressures generated by 
such a build-up. It puts more and more money into the hands of 
American consumers at the very time when vast quantities of raw 
materials are going into defense production. 

The American people have helped keep prices stable during the past 
year by buying sanely and boosting their savings. However, many 
things could happen to upset this precarious balance. 

As much as we all hope for peace, we cannot ignore the possibility 
that the Korean truce talks may collapse. If so, what would happen? 
Would the fear of renewed and increased hostilities cause another wave 
of scare buying such as followed the original outbreak in June 1950? 

The steel issue is another potent factor. If there should be a 
break-through in steel prices, Ellis Arnall, OPS Director, has estimated 
it could mean an increase of $300 a year in living costs for the average 
American family. And think of the extra billions it would add to our 
defense expenditures. 

Poor crops in a few key commodities could have serious effects on 
the general price level. Moreover, some increase in grocery prices 
appears certain anyway. A recent survey showed that earnings in 
that industry had fallen below the standard which OPS considers 
fair. Therefore, some ceilings will be raised. 

And remember these points: 

1. Agricultural labor is leaving the farm. There are a million and 
a quarter fewer workers on the farm than 10 years ago. The 1951 
farm-production job had to be done with 400,000 fewer workers than 
in 1950, and the Department of Agriculture expects this trend to 
continue during 1952. 

2. The cost of feed grains is pushing ceilings. 

3. Inventories of feed grains are small. 

4. The cost of fertilizer is going up. 

5. Parity ratio is dropping and could create the need for a parity 
readjustment. 

6. The prices of farm machinery and of many farm supplies are 
already at ceilings. 

Consider these miscellaneous factors: Transportation rates are up. 
Automobile casualty rates are going up 20 percent. Freight rates are 
up 16 percent, and rents are up. 

But beyond all else, Communist aggression remains a continuing 
threat to us and to all the other nations of the free world. In the 
face of this danger, we must continue to build up our defenses—even 
though it will generate continuing inflationary pressures. 


1 Article referred to appears at p. 1635. 
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We accept the danger of inflation as demonstrably the lesser of 
two evils. 

We can legislate the means to deal with that danger. We can 
control inflation. We proved that during World War II when prices 
were held almost steady from April 1943, until the end of the war. 
We proved it again in 1951 when the runaway trend in prices was 
halted. No one claims that direct price control did this whole job . 
alone. Wage controls were indispensable, along with price control. 
Indirect controls helped. There were other factors also. But this 
remains true: 

The wave of scare buying—which had sent prices rocketing origi- 
nally—did not come to an end until price ceilings were imposed. In 
other words, price-stabilization action restored a measure of confi- 
dence in the future. 

The psychological factors which touched off the wave of inflation 
right after the invasion of South Korea are still a threat. They can 
be sparked again by a sudden change in the international situation. 
Those who would destroy us would be quick to grasp this opportunity, 
were we to offer it to them. 

We dare not destroy our stabilization machinery. It would take 
months of efforts and large sums of money to rebuild it. We may 
never have the time to do so. Then, if we let inflation gain the 
upper hand, we would have lost a major battle by sheer default. 

Not only do I favor keeping that machinery intact until all danger 
has passed. I believe we should streamline it. We should remove 
from it those restrictive amendments passed by the last session of the 
Congress—which—in the opinion of all stabilization officials, make it 
less effective in its operations. 

Those of us who have visited or have received reports from the areas 
surrounding our military camps and the isolated areas in which multi- 
million-dollar defense plants are being erected are well aware of the 
acute housing shortages that exist in these areas. Certainly there 
can be no doubt that servicemen and their families—as well as the 
production workers who are staffing defense plants—would suffer 
great personal hardship from exorbitant rent increases which could 
result from the sudden activation of these installations. It is only the 
protection of the rent-control program which prevents these hardships 
from arising and continuing in these areas. 

Up to the present time approximately 110 areas have been certified 
as “critical defense-housing areas,’’ under the legislation which the 
Congress passed last summer. It may not be generally appreciated 
that the largest portion of our defense production effort is being carried 
on outside these 110 areas. The so-called critical areas are, with 
few exceptions, smaller and more isolated communities. 

A high percentage of our industrial potential is located in larger and 
more established population centers. Most of these larger centers 
have not been certified as ‘critical’? housing areas, because—on a 
relative basis—they have not had the substantial in-migration of 
defense workers which the law requires as a condition for such a 
certification. However, the present rent-control program has provided 
most of these areas with the protection they require against a run-away 
inflation of rents. It is important that this protection be continued. 

Any proposal which would limit the extension of rent control to 
critical defense housing areas, and would allow rent control to 
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expire in the many industrial centers which have not been certified as 
critical, would be disastrous. Only one-seventh of all the rental 
housing that is now subject to regulation is located in the so-called 
critical areas. It would be a serious blow to our stabilization effort, 
and to the defense production program itself, if rent control were 
permitted to expire for the 6 million units that are not located in 
so-called critical areas. 

We must remember that even before Korea there was a serious 
housing shortage in most of our cities. In 1950 the census reported a 
vacancy rate of only 1.1 percent for nonseasonal, nondilapidated 
dwelling units offered for rent. This vacancy rate was far below 
normal, and provided far less than the minimum safety margin against 
run-away rent increases. The recent shortages of key items of 
building material have forced a curtailment of the postwar increase 
of home construction, which has made the situation in our established 
population centers even more difficult than it was in 1950. Thus the 
stage is now set for one or more series of excessive rent increases in the 
absence of controls. 

Such rent increases are not speculative—they have actually 
occurred in a number of cities which were prematurely decontrolled. 
The Bureau of Labor Statistics reports that in 10 decontrolled cities 
rents rose 23.1 percent from the middle of 1949 to the 3-month period 
ending January 1952, while during the same period rents in 24 
controlled cities increased only 7.9 percent. Rent increases in the 
lower rental brackets in the 10 decontrolled cities were even more 
dramatic. From the date of decontrol to the spring of 1951, some 
50 to 86 percent of the units in these cities, which had previously 
rented for less than $30 a month, had their rents increased. From 
city to city, the average rent increase for these units ranged from 29 
to 62 percent. Our responsibility for guiding the nation through 
the current mobilization effort makes it imperative that we extend 
rent control as it now operates until at least June 30, 1953—so as to 
prevent a rental inflation throughout the country. 

It is true that the impact of the defense-production program will 
not last as long in some communities as in others. It is also true that 
some communities are making more rapid progress than others in 
meeting their housing problems. However, there is no cause for 
concern that Federal rent control will be prolonged in any of these 
communities beyond the time when the need for it has expired. Under 
the present law, the governing body of every community has full 
authority to have controls lifted whenever it finds that they are no 
longer needed. The mere fact that local governing bodies with over 
53 million persons in their communities have refused to decontrol 
their cities under this provision, is dramatic evidence that most local 
officials are firmly convinced that the rent-control program is still 
urgently needed in their communities. 

Inflation is still the big enemy on the home front. We cannot 
ignore it. Faint-hearted gestures will not suffice to deal with it. I 
urge the members of the committee to extend and strengthen the 
price-stabilization law and the rent-control law for the protection of 
American consumers and for the efficient mobilization of our resources 
in defense of freedom. 

(The following information was requested by Congressman Rains 
in Vol. 1, p. 711:) 
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NATIONAL ASSOCIATION OF MANUFACTURERS, 
New York, N. Y., May 29, 1952, 
Hon. Brent SPENCE, 
Chairman, Banking and Currency Committee, 
United States House of Representatives, 
Washington, D. C. 

Dear ConGREsSMAN Spence: This letter is supplemental to my testimony 
before your committee on May 13, 1952. It is in response to a request by Mr. 
Albert Rains that I file with your committee information about the clearing-house 
program of the National Association of Manufacturers to aid small business in 
obtaining subcontracts. 

This clearing-house program, which arose out of recommendations of the small 
business subcommittee of NAM’s Government contracts committee, is designed 
to make it easier for small firms looking for subcontracts to become acquainted 
with large manufacturing companies interested in increasing the number of their 
potential suppliers. 

Following an explanation of the purpose of the clearing-house program by 
Mr. Earl Bunting, managing director of the National Association of Manu- 
facturers, top officials of large manufacturing companies signified their interest 
to participate in the program and appointed representatives to whom NAM may 
refer small firms looking for subcontracts. Small firms can take advantage of 
this program by getting in touch with any one of NAM’s 12 regional offices 
throughout the country and filling out a general information form calling for data 
about their facilities, production experience, capacity, ete. After the completed 
forms are reviewed by members of the small business subcommittee, every effort 
will be made to assist small firms looking for work to find other businesses seeking 
to increase their sources of supply. 

This service, which is available to all manufacturing concerns regardless of 
NAM membership, will be widely publicized through newspapers, trade publica- 
tions, and radio in order that the greatest number possible of small concerns will 
become aware of the opportunity offered to them. 

In addition to this clearing-house program, there are many other ways in which 
NAM has been helping small business in the field of Government contracts and 
regulations. Prominent among them are the extensive services of the apsocia- 
tion’s Washington office and law department. Since Korea, NAM’s Washington 
office has been handling many questions from businessmen, practically all from 
small firms, about Government procurement and defense regulations. Small- 
business men who have been confused by one or the other of the hundreds of 
departmental procedures or regulations, agency directives, or executive orders 
have been writing, wiring, telephoning, and visiting in person our Washington 
office and law department seeking whatever advice, help or guidance that might 
be available. 

There is another activity within NAM which is very important as an aid to 
small-business men in the field of Government contracts, namely, the Government 
contracts committee. A brief description of this organization and operations of 
this committee will suffice to illustrate how it is helping small business firms. 

The Government contracts committee is composed of representatives of some 
200 manufacturing firms, the majority of which has 500 employees or less. These 
representatives, whose time on committee matters is donated by their respective 
companies, recommend policy on Government contract matters to the NAM 
board of directors. They also endeavor to improve the terms and conditions of 
Government contracts through close study and representation of their viewpoints 
to procurement policy officials. As a result of their committee work, members 
become more versed themselves in Government contract matters. Presently the 
committee’s attention is centered on the following subjects: Small business, 
contract pricing, contract cost principles (including accelerated amortization), 
contract termination, and renegotiation. 

The Small Business Subcommittee, at whose recommendation the clearing- 
house program was undertaken, analyzes on a continuing basis the small business 
aspects of Government procurement, and keeps before responsible Government 
officials, including officials of the Small Defense Plants Administration, the view- 
points of small-business men in the defense program. Although the other sub- 
committees of the Government Contracts Committee do not represent small- 
business men as such, they do afford them excellent opportunities to have their 
voices heard among other NAM members and among procurement policy per- 
sonnel in the Government, with whom all groups maintain regular contact. 
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In addition to the Government contracts committee, the association has 12 
other policy committees whose company members, totaling approximately 2,000, 
reflect the small-business character of the association’s membership (over 17,000— 
83 percent of which are small business), The work of all of the policy committees 
has been representative of small-business interests through the years. An apt 
illustration of an activity undertaken by the association on behalf of small business 
is a special survey made in December 1950 of small-business members for the 
purpose of ascertaining their post-Korea financing problems, if any. A copy of 
the results of this survey is attached.! 

Actually, we have had difficulty in isolating problems generic to small business. 
We have found, for example, that since Korea price, wage, and materials controls 
have created many problems for all types and sizes of business and that in some 
cases, small-business firms are particularly handicapped because they cannot 
afford sufficient staff assistance to keep pace with the outpouring of Government 
rules and regulations. On the other hand, we have found that many small-bus- 
ness firms are well informed about Government rules and regulations affecting 
their enterprises. 

I realize that this letter has gone beyond Mr. Rains’ question but I believe that 
the material herein is relevant to the committee’s interest and so I have taken this 
occasion to expand upon my answer to Mr. Rains’ inquiry. If there is further 
information which your committee might desire on this general subject of NAM/’s 
efforts to help small business, I will be very glad to see that you receive it. 

Thank you for the courtesy with which you and your committee have favored 
me, 


Respectfully yours, Wu. LG 
um. J. GREDE. 





(The following statement was submitted for inclusion in the record 
of the hearings:) 


STraTEMENT ON BEHALF OF THE UNITED States CONFERENCE OF Mayors IN 
Support or H. R. 7079 Susmirrep By Mayor Davin L. LAWRENCE oF Pirrs- 
BURGH, PRESIDENT, THE UNITED STATES CONFERENCE OF Mayors 


The United States Conference of Mayors is an organization comprising the 300 
principal and major cities of the Nation. We ask the support of the Congress 
to end an unnecessary and troublesome conflict in governmental authority over 
the charges for certain municipal services. 

At the very outset, however, let us make our position clear. In the first place, 
we do not believe the Federal Government has the constitutional power to super- 
sede the judgment of local officials as to the proper level of charges for local 
services. Our Federal system makes that exclusively a concern of local govern- 
ment reserved by the States under the tenth amendment to the Constitution of 
the United States. 

In the second place, we do not think that Congress intended to subject public 
service charges to Office of Price Stabilization control under the Defense Produc- 
tion Act as it now stands. The exemption of public utility charges certainly was 
intended to carry with it the exemption of the charges made by public agencies 
for public services such as port charges. 

In the strictest legal sense, therefore, we believe that the exemptions spelled 
out in H. R. 7079 are unnecessary. 

However, we strongly support this bill because it is the quickest, most econom- 
ical and most expeditious way of ending a most unseemly conflict between public 
officers at the Federal and local levels—a conflict which has cropped out sporadi- 
cally in the past, which is the subject of litigation at this very moment, and which 
contains the seed of unnecessary and troublesome controversy in the future. 

The Office of Price Stabilization does not see the same intent to exempt munici- 
pal service charges in the present exempting language which we see and which the 
chairman of the Senate Banking and Currency Committee stated on the floor of 
the Senate with respect to the 1951 amendments to the act. The OPS has as- 
serted that the statutory public utility exemption does not apply to publicly 
owned utilities which are not subject to rate regulation except by the governing 
body of the municipal or other public owner. In other words, the OPS reads into 


1 The survey referred to has been filed with the committee and is not included in this publication. 
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the act. the so-called Kennedy amendment which the House adopted in 1951, 
which the Senate refused to accept, and which was, therefore, rejected by the 
conference committee and finally by both Houses. 

And so at the present time OPS concedes statutory exemption to private cor- 
porations while denying it to municipalities in connection with exactly the same 
activities. 

It is to end quickly and decisively this thwarting of the congressional intent 
that the United States Conference of Mayors supports the enactment of H. R. 
7079. 

We are mindful that OPS has adopted a regulation exempting the majority of 
municipal service charges. But that is not an adequate solution. 

Firstly, the OPS regulations have carved out certain fields to which they do 
not accord even their limited administrative exemption. Their regulatory con- 
trol is asserted, for example, over the charges of municipally owned public ware- 
houses, although under a United States Supreme Court decision, privately owned 
public warehouses are exempt as public utilities under the act. 

That exception is the cause of litigation now pending on the west coast between 
public port operators and the OPS. We submit that such controversy is capable 
of much more expeditious settlement by a simple reaffirmation of congressional 
intent by enactment of H. R. 7079. 

Secondly, when Congress grants a statutory exemption to effectuate its view of 
national policy and to codify its view of constitutional necessities, there is no room 
for the assertion by the OPS of its right of control which is implicit in the very 
regulations which exempt municipal charges. The OPS regulations grant ex- 
emption as a matter of administrative grace, implying a right of revocation which 
municipalities cannot accept and which negates the congressional intent. 

We are not conjuring up unlikely situations. The Federal price-control agencies 
already have a history of backtracking on this very subject. Under Office of 
Price Administration control, the question arose whether public port operators 
were exempt as public utilities under the same statutory language which exists in 
the present act. The question arose when several California ports sought to 
increase their terminal charges. The ports filed their proposed new tariffs with 
the United States Maritime Commission as required by the Shipping Act. They 
then served notice on the Office of Price Administration as was required of exempt 
public utilities in the Emergency Price Control Act of 1942. 

Now, what position did OPA take in 1944? It accepted fully the ports’ view- 
point that they were exempt under the act from Federal price control. And it 
actually urged its own impotence under its statute as a reason why the Maritime 
Commission should disapprove the proposed port charge increases. 

Yet in 1951 when the OPS, faced with an identical exemption, came to stake 
out its field of control, it completely reversed the OPA position on the exemption 
of public port charges. The very regulation which granted an administrative 
exemption to public charges generally made an express exception for terminal, 
dock, and warehouse charges. This soon precipitated the litigation between the 
OPS and the public port operators to which reference has been made. 

Faced as we are with this reversal on the exemption of public port charges, it is 
easy to understand why we cannot be satisfied to rely on the present regulations 
which OPS has granted and which it may revoke. 

We have the utmost respect for the important publie purpose policed by OPS 
of preventing inflation and holding down the cost of living. We resent, however, 
the implication from OPS conduct that it has a monopoly of that publie purpose. 
This committee can be assured that one of the greatest concerns of city officials is 
this very problem of containing the forces of inflation. We might even point out 
that municipal governments are among the most vulnerable victims of inflated 
costs. 

But our concern for the problems of our citizens goes deeper. We would never 
propose increasing the charges for municipal services merely to provide a profit. 
That is not in the nature of local government in this country. Only irresistible cost 
increases which the OPS had not contained would impel us to seek financial 
balance by increasing our charges. Or else it might be that increased charges 
were tied up in some regulatory governmental project. In any event the decision 
to meet our problem by increasing the charge for our services instead of taxing is a 
decision which, we submit, both as a matter of constitutional necessity and 
governmental policy must remain with our local governments and cannot be 
arrogated a by Federal agency restricted of necessity only to the question of the 
inflationary effect of price increases. The inflationary impact of local tax increases 
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might be greater than the impact of the increased charges with which alone OPS 
can concern itself. 

Apart from all other considerations, however, there is the fundamental im- 
paveeiaty and waste of duplicative and conflicting Federal and municipal control 
in the same sphere. 

Controversy and litigation between Federal and municipal officials is always 
regrettable. It must involve a loss to the public no matter what its outcome. 
It betokens an imperfect adjustment between these independent levels of govern- 
ment. Avoiding it should be a prime concern of the Congress. 

We think Congress sought to avoid conflict in this situation by adopting the 
original public utility exemption in 1950 and by rejecting the Kennedy amend- 
ment in 1951. But if it takes a clearer mandate to the OPS to make it restrict 
its activities to the more proper field of private charges, then we say that this 
mandate should be given again by enacting H. R. 7079. 





OFFICE OF THE SECRETARY OF STATE, 
June 9, 1982. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
United States House of Representatives. 

My Drar CONGRESSMAN SPENCE: In the light of the Senate debates on the 
Defense Production Act, the aspects of the act which have a bearing upon our 
foreign policies are beginning to emerge a little more clearly. As matters now 
stand, it appears that there are three groups of provisions which the Committee 
on Banking and Curreney will be called upon to consider which have a significant 
bearing on foreign policy objectives. I should like briefly to comment on each 
of these three areas, in the hope that these comments may be useful to your com- 
mittee in its deliberations and in the subsequent floor discussions. 

Representatives of the Department of State have already commented in detail 
on two of these problems in their testimony before your committee. Mr. Thorp’s 
testimony on section 104, the provision which deals with import restrictions on 
fats and oils and dairy products, fully covered the Department’s position with 
respect to these provisions. ‘This section has proved to be one of the most dis- 
turbing in a series of legislative and administrative measures by this Government 
in the direction of imposing new import restrictions on foreign goods. It is even 
more significant for our foreign relations today than it was at the time of its 
passage. It has come to be regarded by many foreign countries as a Weathervane 
of United States intentions in the field of foreign trade. Its reenactment would 
confirm their gravest fears that the United States proposes to nullify the assistance 
which it has granted through such measures as the Mutual Security Program by 
denying these countries the opportunities for earning their own way through the 
sale of goods in the American market. 

A new development on the section 104 legislation which needs comment is the 
proposal, which was made and defeated in the Senate, that the quotas on a broad 

ange of agricultural products should be retained in accordance with the provi- 

sions of section 104, but that the Secretary of Agriculture should have some limited 
discretion to increase those quotas where considerations of international relations 
or international trade so require. This provision is no less objectionable than 
section 104 in its original form. In principle, the proposal which was considered 
in the Senate lays down the same general standard of narrow protectionism for 
certain specific products, but then permits minor deviations from that standard. 
The fundamental issue, as other countries see it, is whether the United Sjates 
proposes to follow the policy of expanding trade which it has been urging upon 
the rest of the world for so many years, or whether it proposes to depart from 
that policy and to revert to one of narrow protectionism. 

We have no objection to the proposal made by the Senate committee that 
Public Law 590 be substituted for Section 104, adding dairy products and peanuts. 

Another type of import restriction which may be considered in the House is 
that proposed in H. R. 6848, the so-called Ramsay amendment. This provision 
would limit imports of products containing materials under allocation or priorities 
to 50 percent of their volume in the base period 1947-49, whenever domestic 
producers of those products so request it unless the Secretary of Defense inter- 
vened to certify that a higher quantity of imports is required for essential defense 
needs. Mr. Thorp has testified fully on the implications and effects of this measure 
and little purpose would be served by covering the ground which he has already 
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covered. I should point out, however, that the Department has since had time 
to analyze more fully the essential effects of such a provision, if it were fully 
applied. As nearly as we can judge, this provision, if fully applied, might reduce 
the purchasing power of European countries for needed American goods by over 
$500 million, or nearly one-third of the total which they earned through sales here in 
1951. The impact of the measure on particular countries would vary—nearly 
half of the dollars Germany and France earn might be cut off. Naturally, unless 
we want to hurt severely the mutual defense program and substantially impair our 
economic foreign policy, this sort of amendment must be defeated. A number of 
countries have indicated their deep concern to us. 

Another of the amendments before your committee (H. R. 7157) is of very 
great concern to the Department of State. I understand that its purpose is to . 
prevent the continued participation by the United States in the International 
Materials Conference, though in its effects it would go far beyond that purpose. 
It would disrupt the efforts of this Government to channel many basic commod- 
ities into the most essential uses at home, impair the efforts of the United States 
to obtain materials we must have from abroad, and jeopardize the defense pro- 
grams of our allies. And it would earn us the ill-will of friendly countries who 
have been trying to cooperate with us. The amendment would have the following 
immediate effects: 

1. The first sentence of the amendment to section 101 would make it 
impossible for the United States to allocate internally the imported portion 
of many basic materials and thus would destroy the controlled materials plan 
at home. It would thus prevent our participation in the international allo- 
cation of any such material and specifically would require our withdrawal 
from the international copper committee. 

2. The second sentence would prevent allocation of the domestic produc- 
tion of many other commodities. It would make it impossible to direet into 
export channels equitable quantities of other basic materials, such as sulfur, 
for friendly countries. 

3. Under these circumstances it seems inevitable that the amendment 
would bring about the end of international allocations of commodities, for 
which the United States is dependent upon the cooperation of other countries, 
such as nickel, cobalt, and tungsten. And it would also make it impossible 
for us to seek international cooperation in any of the long list of other strategic 
materials which the United States does not produce. 

4. By prohibiting price controls on many imported commodities, it would 
deprive the United States of a valuable safeguard against domestic and world 
inflation that could jeopardize the defense programs of our allies. 

In brief, the amendment would be notice to the world that in the field of raw 
materials the United States is in favor of cooperation with other countries only 
where we need their immediate help and rejects it where we can be of any help 
to others. I hope your committee will seriously inquire whether such a position 
would be consistent with the real interests of a country which is deficient in the 
materials it requires both for defense and for peaceful prosperity and which has 
been engaged in an effort to strengthen a body of friendly countries who are 
united against aggression. 

Sincerely yours, 





Dean ACHESON, 


Mr. Brown. I understand this concludes the open hearings, Mr. 
Clerk, is that correct? 

The Cierx. That is correct, sir. 

Mr. Brown. It is my understanding that the committee will meet 
in executive session in the early part of next week to consider the bill. 

(Whereupon, at 11:45 a. m., the committee adjourned to meet in 
executive session on H. R. 6546 at the call of the Chair.) 


x 




















